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PRINTERS* FORVARD,

This issue of the Bulletin contains papers all of vhich arc concerned

-

with aspects of the world econony. First is a paper on inperialisn by

Prabat Patnaik, and the linits impoéed on the developnent of noﬁ—socialist .
states in the light of Indian experience, This is followed by an interpretation
of Hixon's ceconomic policy by the Anerican Durmi. vcononist, Paul Mattick,
whosc book on Marx and Keynes was reviewed in the last issue., Thirdly, i
responsc to the suggestion made at the last conference that nore detailed
work was needed on the process of centralisation and concentration in

Tegtern Europe, Mary Kaldor has contributed a casc study onithe Zuropean
acrogpace industry. As the final paper we have print 3 a translotion of
Christion Palloix's article on Unequal Exchange., This article is part of the
debate on unequal cexchange which stermed from the publication of Arghiri
Ernomicl's book of that name = a book which is now available in i lich
torether with Charles Bettlehein's reply, from New Left Boolks. Christian
Polloix hinself has just published a two voluric work onAthe world cconorny
which is reviewed in this issue by Hugo Radice, Wé also print a bibliography
on Inperialisn corpiled by George Lec — offprints are available at 5p a copy,
or £1 for 50.

The production of this issue of the Bulletii: has becn a hard struggle,
nainly because the Sussex group has not been able to get together as a production
tcarm as they did for the first issuc. Most of the production work has been
born by Rick Brandon and Steve Parker, who find a third issuc under the sane
conditions Augean prospect. We will try to get a larger tean together for
the»next igsue, but everything does depend on receiving nonuscripts on tine. -
The copy date for the Autunn issue is July 3lst, a date to which we will
ruthlessly adherc., Plecase send articles to Rick Brandon, IDS, University of Susscw
Sussex, Falner, Brighton, Susscx. Thoughts and cction with respect to book
reviews should go to John Harrison, 68 Poynards Road, London, S.W.4., Finally,

nany thanks to Elaine Bastabrook, who has typed the bulk of this issuc.
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TI'T:CDUCTION TO THE CONFIRZNCE 0. SOCIALIST ECONOMISTS ( CSE ).

The CSE was formed three years ago with the aim of bringing socialist
econonists together in order to help develop political econony in the
socialist novenent. Broadly - speaking, our work lies within a HMarxist
perspective, but the organisation embraces all political tendencies
on the Left, believing this is essential if our work is to- be worthwhile.

Ve also aim to include not only 'professional' econonists - lecturers and
researchers — but also all students and trade unionists actively intcrested in

questions of political econony.

The basis of the orgenisation is as follows:

(a) An annual conference -~ open to all members, centred on one topic of

general interest: the conference is also scen as a nceting placc and as the
decision mplzing body of the CSE.
(b) A publication called ghe CSE Bulletin, published at present three tines a

year as a general forum for articles, comuents, rcviews,.énd news of activ-
itics. In the casc of individuals, the Bulletin is only available to psid-~up
nenbers of the CSE. The Bulletin is supplied to libreries and other

sinilar institutions at £6 p.a. In addition the Bulletin will be

supplenented by occasional papers.

(c) Local Groups ~ formal or informal, scen as forming the base of the CSE,

the source of material for discussion and of ideas, drawing in new comrades
around scninars, collective work ctc, '
(a) Seninars or smaller conferences = devoted to nmorc speciclised topics,

(e) A co-ordinating committee based in London.

lenbership of the CSE costs £3 ( £1 for students and others on linited
incones, e.g._unenploycd). Subscriptions are taken to run fron

Decenber 1st for 1 year.
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Bulletianotes.

The fourth CSE conference is on December 9th and 10th, 1972 in London.
The subject is "The Marxist Theory of Crisis"., The main sessions planned
are on:

(i) The dynamics of capitelist development with spe01al refcronce
to crisis; .

(1i) Mechanisms of crisis and renewal in post-war capitalism;
(iii) The contribution of Marxist theory to cconomic scicnce, -

There will be a working confercnce to discuss the prbgrhmm and finalise

papers on Saturday, June 24th from 1.00 p.m. to 5.00 p.m. in Sam .. .o 5l loh3: &
office, sccond floor, G,y, annexe, 172 Tottenham Court Road, London, ¥.C.1.

(tel. 01-387-7050).  &ll those who would like to offer papers are

encouraged to comc, with a one-side outline,

The CSE held its first day~school at Combridge on May 13th on

"The Capital Theory Debate. Over sixty people attended. Ien %0, . -
from Manchester gave a clear outline of the main points of the debate,
Bob Rowthorn from Cambridge followed with a paper establishing the distinction

i ouh, noomRicardian and Marxist positions on the issue. The ‘
dlscus31on in the afternoon suggested that the debate, at least in its
present form, wos of little dircct help to cconomists, confronting bourgeous
problenms, ( - COot/beFLflt arﬂly51s) rather its value would be in prov-
iding o basis for developing a more stringent Marxist political cecononmy.
It was also argued, not without strong responses, that general equilibrium
theory was unaffected by Cambridge cwiticis:,. fost participonts we have
heard from found the day school very helpful; wc hope to publish the two
nain papers in the next issue of the Bulletin,

The next CSi school is a .<k~ii-progress seninar on the internationnl
firm, to be held in Brighton from October 26th - 28th. This is intended
for thosc working on aspects of the internationclisation of capital.

Membership now stands at 167, of whon just over a third are students.
#oogrdphical distribution:- London 46, Oxford 14, Conbridge and Sussex
11 cach, Menchester 10, Birmingham 6, Yarwick 5, Best Anglia and Bristol
4 cach, Lecds oand Glasgow 3 each, Hull Kecle, Lancaster and . :lui all 2,
Bath, . .7 d, Coventry, Durhar, Lclcester Hottinghaon, St. /indrews,
Southanpton and unspecified all 1, 31 subscribers arc from abroad.

Steve Boddington is revising his book, "Polltlgal Econony", published
under his pseudonyn: - John Eaton, by Lawrence and Wishart, 1963, He would
welcone comments on the original edition,

It has been suggested in the past that it would be useful to circulate
infornation about recent papers produced by subscribers, as well as other “
work related to the concerns of the CSE, The following is a brief list of what
we have been able to gather together of such recent work,.

Michael Barratt Brown, Essays on Imperialism, Spokesnan Books, 1972, >
George Catephores, "Marxian flienation - a Clarification" Oxford Economic Papers,
March 1972.

Rose Dugdale, "Economics and Class Society" in: ed.T.Pateman,Counter Course,
Penguins 1972.

Michael Kidron, Pakistan s Trade with Eastern Bloc Countries. Praeger, 1972,

S T eelhons :,",) R VAR ’ﬂ'}ll l‘““ I )\,“' Lty " ¥ "Z':,‘.C}:‘.‘...‘\'J‘t'".i.’i', SC".’.L;"‘.':‘.,M’.';ICh 1972.

Robin Murray, UCS,The Anatomy of Bankrugtcy, Spol snan Books, 1972,

Christian Pallolx, L'Econonie Mondiale Capitaliste, 2 vols., Masp@ro 1972,

Jesse Schwartz and E,K.Hunt, 4 Critique of Econonic Theory, (1nclud1ng papers

by Alfredo Medio, Mario Nutl, and Maurice Dobb's paper to the lst CSE )Penguin 1972

Ian Steednan,"Jevons'! Theory of Capital and Interest,"Manchester School,March 1972.

Bob Sutecliffe, Industry and Underdevelopment, “ddlson Yesley, 1972,



BACKWARD PRINTERS

Please could you note the following corrections
in this copy of the bulletin,

p. L John Harrison, 68, Poynders Road, London SVWi
p.52 1Note 1. Paul Mattick is now retired., He has

written a number of books and many articles
on Marxian political econony.,

p. 6 1line 9 Sam Aaranovitch's
line 14 Ian Steednman
line 17 between the Neo-Ricardian
line 33 Bath, Bradford, Coventry, ..., and Wales,
line 46 Barbara MacLennan, Y"Jevons' Philosophy of

Science', Manchester School, March 1972

p.35 Note 26 No reference for this footnote was
submitted to the printers,

After the issue of the last bulletin we were inundated
with enquiries about the CSE from people who had heard
about the Conference and the Bulletin from the grapevine,
It makes the processing of applications for membership a
great deal easier if they are submitted on a standard forn.
If, therefore, you speak to anybody who would likc to Join
‘the CSE, would you give them the tear-off form below,

MEMBERSHIP_AND TINTORMATION FORM

Please return to: C.S.E., ¢/o0 Robin Murray, I.D.S.,
University of Sussex, Beighton BN1 9RE. Cheques payable
to 'Confercnce of Socialist Economists', -

I\Yanle © 0 0 ® @@ 0® @000 OO SO OO0 S 00 0000

4{&ddress ® 0 060000 @@ 00 00 OO0 OO0 @O0 ®O0ODOOCOOEGO O

~—

® 00 © 88 000 0000000000 00060 O0SG®OCO DO

0 ® 06 0 0 00 ® 00000600000 8®00O0O0OOOOLOO

I would like to join the C.S.E. and enclose
£3 (&1 student/linited income),
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THR POLITICAL ECONOMY OF UNDERDEVELOTHENT

Prabhat Patnaik

Introduction»

Most theo ries of underdevelornent outs1de the Marxist

- troadition are united by a common theme - that the phenomenon of
underdevelopnent is a result of factors which are essentially

. internal to <the underdcveloped countries. One can crudely
surmarise their general position es follows: all countries
started fron o.sinilar state of underdevelopment, but while sonc
developed others suffering from various hhndlcgps lagged bcehind.
Different writers of coursc cnphasize different factors as con-
stituting hondicaps - size of population, the inhibiting role of
social institutions like caste, absence of dynamic entreprencur-
ship, etc. Sinilarly, views differ on the impact and the role
of colonisation in shaping the econonic structure of these countries.
Sone ignore it altogether; others argwe that it introduced somne
dynanism in the hitherto stagnant sociceties, though not to-a suff-
"icient extent. Perceptive writers like Mydrol recognise its
adverse impact on institutions but treat it as one of scveral
factors operating in the j;ast to shape these institutions which
arc the main obstacles today. Its .effects are thus confined to
“the past and considered to have been internalised. Fron this
"internal handicap" approach follows the corcllary that it is
the duty of advenced countries to help their poor brethren and
also that this help should be of great use to the latter. The
debate then goes on about how best this can be done - types of
aid, aid versus trade "nd so on. .

The best of these theories only partislly illuminate a
conplex totclity. Consider Myrdal's theory as & genuinely sincerc
attenut to grapple with the problem.2  Certain cousally inter-
reloted conditions - output and income, conditions of production,
attitudes and institutions - choracterisc a "socicl systen®;
_inertia, especially of attitudes and institutions, keeps it stable
at a low—level'eqvilibriun, and growth of populcuion further
thwarts ony tendeicy towards curmlative improvenent that right
policies could initiate. Moreover, policics designed. to change
institutions ore ineffective bccuase these countries. have "sof t"
states.

No one will deny that development may have o cumulative
character or that population cxplosion and rigid attitudes and
institutions nay pose scrious obstacles to development, but to
what cxtent do they explain underdevelopment?  For if they do
not, then focussing nttention upon then can be berlously nis—
leading. Populotion explosion is a recent phenomenon. In~
the Indian subcontinent for exanple it dates bock to the twenties
and pokes its statistical appearaence only on o conparison of 1921
and 1931 censuses, he stagnation of the cconceny however cxisted
mch before that, Between around 1860 and around 1910, the per
capita income at 1948-49 prices is estinated to have increcsed
fron 169 to 220 rupecs - approxinately one rupee per year.4
Simltancously significant chang:s were teking place in the in-
stitutional structurc. A large section of the peasantry was
being "pauperised". ILendless labourers as & proportion of rural
working force rose fron 13 per cent in 1891 to 25 in 1901 and
stabilisad ot 22 in 1911. 5 The proportion of tenants—et-will
increased even nore spectscularly. We would clearly blane the -



policies: but the question remains - at a tine vhen govern-
nents in Germony and Japan were following policies to actively
pronote development why was the Indian governnent actively or
even passively following policies that led to underdevelopnent.
Or consider the recent period. "Soft" stotes, singularly
susceptible to the influence of privileged groups like landlords,
have shown extrenme determnination, competence and "hard"ness in
dealing with other groups and situations - nilitont peasants,
guerrilla novenents or cormmmunists as in Indonesia. Their
systenatic “soft®ness in certain directions conbined with systen-
atiec "hardness in others sugrests that blanket concepts like
"soft' and “hord" be discarded and that we look nore closely at
the influence of social structure on the state. Sinilarly, if
attitudes and institutions are the obstacles to developnent, why
have those pclitical forces most deternined to transforn these
been consvently attacked by najor capitalist powers? It is not
nerely o question of quixotic acts, imperialist “ventures", but
systenatic efforts since 1917 by whichever happen tc be the nmajor
capitalist powers of the time %o stanp out theprospects of any
revolutioncry transformation of these obsolcte institutions.
Thus the persistence of certain institutions, the pursuing of
certain policies thenselves have to be exploined. Governments
display certein systematic relations to the social structures
and to other govermnents, which social science must analyse.
Concepts of a different kind which situate the "internal® and
the "externcl", society and state, in a2 total picture are need-
ed, and the Marxist approach attenpts to provide such concepts.

The central concept here is the "mode of production" .6
In the process of production in society, men appear in certain
relationshins to one another. Ancng these production relations
those ecssociated with the ownership of the neans of production
occupy & crucial role and determine the forms in which econonic
surplus - the surplus over the consunption of producers and the
replacenent of necns of production - is utilised. Correspond-
ing to the different levels of development of social productive
forces e observe different relations of production. An in-
tegrated conplex of social relations and forces of rroduction is
celled 2 "node of production™. ¥Yithin each nmode we can distin-
guish certcoin closses on the basis of their role in the production,
circulation end appropriation of social product. Since the
state apparatus exists on this basis, the overall direction of
policy despite 2ll its particularities is towards the defence of
certain class positions and interests as opposed to others. In
real history of course we find not 1odes of production in their
pure forn, but all kinds of nixtures, peculiarities, amalgens, ond
coexistence of different "inpure" forus. Nevertheless, these
concepts con be used for a concrete anclysis of real history.

The doninent node of  prcduction in many countries in
Burope-and Asia around the 17th century was what with some over-
sinplificotion noy be called feudalisn:agriculture was the basis
of economic life; surplus product was appropriated fron direct
producers who possessed their means of production through politico-
legal conpulsion by e class of landlords; the state acted in the
interests of these landlords.” This mode, for internal and
external recsons which mutually interacted and strengthened each
other, was showing clear signs of decay in varying degrees.



9.

Commodity production i.e. production for the narket had
developed with several consequences - increasing nonetisation
and growth of nerchoant capital, appropriation of surnlus in
noney forn, differentiction anong producers (especinlly the
peasantry) end the energence of trade as a two-way process
between country and town, gziving the latter an independent
producer role, E) Sinilerly, the insufficiency of available
surplus o neet conspicuous consunption and military expend-
iture led to greater pressurc on the peasants regulting of ten
in peasont rebellions, desertion of serfs ete.

- Where this disintegration had proceeded far eéenough -

in Bngland for cxanple - and petty-producers had attained
substantial independence, the better~off among then could

carry out = bourgcois revolution ond establish o state which
imnensely cided t¥?ir growth; capitalist production could
develo®» rapidly. ' In countries where a siniloer revolution-

ary course was not possible, subsequent developnents followed

two different patterns. Sonie countries which werc insuldted

fron the operation of this capitalism, responded by taking a
short-cut to capitelisn thenselves, creating o state which

fron above encouraged capitelist develojment through nerchants

and landlords, €.g. Germany and Japan. 12 In others, however,
the ccononic structure changed in a different direction and cane
to resemble vwhat we know today as underdeveloprment. Sone of
these, notably %ndia, whose economic strucutre was not dissinil-
ar to Japan's, 5 could if .left alone have conceivably followed
the latter's cxample, but their very exposure to Buropean capital.-
isn sabotaged this prospect. 4 Countries with differcnt pre—
capitalist structures, but similarly exposed, were cxpericncing

a parallel developnent. In Latin Anerica, where feudalisn grew
out of an enpire bascd on the search for precious netols, Buropean
links hod been naintained fronm the beginning, while Africa w%th
its unique node was opened up to capitalisn- sonewhat later. 2

The comnon features of their subsequent develomnent despite diff-
erent histories was essenticlly becouse this subsequent developnent
resulted from their intercction with capitolisn, and not fron their
autononous dynaiiic, though interncl factors affected its form and
weré possible secondary influences., This inperialist impact of
capitalisn rust be regarded as ncither fortuitous nor necessarily
o result of any planned conspiracy but only as @ nccessary part

of its modus operandi. Ceteris wparibus, copitalist developnent
necessarily produces underdevelopnent ond the notter can be looked
at theorctically as follows. '

The Process of Capitalist Developnent

Cepitalist production arises only when two diffcrent
kinds of comnocity-possessors cone face to face and into contact
- owners of noney, necns of production and subsistence eager to
increase the sun of values they possess and "frec" labourers
with nothing to scll but their labour-power.  Historically this
happencd through & conbination of two processes - a process of cx-
propriation, i.c. separation of pre-capitalist producers fron their
neans of production (or directly from their products, which are
after 2ll potventicl ncans of production), and o process of approp-
riation or possession by o few of the things so cxpropriated. This
conbination, colled "prinary? sccummmlation, involved the state
apparatus ond the use of force to set the capitolist node on its
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feet and sinultaneously provide it with a‘uarket.16 lils process

is "prinary" in the sense that once on its feet the capitelist mode
uses mornal” methods to achieve the sane ends - the progressive
growth and gathering of capital in larger and larger blocks through
expropriation and appropriction. 7 The chief notive force of
capitalist production is this accurmulation process, which has three
distinct but inter-related elements - accusmulation, concnetration
and centralisation. Capitel expropriates and appropriates unpaid
labour as surplus value, a source of further accurmlation. New
captial anpears in new forms owing to technical choange which substit-
utes dead for living labour and raises the ratio of constant to variable -
capital for a given rcel wage in terns of goods, Finally as the min-

irun éapital required for introducing new techniques increases, larger

capitals appropriating larger surplus values have an advantage. The

spread of new techniques forces others cither to adopt them or leave the

field to ever fewer capitclists and cver larger capitals. This central-
isation or expropriation of mony small capitalists by a few larze ones -~

which is aided by the stock-cxchange - further rcinforces the pressure

on cach capitalist to accummlate and "concentrate". 18

Now supposc we igunorc countrics and visualise a world with a
single state where the capitolist mode is developing out of pre~capital-
ist modo(s). The accurmlation process gives rise to two scparate
tendencies.

(1) The constant expropriation of neny by fow consvantly tends to create
a relotive surplus population” -~ a ness of unenployed and under-cmployed,
i.e. "pauperised® producers." 19  As a certain scctor is invaded by
capitelist production, inroads are nade into pre-capitalist markets. As
it becomesincreasingly difficult to penctrate the latter, snmaller capital-
ists nearby arc also swallowed along with the distont "artisans" and
centralisation becones increasingly onerative. - Since this growth involves
nerely the replocement of one kind of Zroduction by another with higher
labour productivity, it clearly produces "relative surplus population”
which would prozressively increase if all growth was of this kind - i.c.
with the total size of the narket for all producers given. But clearly
this is not so, Capitalist production requires mochinery and new neans
of production ond scectors producing these will grow. In addition, total
narkets expand for three other rcasons, ‘

(i) the svread and growth of capitalist production to other sectors
inplies the creation of “gndogenous” demand, i.e. different sectors

- produce both inputs and consunption goods for one another, Neo-

- ¢lassical theory enpehsizes this insofor as it visuclises steady 20
growth for the capitoelist mode prodvecing for its own internal narlket. -
This however can not adequately explain sustained growth. Growth
built up on its owm stean nay well collapse if it runs out of steam,
unless certain ocutside factors keep it up..21 : [

(ii) These mey be innovations in o broad - new sectors, new products
ond new processes - as enphasised by Schunpeter and recently Pasinetti.

22
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However, innovations themselves are linked to the tenpo of growth;

in a period of crisis the inducenent to innovate is likely to be low.
Except for nnjor chence discoveries therefore, innovations rarely
rrovide a way out of serious crises.

2%

(iii) Thus elong with Stote expenditure, the inportonce of which is of
recent origin, precanitalist markets play o crucial qualitetive role,
With & fresh push into these narkets - wh&gh nay telte the fornm of export
of goods and not necessarily of capital, a new round of growth begins.
Bven when their quantitative inportance cover a period is smell, such
noarkets are nevertheless of importance to sustain growth under capitalisn.

Still, the quantit-tive importance of other factors over long veriods
nay(despite natural population and productivity growth) help to decrease the
relative surplus popalation, while never eliminating it. Its shrinldng
below. & certain percentage of the work-force would cause labour shortege
for individual entreprcneurs and investnent would be reduced. Persistent
lebour—shortage in the long run will encourage the introduction of more
labour—ﬁgving nochinery, thus restoring surplus population to an "adequate"
level, To sun up, capitalist production necessarily creates a relative
surplus population which cannot fall below o certain level.

(2) Capital tonds to be regionally concentrated - the accurrmlotion of
capital in onc geographical arca tends cetoris paribus to draw other
capital to the sanc arca. This is mainly bexcuse of Yexternal ccononies"
in the widest sensc of the ternm.

(1) on the onc hand capital cccummulation in a particular region
results in the creation of sldlls, develomment of social and econonic
overheads, growth of institutions like banks and readier availability
of informotion etc., all of which can benefit new capitel in the sane
region. Capital operating in this region looks upon these as ninirmn
requircients and develops o certain inertie which is reinforced by the
process of centralisation, Along with the incrcase in the sige of
capital and in the size of project, these ninimun requirenents also

increase and backward regions have greater difficulty in drawing copital

fron advanced rogions. Such capitolists as do anerge there thensclves
are in constant danger of being elininoted through competition unless
sheltered by sone relative advantoge - proxinity to raw noterials,
nerket inperfections, cte.

(i) Horeover in severcl sectors, capitel tonds to flow near where
the moarket is. We noted above that despite the crucial qualitative
role of pre~capitalist or "exogenous" narkets, quantitatively
%endogenous® foactors becone nmore and norc important, i.c. o large

of growing cepitelist production is narketed within the mode itsclf.
This factor would clearly strengthen the tendency towards regional
concentrotion. To swmarise, if capital historically accumrmlated
in one region cnd not in another, then this pattern is lkely to be
cummlatively reproduced, though of course it nay be broken by conscious
efforts by the State to premote copital accurrwlation in the backward
region.

Wow, historically the penetration of pre-capitelist narkets
has rorely iavolved any novements of capital to those arses precisely
because they are cconomically and politically uneble to defend then~
selves oagoinst inports of goods from the capitalist sector. Thus
free itrade quaranteed by the bourgeois state removes apy necessity
Br capitel to flow fron one region to another, Capital fron the
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beginning is not spread widely but concentrated in a specifie region
and this concentrntion grows over time unchecked cven by the rise in
relative wages in the developed region. '

The sirmltoncous operation and mutual interaction of these two
tendencies define the specific noture of capitolist develomment. While
capitalist production destroys petty-yroduction and creates o relative
surplus population over & wide area, only a port cf it - in areas ad-
joining the canitalist rogion - is actually cobsorbed into capitalist
operation, Tyvicelly labour is not frecly mobile; its mobility its—
clf roquires some capital. 27 If as we have secon capital also docs not
nove freely then labour shortage 0y be cxperienced long before the entire
surplus population has been absorbed, his is acssociated with tow
najor conscquences. (1) A certein paitérn of specialiscation develons
between the capitalist or advanced region and the distant beckword regions

the former develoning nonufactured goods while the latter concentrate
on prinary production. Notall primery production, of course, is loft
to pre-capitnlist wroducers in boclkward regions., Sone of it is devclojed
by capital flowing in from the advanced region e.g. ninerals and ploantotion
agriculture, But this lcteral extension of capitel has little cffect on
the region itself; the chisf theatre of operations continucs to be in the
advanced region fron where the skills come end where the profits go. (2)
Labour-shortage ey slow down cecummulotion and in the long-run encouray
labour-saving tcechmiques, coven though surplus nopulation exists elsevherc.
Thus the relative surnlus population gets froagiented and the accurmlation
process adjusts itself to the labour supply it faces locelly, so that a
part of this surplus ronoins perpetually untouched by capital accurmletion,
forning 2 vost "pauperised” mass in the backward region. There, in othor
words, capitelist production, hoving destroyed preovious jjodes and crected
rcelative surplus population, turns 'its back epon then. '

~These two features - integration into the merket-systen as prinary

producers ond cxistence of 2 surplus population - mutually complencnt each
other ond jointly causc important secondary chonges which act as cdditional
"built-in depressors”. hese however we shall discuss later. The noin
‘point here is that these two featurcs constitute the essence of underdevelo:;-
nent and ore thenselves the result of cepitalist development. To surmarise,
in the absence of conscious stote action.to the contrary capitelist develop-
nent in one regicn necessarily jroduces underdevelopnent in another, The
problen of underdeveloped countrics is essentially a result of the operation
.of this principle. at an internationel level though two extra considerations
rust Ve borne in nind. (1) &t the world level we have not one sinfle
stote which interferes or does not interfere in the interests of capital,
but a rmltiplicity of stotes. - These states nevertheless stond in. certain
relationships to onc another; onc such is.the relationship of hegenony
- and subordination which is itself deternined ultinately by their relative
ccononic strength, i.e. the develoyment of the modes of iroduction on which
~ they arc bascd. Thus the donination of capital is asscerted in o conplex
‘manner through the deternination and inter-zclationship of state policies.
(2) The experience of one country within the backward region or "periphery"

ecd not . be identicel to that of amother. Feotures of underdevelonnent ar
not uniformly distributed anong countrics - -surplus populetion nay arisc in
cne but not in enother, princry uroducts noy be more inportant in one than
in anothcr,:znd'SO.on. lioreover changes in the comosition of primory
products required by the advanced region, or the "centre", which we have
ignored in our agcregetive picture assune grect inportance for individual
countrics whosc decline or propserity nay depend on such changes. HNever--
theless our sihple model isolates the general phenoncnon underlying
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particular cases, and helps us to analysc tho genesis of underdevelop-
nent in history.

Historiccl Genesis cf Underdeveloyment

“Vle can broadly distinguish two phascs of the relationship betwoen
capitelisn in advanced countries and the pre-capitalist nodes elscwhere.
The first beolonged to the period of primery accurmlation of capital, one
inportent clenent of which was the accurmlation of noncy-capital supported
by the droin of wealth fron the colonics., The Spanish plunder of Letin
Anerica, the sacking of Indonesia by the Portuguesc and the Dutch, the
Freopch profits fron the slave trade, the British goins fron negro-lobour
in the West Indics and the loot of India - thesc were some of the episodes
of this phase. A very conservative estinnte of nerely these would anount
to over o billion pounds sterling by 1800, which was "nore than the capital
of 2ll the industrial entcorprises operated by stean which existed in BEurope”
around thot date . 29 Digby records estinates which for India alone tut the
fisure for trgosure token between Plassey and Weterloo anywhere between£500 1.
end £1000 nn. 20 This unprecedented plunder left three continents inpover-
ished, their donestic econonies altered beyond recognition and part of their
population decincted. Its inpect on the nodew of production differzd os
the nodes thenselves did but everywhere the prospects of capitalist develop-
nent dinnmed and indeed any future developyment becane o far more arduous tosk.
In Indin, where as we have noted, feudalisn had disintegrated considerably,
this plunder, with one stroke giving a shattcoring blow to the old node ond
underiiining the prospects of the new, plunged the cconony into utter chnos
and initinted the "developnent of underdevelopnent".  On the olher hand,
this plunder, cnoclogous in offect to the accrual of vast surplus velues in
Europe, partly went into accurmlation as noney-capitzal and partly into
luxury consunption which stirmlated certain types of nmanufacturing industry.31
The inportaonce of this capital for the industriel revolution was pointod
out by Brooks Adans in the following words:

', ....the Bengnl plunder began to arrive in London, and the effect
appears to have been instantoneous ... the industrial revolution ... began
with the yeer 1760 (the battle of Plassey occurred in the year 1757) v.w
Lt once in 1759, the bank (of Englond) issued £10 and £15 notes (for the
first tine)...' 2 : :

This transfcr of wealth was merely an exaggorated form of a nore
general process - o drain of surplus, which has continued throughout the
history of capitolisn, fron the backward cowntries to the advanced capitval-
ist ones. __The chief nechanisn of this drain are unequal exchange in trade
- relations,? {rensfer of profits, interest end dividend paynents on account
of foreign capital and different kinds of unrequited exports mnde by the
backward countries. In this last category outflow on_account of colonial
adninistrotion, e.g. India's paynent of "Hone Charges“34 to Britain beforec
1947, and other siniler items are included. Although this later drain
is inportent, if not as o proportion of incone at least of the ccononic
surplus, it is on integral part of the overall ccononic structure en-
conpassing both sets of countries vhieh developed onoe copitalist node
was on its feet. This econonic structurc - c.g. the pattern of inter-
national division of labour - which we discussed abstractly and briefly
before lies ot the root of the problen and this later, 'normal' drain
is a nccessary by-product of the naintenence of that structure. The
developnent of this strucutre therefore forms the second phase of the
relationshiy betwcen advanced and backwerd countrics.
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After the Napoleonic Wars the flow of machine-produced nan-
factures multiplied and petty-production everyhwere suffered o severe
setback. In 1822-23 cloth inports to the Bengcl Presidency alone
in India stood ot a figure seven tines that for 1813-14, while exports
fron the sane area fell fron 4,600,000 to 300,000 rupees, Spinners
werce affected there with a tinelag. In 1825-6, yarn inports were
81,000 rupces, but the next year the figure rose to 800,000 rupecs.

Those who survived this conpetition did so either due to market-inper-
feetions - both geographical renoteness of switching to non-conpeting
varieties - or by cutting into subsistence to sell cheap. Thus urban
spinning and weaving were virtually wized out while rural crafts though
crippled often survived. But their survival was not e proof of strength;
aony rural artisans fell ggady victins to the terrible fanines of the

- late nineteenth century. While the old industrial base was destroyed,
little now industry develored essentially as we shall scee later because

. of -the policy of free trade followed by the colonial governnent. The
consequent growth of relative surplus population intensified the press-—
“ure on land leading to & rise in rents and a fall in real woages in the
latter half of the century.

Thot did develop however was the production of commercial crops
for the world narket. To indigo and jute was added raw cotton in the
1860's. The inercased cormercial procduction meant an increased need
for crodit and the noney-lender -cane to occupy o strategic position in
the pecsant econony. As pecsants defoulted in years of drought or
sluggish world demand, he gradually acquired rights over land. This
polarisation of the azricultural sector with a nass of pauperised
peasants ond labourers ot one end and a groud of noney-lender-cun-land-
lords at the other ond (to which of course populction growth contributed
loter), combined with slow industrizl progress, resulted in the virtual
stognation of agriculture. Much of the peasantry had little surplus
to invest, for in addition to rent and wage cxploitation, they usually
bore the icf burden of the vast state expenditure. Those with the
surplus couvld invest it cither productively or in usary and trade or
could consuiie it. Given the uncertcinties of ogriculturce and the
virtually stognont narkets owing to slow industricl growth, the first
was the least ottroctive channel.  Therefore techniques changed little
and inso as cultivated area-and irrigation did no§7expand nuch out-
it chonged little especially between 1890 and 1947.

A sinilar process of. destruction of local crafts, integration into
the world market es prinary products and linited industriaclisation wit 5
in an overall context of free trade occurred in Latin Anerica as well.
There were of course sceveral sigmificant differences, but two anong
these rust be enphasised in the present context: (1) Unlike India,
there wos no direct colonial state. Instead, state power was in the
honds of classes which benefited in different ways fron this very inte-
gration, i.ec. loandlords and "comprodor" bourgeoisie engoged in trode
with netropolitan countries. These tendeld to be the natural allies
of netropolitan capital in perpetuating this particular econonic relation-
ship,. Of course in India too the colenial state had the support of
landlords ecnd compracdor elenents but it clearly represented in a direct
menner the intercsts of netropolitan capital. (25 This capital wes
for nore directly involved in the econony and especially in the asri-
cultural sector, There has been nothing comparable in India to the
possession of vast tracts of land by the United Fruit Company3 which
feels directly threatsned by any uoves towards land reforns. E



15¢

Thus the factors involved in the stagnation of agriculture and the
freezing of rural institutions were mainly internal in India, whereas
in Latin America they were often immediately linked to the country's
external relations. Whatever the mechanisms, enphasis and variations,
we can broadly and schematically say that the economic structure was
based on a political alliance between landlords, comprador bourgeoisie
and above all metropolitan capital.

The industrialisation that took place was of necessity limited
— it consisted in the shift of certain "activities" or "processes"
from the metropolis to the underdeveloped country, i.e, industry in
the latter developed a "niche" for itself within the overall pattern
of specialisation. Two types of industry tended to develop - (1)
instead of crude primary products being exported, these began to be
processed and the manufactured goods exported. The markets for these
being essentially in the metropolis, these were usually developed by
foreign capital sometimes as an extension of and sometimes in competition
with capital based in the metropolis. An example of the latter was
India's jute industry whose growth was limited by the slow growth 8f
world demand and the fierce competition of Dundee manufacturers. 4
(2) Far more important were consumer goods industries for the home
market which slowly expanded owing to the growth of exports. Where
an industrial nucleus existed a&s in Mexico or where industry could
quickly create one by replacing partially the remaining petty prod-
uction as in Indian textiles, an expanding narket could be of benefit
if imports could be gradually replaced. Cotton textiles, sugar,
cement which has special locational advantages, were some of the in-
dustries which devecloped for X?e home market, and most of then by
gradually replacing imports. Of necessity they had to adopt
technology similar to that of the metropolis, i.e. high productivity
techniques, which had two major consequences - (1) the impact of
this industrialisation on the relative surplus population was even
smaller, (2) the ninimunm capital requirements were high and given
the limited narkets, nanufacturcers tended to be monopolistic. More-
over, owing to the overall slow growth of the market, capital spilled
over from one secctor to another, from industry to trade and finance,
so that the indigenous capitalist development tended to assume a
zaibatus-type appearance. Simultaneously, luxury consunption was high
-~ this last tendency this last tendency being strengthened by the demon-
stration cffects cf the consunption standards of the metropolitan
bourgeoisie which got passed on through landlords and comprador
bourgeoisie.,

This type of industrialisation was thus bosed on narrow markets,
was linited in its range and depended essentially on the overall
growth of exports. The inter-war years, which ushered in a major
crisis in prinary product narkets even before the Great Depression,
terninated this phase of industrialisation., Under pressurc fron
the industrial bourgeoisie, departures in varying degreces were
mode fron the systen of free trade and the consequent pattern of
specialisation. Protcction was introduced in several countrics
in Latin Anerica and also in India, and industries expanded to
substitute for inports. Sinultancously at a political level
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the old alliance was under attack.. The 1629 crisis. had
serious political repercussions. in noest Latin Anerican
countriocs, but not everyvhere was the old alliance 1mmed1ately
ousted. In Mexico where the export sector was in foreign
hands, the clash with the state was the clearest. In
‘Brazil the Vargas governnent, installcd after the coffee
oligarchy was ousted fron power, pursued a policy of conproiise.
‘In Argentina however the exporting igterests succeeded in re-~
asserting their authority in 1930. Even where inport-sub-
stituting industrialisation was pursued, it. too had clear
linitations. Given the limited total narkets, sooner or latpr
.. -1t had to exhaust its potentialitices. VWhat was needed was a

- sustained stirmmlus by .the state: This was clso necessary if
the relatively nore risky, producer gecods industries were to -
‘develop. ..Despite the development of.the extensive railway
-net-work, India had an insignifiocant engineering industry at .
1ndependence essentially because of -the colenial. geovernnent's
reluctance for & long tine to give a purchuse guarantee, In
fact its insistence on purchase fron abroad sabotaged the
possibility of an carly development of loconotive p_roduction.44
‘The involvenent of the state in the industrialisation process
- had to wait until after, the second war, and the post-depression
years were in many cases a transitional period between the
earlier pattern of spb01allsat10n and the new emphas1s on
“national development.. :

In several countrles the state has ontured the 1ndustr101
field itseclf as a producer and in varying degrees we find a stote
capitalist developnent., It has resulted in nany cases in
growth rates all round which were unprecedented in their .

. histories, and which have put pressure on their resources. What
are the linits to this developnent? - To answer this question
we nust analyse ﬂgaln at a general -level the. naturo of the

new stote itsclf.
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Nature of the New State

Ve need to look more closely at the hreak-up of the old pattern
of imperialism and for this we must examine the class-structure
which developed under it. Needless to say the picture differed
vestly between countries and our generalisations are abstract: they
refer to a sort of "ideal-type" which does not correspond to eny
single country but is extracted from the experiences of several
countries - mainly in Asis and latin Aimerica 46

Mention hes been rade of the landlords and comprador
bourgeoisie. Within these there were several different elements
Landlords_{or cxample included not only the large Teudal lords
owvning dozens of villages but glso small landloids who lived mainly
nevertheless by the rent-ecxploitation of petty tenents. The limited
industrialisation threw up a manufacturing bourgeoisie and working
class, the former again consisting of monopoly bourgeoisie operating
in several industries on a national scale and smaller bourgeoisie
confined to single industries or regions. Below this a sizesble end
vocable petty-bourgeoisie developed: self-employed traders, smell
businessmen snd the white collar employees, especially those employed
by the state apparetus who usually exceeded in numbers the workers
in organised industry. 47 The rurel counterpart of the petty-
bourgeoisie was the middle range of the peasantry which neither
hired in nor hired out labour to any sisnificant extent. Above it
were the rich peasants relying prcdominantly on hired labour while
below were the poor peasants who often hired themselves out to
zupplement their farm incomes. 411 these different layers of
peasantry were subject to varying degrees of rent exploitation
thoush the incidence of course was much higher in the lower layers.
Finally the totally lendless labourers, a substantisl proportion of
the total rural population, formed the poorest social class with
irregular employment end subsistence wages.

The challenge to the old political snd economic order had the
support in varying degrees of several classes - not only the
nanufacturing bourgeoisie but the workers, petty-bourgeoisie and the
peasantry as well. 49 here this challenge was led by the workers
and peasants as in China, the subsequent break with the old economic
structure was radical and complete, both internally in the sphere
of agrarisn relations end externally in the relation with cspitalict
metropolises. Yhere the challenge vas led by the bourgeoisie,
however, later devclopment followed a totally different course.

The bourgeoisie, on gaining ascendancy, instead of ceryins further

the struggle against its erstwhile enemies, hastily reached =
compromise with them gnd tumed against its erstvhile friends end
allies. Thiswas not unexpected - the result of some special wickedness
or folly - but followed from the objective situation in which the
bourgeoisic found itself. Consider the internal aspects first.

The bourgeoisie having arrived late on the hisorical scene was
constantly haunted by the fear which had first appeared in February 1917
in Russia - that owing to the presence of thc socialist challenge,

a thorough-going attack on landlord property might well rebound into
attack on bourgeois property itself. 50 50 the new state which
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appeared was based on an alliance between the bourgeoisie end’ +he
landlords. Cf course in theprocess of forging thezﬂllance, certain
reforms or cutailment of "excesses" - e.g., the elimination-of the
very big feudal lords - were carfied out, but these were not =
far-reacking as the boureoisic had promised earlier. Yherc the
ruling clags-alliance was stable, the form of governinent was a bourreois
democracy with oftem a federal structure. Where it was unstable
owing either to challenge from below or to internal strife amons the
partners, a military dictatorship appeared. MNorcover, given the
acute conflicts in most underdevelopsd countries (e. g. within the
bourgeoisie betwesen the monopoly and smell provincial c¢lcments,
between the bourgeoisie and the landlords), the tendency to pass from
the first to the second form of govcfnmcnt albeit for certain
periods, was ever present.

Both forms gave the state an aura of great ﬂlthorlt\ 9nd
impartiality. But in fact the basis of the state defined strict
limits to its actions. As the srbiter between the ruling classecs
end between them and ‘the masses, the state eppearcd to he placed high
above society with extensive powers to interfere in its functioning,
but it could not hit any element of the ruling zllience too hard for
that would reduce the collective strength of the ruling classes by
making them antagonistic to one another and hence more exposed to
onslaughts from below. Thir lay at the root of the so-called
"softness" of the state - the paradoxical situstion where the state
appeared ygbiquitous in its presence end intervention, yet peculierly
impodent in cffecting desirable institutionsl changes. Within these
broad limits, imposed by the need to preserve the ruling class-alliance
the specific form of state intervention was determined by the relative
cless-strengths. The existence of a strong =nd articulate petty-
bourgeoisic helped the small ‘beurgeois clements in the alliance and
checked thc power of the monopoliste. This could explain why in
India the state scctor became a permanent feature, unlike in Pakistan
wvhere as in Japen earlier the state having built up enterprises sold
theiz to privatc monopolists at low prices.

The failure of the state was novhore as glarving as in its
efforts to mobilisc resources for development. Before discussing
-state action however, somc genersl remarks on-the subject may be in
order. The problem of mobilising resources hes two major aspects -
(1) greater cmployment of available but unutilised resources. in
particular labour-time (ii) the mobilisation. for prognctlve investment
of the ecconomic surplus approprlauﬁd'frgm those who are already
employed. The distinction betwcen these two aspects may be seen as
follows: by postulating certsin "norms" =s regards worldng-dey ete.
we can define the endowment of social labour-time. Only'w part of
it utilised &nd the remeining unutilised lsbour, which is sometimcs
called "surplus lebour", exists in thé form of unbmnlouxont end
under-employmcnt, i.e. forced idlcness for part of ‘the vear or o
given job being shared by meny cach of whom "tokos it easy”. 51
Of the utilised labour-time a part goos to replnce ths meens of
procduction used up and to mcet the consumption requirment of the
producers, the vemainder being "surplus labour-time" or simply c
"surplus" in ocur sense thceugh we often look at it in product terms. -2
In any concrete situation of coursc there is a2n e¢lement of
arbitrariness in identifying "unutilised labour" and "surplus" but
this docs not rcducc their usefulness or importance as categories.
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On both counts the potential resources that can be mobilised
for development are substantial. The relative surplus population
end natural population growth have combined to intensify the pressure
on available land to a degrece wherc a large part of the rural labour
potential remeins unutilised. . An estimate for India of unemployment
alone suggests that on average a labourer found employment. on 220 days
every year (i.c. for whole or port of the dey) _while for 60 days -
though willing to work he could find no work. The proportion of
property income to the total, which is a rough index of the share of
surplus, stends cround 30 per cent in India and a similar figure in
other underdeveloped countries. Though the surplus may be smell in
absolute terms, its high share indicates thet @ substantisl proportion
of income could be accumulated and a high growth-rate conld be
generated without adversely affecting the living conditions of the
bulk of the population. Thus the usual argument - "a country is poor
beccause it is poor" -~ that somehow & country's poverty constrains
its growth-rate is completely crroneous. ' The patcntial growth-rate,
which hes 1little to do with absolutc poverty, is high; if the actuel
rate is low it is becausc of the mode of utilisation of thce surplus.
Development e¢ffort thus requires (i) an alteration in thc way the
surplus is uscd and (ii) an incréasc in labour-utilisation.

A precondition for improved lebour utilisetion is a more
cgalitarian distribution of land. "here extreme inequality in

. possession is associated with lack of utilisation of land by rich

owners owing to monopolistic or other reasons as in Latin America,

the need for such distribution is obvious. 54 where no such

unutilised lend exists, redistribution could still lend to greater
application of lebour end intensificd lend-usc, though clearly new

modes of agrarian organisation arec callod for. Unutilised laobour

could be pooled and set to work on smell rural works or irrigation
proiects of common bencfit, possibly on an ex post payments =systen,
provided an edequaste basis for cooperation could be crcated through

o more egalitarisn social structure, i.e. by removing the landlord-
moneylender from his leading position. 54  This required = comprehensive
programme, the two necessary clements of which were tenoncy reform
designed to cleminate rent-exploitation, and land redistribution through
a ceiling on holdings. Such a pro.romme would simulteneously have
curtailed the flow of surplus intc unproductive chennels  Thus
orgenisational changes could hove stimulated cmployment end output
without necessitating large sdditional investment - almost giving the
economy "something for nothing" or for very little.

What cctuelly happened however was very different. Removing
at most thc upper crust of landlords, the statc allowed the rest to
function provided they took & dircct interest in cultivation. This
meent in practice that former tenants cither appcared in the disguise
of "helpers", "partmers" etc. or actually lost their tcnure end worked
as labourers on the same land. On the other hand, land reforms conferrcd
ovmership rights on tenants of former largc landlords on payment of
a certain sum of money, which in effcct could benefit only the rich
pcasants who had noved up and smaller landlords and this class ves
then provided with incentives, technical- informetion end cheap inputs
to usher in e capitalist dcvelopment in agriculturc. Ceilings where
imposed wcre large end usually evoded and often holdings developing
capitalist farming were oxepted, so that little radical land distribution
took pleace.
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Lenin, discussing thc mergence of capitalist agriculture,

hed distinguishcd between two paths - the Americen poin of "peasant

opitalism" end the "landlord cepitalism®™ of Prussisn Junkers. 5
State policy in several underdeveloped countrics - an¢. this includes
a largc spectrum from heavily pcpulated Indis ot onc e¢nd to Iran ot
the other - attempted a curious mixzture of the two, th> exact
proportions ofthc ingredients verying etwcen countriocs: according
to the relative class-strengths in each. 27 But in an’ case (1)
this prometion of capitealism did nothing to improve lebeir-
uiilisation ond indced as we shall sce later, may aggreve-te the
situntior further; (ii) the position of the pborer cless.s, tenrnts
end the lrndless wes not much strengthened - wherce reforms led to
resunption of lrnd, tecnents werc pushed into the cotegory of
lrbourers; (iii) tr-~ditionnl investment outlcts in the foym of
usury ectc., with o view to teking over poor persants' land cortinued
to exist.- '

- As.for the sccond aspect of resource mobilisatien, ie.
reising. the share of productive investment in the economy, offorvs
were made in two directions: (1) to incriasse the shore of surplus
in nnationrl output through o relative shift in distibution in fobour
of th: so-colled "thrifty" classcs nnd/or she stote, (2) to mecure
mainly throvgh various indirect herns on nl.tered mode of utilisation
of surplus. The first kind of efforts werc generally more
successful then the second. In o capitelist econemy governed by the
profit-motive, production depends on dencnd so therc was no question
oS in a socialist cconomy -of curtailing luxyy ccnsuvmption through
the restricted production of these goods; ccasumption decisions
thensclves hnd tc be altercd. And the instruments available to the
statc for this purposc were very limited. Toxes, whon they arc not
cvaded, mey simply Zesult in o tronfer of scwings from the private
‘scctor te thc state. Even those which cxplizitly discriminnte agoinst
consumption ~nd in frbour of savings may still foil to rostrict
consumption. Thus when the pressurc to meirtein the growth of
consumption is strong smong the upper-incorc groups, the state cen
do little to .rostrein it. And therc is evidiencc thet the prewsure
was strong, possibly owing to o combinstion of internntional nnd
internal demonstration effects. Since the siupposcdly "thrifty" clesses
were not so thrifty after ~ll, relative inccac shifts from the poor
to thce rich which took place for cxample when the .stote used teox
revenue raiscd largely through indirect toxes on the poor to
subsidisc privete industrislists in various woys, werc to o lorge
extent squendered on luxury consumption. Of course where the
state itsclf investcd end owned certain induitries the extent of
"squandering" wes less, but the difference wrs only onc of degrec.
In cither case, stepping up of investrment inmjlicd an increnscd
inequelity in income distribution ond yet sovings did not increasec
adequately.

Prkisten, only lately hailed os = nodeld of success, provides
a very clear cmeple of the phenomenon. The development stretegy
ploccd considerable reliance on privete enterprisc ~nd the poorer
classes especidlly in the rural sector were sqicezed in scovercl ways
(¢.g. licensing of scarce forcign cxchange caricd.primarly by
agriculture to the industrial scctor) tc¢ incre sse the surplus in the
hands of urban industrial capitalists. So suc:essful was the
squceze that on cconcmist wrote in 1965, " th. vast najority of the
Peokistani populetion probably have o lower stnydard of living todeay
than when the country ochieved indcpendence". -8 Yet it wes
estinated "that ot least 63 to 85 per cent of the smvings tronsferred
fron agriculturc arc dissipated in higher consunption in urben
arcas." 59
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Savings estinates, thcough notoriously unrcliablc indicate gross
domecstic savings as a proportion of gross nationsl product to have
stabilised around 10% towards the cnd of Sccond Plan ofter an
intiol rise. ©0 Tn Indin as woll despite more direct
intervention, including ownership of industry by the state, the
savings ration after an initial rise levelled off around 10%
during the late 50's ond the 60's. Morcover, within this a slight
fall in the privete sharc was made up by a slight rise of the
stote's contribution, ond this despite an increasc in the income
inequeclities. The narginel savings-ratio, though the cstimates
are susceptible to the choice of base-year, could be no higher 61
thon 13-14%, cnd the figure for Pokisten was not very different.

A part of the difference betwcen marginal and average figures being
due to lags etec., the average is unlikely to have been showing o
trend increase beyend the levels attained., And thesc cases were not
exceptional. In Brazil over ¢ period 1939-1960, the savings ratio
renained virtually stagnent though ot o higher level despite a more
roapid risc in productivity then in wages, i.e. a rclative income -
shift in favour of capitalists. 62 For 12 of thc countrics studied
by Chencry and Strout, the narginal rate cf savings was actually
found to be below the everage ! 63 . Thus while the share of surplus
wns often increcasing its mode of utilisation chenged little ond if
enything o larger share was being diverted to luxury consunption.

Of course the burden of the increcased surplus wes distributed in
different ways in different countries among the poorer classecs,
decpending on the terms of trade betwcen the rural =nd urben scctors,
the relative novenments of noney wages, prices end productivity ete.
but everywhere the grewth of upper cless consurption provented even
this increased burden fron supporting o larger investment programne;
recourse to aid had to be taken. And this leads to a consideratiomw
of the compronise on the external front.

Though & new state tool over certain key sectors from old
foreign capital and, by its very decision to industrialise and breck
away from the old division of labour, asserted its new independence,
it did not sever its links with the metropolis completely. Indeed
in its position it could not. The same factor which lay behind the
alliance with domestic landlords now forced the bourgeoisie to bargain
with the metropolis -~ politically it could buttress its position
against internsl opposition with the help of the metropoliten power.
Besides there were economic reasons. Lacking in technology it hed

to turn cbroad for help and as we saw, to achieve even moderate
industrialisation and growth, it hed to rely on foreigm nid. Of
course these could come from the Soviet Union as well and this geve
the bourgeoisie room for menoeuvre, & certain relative autonomy vis

a vis the metroplis. But Soviet help despite its importance ond
strategic role - examples of which are the building of India's heavy
industry base, the purchase of Cuban sugar after the boycott ~nd more
recently of Peruvian oil after the nationnlisation - was limited.

It could not match the aid requirement ~nd forthe new industrinl pattern
with luxury goods occupying a leading role, its technological
assistance was necesserily limited. Inevitably therefore the relimnce
on metropoliten capitels and states increased.

Greater relicnce itself nced not a2lways lead to greater
‘subordination., Countries of Western Europe and Jopon after all
received aid and/or technology at different times from the United States
but are now in a position to challenge the latter's hegemony. Where
the underdeveloped countries differed from thesc others was that cven
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while tak%gg this aid, they did little to eliminate the future need
for it. The resource gap persisted and some writers even
xggksuggesﬁ et with the availability of aid, the savings-ratio went
-down. Even if this were not so, an unchanged savings-ratio would
imply that the maintenance of the (modest) growth-rate required
the reliance on aid to be continuous and indeed increasing if
amortisation and interest payments are considered, Import
substitution in technology has been negligible. Individual domestic
firms, being generally much smaller compared to foreign collaboraters,
(i) have e wegk bargaining position in drawing up agreements (some
of which prohibit-researchg, (i1) can not spend adequate amounts on
R & D in any case and (iii) often do not even wish to in their desire
- for quick and secure profits. But the state could have taken the
initiative and built up an indigenous technological base possibly
through a dual policy of centralised purchase of technology ( with
subsequent domestic resale) and centralised research. However even
where the state was aware of the problem, since the resource gap
showed itself in an exchange deficit and the problem of raising
exports occupied a central position, it had to sanction the import
and use of up-to-date foreign techniques so ghat the country's
exports could compete in the world market. 5. -

From the donor countries' point of view, the whole system of
aid served two mein objcctives —.fl) to keep the country within the
capitalist orbit by supporting the ruling classes against internal
threat, (2) to assert the hegemony of metropolitan capital over its
national capital. Of course more narrowly economic motives underlay
specific aid agreements - e.g. dumping of surplus produce through
PL480 loans, finding a market for indsutrial goods etc. - and these
may have been more important for the smaller metropolitan countries
like Germany and the U.K., but the prikmary overall objective
"especially guarded by the leading metropolis - the U.S. - was fo
create conditions for the free play of metropolitan capital. %

Prom its very infancy capital has needed the support and protectiom

of o nation state. Aid was a means by which the metropoliton state,
by putting pressures on the underdeveloped state, supported the
operation of its own national capital - be these trade or investmemt -
in the latter's territory. Pressures for example werc directed
against policies of protection or of restriction of foreign cepital.

: Protection in an economy not dominated by metropoliten capital
already, was after 21l protection of domestic capital, hence both
measurcs were aimed at a negation of economic nationalism, And
several underdeveloped countries succumbed to these pressures. No
doubt the subordination was not complete and perhaps never could be;

" the domestic bourgecoisie could once again turn ageinst metropoliten
capital given a suiteble international and internal situation e.g.
when assured of mass support without the fear of being swemped by
mass demands. But given the basic and perpetual need for dependence
on the metropolis, such insubordination could only be temporary.

Thus the relationship between the domestic bourgeoisie and
" metropolitan capitel has not beech a rigid or fixed one. It has
changed: a tendency towards greater subordination has operated along
with periods of reversals. Nevertheless, all thesc ‘oscillations
have taken place around a point which itself involves substantial
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subordlnotlon' c.g. a few nationalisations by a bourg001s state
would stlll leave metropoliten cepital in. domlnunt positions,

In this sense whereas the relationship between capitals of
~developed countries has become symmetric with increasing mutual
penetration, that between capitals of developed and vnderdeveloped
countries.has retained a fundamental asymmetry - all penetration
has been -only one-way - and hence the dominance of one over the
other. This dominance and freedom of operation which was ensured
to foreign capital by the colonial orycomprador state in the past
has now been sanctioned by the new state created by the national
bourgeoisie itself,

To conclude, the internal and external compromises made by
' the bourgeoisie were orgsnically linked. The political motives
for both were similar. Moreover, the inability to raise domestic
resources owing partly to the alliance with landlords, resulted
in the perpetual reliance on aid, hence subordlnatlon, and the
metropolitan state in turn encouraged the alliance with landlords.
"So the two mutually conditioned each other. The fundemental
characteristics of the old state were reproduced to some extent
though at a higher level. -Instead of the comprador - landlord -
foreign capital alliance, we had a new one between the national
bourgeoisie, "progres sﬁve" or capitalistic 1andlords and foreign
capital often of a new kind which as we shall see differed in many
ways from the old.

The Record of Development - The development that took place exhibited
certain specific characterlstlcs. .
(i) Since it was accompenied by a greater squeeze on the masses

to obtain a larger surplus, the demand for industries producing

mass consumption good did not increase very much and indeed
‘substential unutilised capacity often developed in these industries.
On the other hand industries producing certain types of investment
goods and goods for luzury consumption -expanded faster. - These in
any case required less labour per vmit of capital; moreover, since
they used foreign technology without sny adaption to local conditions
industrial employment increased at a very slow pace. An estimate
.for India has put the amount of fixed investment reaulred per
worker for “industry as a whole i,e. including small scale industry
at 20, 008 rupees which is higher than the correspondlng Japanese
figure, Of course in some ways India and Pakistan were
exceptions;69 nevertheless the general point holds: the effect of
the investment programme on the proportion of work force employed

in industry was very small, 70 and indeed this was one reason for
the stagnation of markets for mass ‘consumption gcods. Thus

. development took on a "top-heavy" appearance with little impact

on the rest of the economy in the form of better living conditions
or substantially increased employment opportunities. 4nd this
"top-heaviness" was the physical counterpart to the strategy of
financing investment by increcasing the share of surplus which as

we saw carlier was commonly followed., Consequently, despite the
industrialization effort, the pressure of population on land ané

the basic poverty remalned unaltered, e.g. the proportlon of Ipdien
population below the poverty line (defined to correspond to a food
inteke ensuring 2250 calorles per head per day) is estimated to have
remained constent at 415 between 1960-61 and 1967-8,
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(ii) Similarly the disposal of surplus as between luxury consumption
and investment had its physical counterpart in the disparate growth
of these industries end its effect was felt on the balance of
payments. The resource gap which began to be fet when the development
effort started manifested itself in a foreign exchange scarcity

and in response to this, severe quantitative restrictions etc.

were imposed on the import of inessential i.e. luxury goods., If

the total availability of these could have been strictly checked,
i.e. the financial savings-ratio kept up, the investment programme
would have been viable, but as we know such was not the case.

Behind the import barriers, domestic industries bagan producing
these goods with the help of imported& capital equipment and semi-
finished inputs. This type of industrislisation thus merely
transferred o few activities from abroad to home while depending

on imports for "earlier-stage" activities. This import demand
combined with that arising from the investment programme raised

the import-bill substantially while simultaneously the same pressure
of domestic demand prevented exports from increasing sufficiently.
There were of course exogenous limits to the growth of exports -
sluggish world demand for prihmary goods, high tariffs of .developed
countries etc. -~ but in many cases home absorption prevented egports
from rising to the extent possible even within these limits. !

The consequence was a chronic balance of payments problem to which
of course (as we shall see 11ter) operations of foreign-capital
contributed.

This problem which was temporarily solved through aid reflected
the fact that the surplus available for investment fell short of
investment requirements, and not merely ag_some economists have
argued, "inefficient" industrialisation. 73 The distinction is
crucial: a move in the direction of autarchay may be "inefficient"
,(though in a dynamic context where time plays. a crucial role, e.g.

through external economnies ond the existence of uncertainties ete.
the eriteria for "efficiency" ore cxcecdingly difficult to specifys
but it nced not be unviable, i.e. lead to heavily import-dependent
import substitution, provided aveilable resources are nobilised to
build up adequately the strategic industrial base. The trouble with
underdeveloped countries especially the large ones with potentially
lerge internel markets was not so much that they went in for import
substltutlen but that they achieved so little import-substition
- in depth. In other words there was » wrong kind of inmport
substition. The scarce exchange earnings were used not to build

up strategic sectors but were frittered away in erecting a large
complex of luxury goods industries. And this was inevitable given
the inability of the state to pobilise resources by restricting
this type of consumption. So the roots of the problem lay deeper
and not just in the choice of strategies - import substitution
versus export promotion - even if one could argue that this choice
wes erroneous which is doubtful in meony cases.

(iii) Sirultanecously this very inebility to mobilise resources
left the econony without any cushion agsinst contingencies. If
aid was slightly delayed and certain importent projects were held
up, exchange could not be diverted from low-priority secbrs to make
good the resultent shortages and this often created a serious
bottleneck affecting a large area, Similarly if there was a crop
failure and imriediate aid was not forthcoming, this spelled a
serious disaster since the governrment often could not introduce
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conpulsory procurcment and cationing. The contrest between China
and India is illunminating: successive dreught years in China after
the. Great Leap did not lead to any famines or starvation while in
India despitc large aid drought in mid-sixties caused & fanine in
Bihar. 1° Thus the sanc factors which led to em overall scarcity
of resources also implied thet individual stresses and strains

in the cconony when they arosc could not be dealt with. These
caused thercfore serious additionel imbalances holding up the
tempo of developnent. This type of "disproportionality crisis"
which arises in any capitalist cconomy owing to the anarchy of
production took on in the underdevelopcd countries a new significance.
Given the nature of their economies - predominance of egriculture,
rigid reliance on aid cte. - it was both nore frequent and more
danaging. :

To sumnarise: the developnent which took place was top-heavy,
continuously dependent on aid and oftén jerky and uneven. Morecover
it failed to have much inpact on the basic socinl problens of poverty
and unenploynent,

It was natural that the policies behind such performance
should be under cttack. The alternative course suggested by the
hetropolitan countries and agencies like the World Bank involved
a change in policy in at least three directions: (l) a liberalisation
of trade combined with cxchange rate adjustrents to promote exports
(2) & greater emphasis on agriculture and (3) greater efforts to
drew privete foreign capitel. This package of inter-related policics
had been advocated by netropoliten agenecies all slong but only
rccently did several countrics begin to accopt it and its
implications are beconing clearer.

The New Coursc = (i) A more liberal trade policy with a de facto
or d¢e jure devaluation has of course stimulated cxports in nany of
these countries but simultancously imports have often gone up even
nore. Indeed this worsening of balance of payments scens fairly
connion anong countries opting for "liberal" trade, though it is
concealed by the greater foreiga capital and aid inflow which
acconpanies such "liberalisation". In Theilond after the 1955
devaluation end unificotion of exchange rates, the trade deficit
incrcesed, the total deficits over 1955~64 smounting to U.S g648m.
Nevertheless therc was an overall surplus in balance of payrents
except in 1958, moke possible through aid and loans fron the Yorld
Bank and the U,S. Sinmilarly Pakistan's import liberalisation
substantially widencd the trade deficit. The deficit on commodity
trade rose from 620 n rupees in 1959~60 t0:3000 m in 1964-65 and
simultaneously foreign oid which totalled around # 1.6 billion over
*1951-60 increcsed after 1960, total flow over 60~64 being 3 billiom,
For the Philippines, it is even doubtful if trade liberalisation
stinulated exports at all.

This is hardly surprising. W%hcre exports ere linited by
sluggish world demand, chaonges in trade policy would of course be
of 1little help. Vherc the linits to exports arise from an
excessively high domestic capacity to absorb, nere exchange rate
ad justnent which affects this problen through only indirect ond
tenuous channcls would s~gain be of little consequence. If it heas
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stinulated exports significently it is because the sirultancous in
inport liberalisation has generelly nade nmore goods available
directly and also-by pernitting better capacity utilisation where
exchange scarcity had acted as a cottlonock By the same token,
however, o part of the imports have directly or indirectly. gone
into satlsfylng residual pent-up denend at home. Sinilarly,
enother part of. the iriports hes purely rcplnced the donestic
productlon of substitutes, thus bclng tot<lly unnccessary fron
the country's p01nt of view. :

Therefore this entire process of trade liberanlisotion hes
usually left the country even nmorc indebted, retarded thc growth
of import substitute industrics and yet left the nain problen of
how to achieve self-rcliant growth completely untouchcd, The
Indien casc superficially appcers different as the balsnce of
paynents situation hes inproved considerably since the devsluntion

of 1966. But this is largely beccusc during this period there
has been ~ scrious recession in the cconony reducing hone denend
henee the denand for inports and encouraging & certain snount of
forced exports. Thus cven there the conflict between nointeining
certain desircd rates of growth and balance of payrents stability
has remained largely unresolved.,

Of course fron tho point of view of uctropolltqn esgencies,
 this conflict is neaningless. Growth should bc left to the operation
of private including foreign ceapital. instend of being artificially
neintained by the governrent. The governirent should concentrate on
investing in overheads, providing adequate incentives for private
capital and devoting greater energics to the promotion of agriculture,
control of population ctc. Thus the common thene underlying both

the stabilisation policies of the I.M.F. 78 ona the new course
proposcd by the Yorld Bank, AID ctc. is thc ocrphasis on greater:
reliance on tho free pley of capitel, fron which it follcows that the
cconorny should be exposced to the "winds of internationel competition™
rnd the framework of cccnonic nationalisrm which hot-house fashion
had cncouraged industrislisation shcould be dismentled. Free .play of
capital ilplies in offect the donmination of forcign capital to which
doniestic ceopitel if unaided by the state can ncver stond up. Let

us sec to what cxtent this new course can solve thc socinl problcns
of poverty and uncnploynent o

(i1) & grecter cmphasis on agricultire is highly dcsirable .
provided goppropricte institutional chonges have nlrecady been nade.
In nony underdeveloped countries however, this enphesis hns inplied
the profiotion of investnent and tcechnical progress. - e.g. the
_ introduction of high-yiclding varieties of seced, within the.
‘devcloping capitelist relations. This in turn has accclerated the
process of capitalist developrment in. agriculture.. Vhatever its
effecect on output ete. this developnent is likely to accentuate
the problen of poverty for the najority of the rural population.
Let us look for exrrple at the Indian case. (2) The bulk of
the persentry is beconing relatively snd in sonc cascs cbsolutely
worse off. The new tcchnology ushercd in by the "grccn revolution”
requirecs & certain nininun 1nvostuont which is usuclly beyond their
neans. Morecver. the increased: prof;t"billty of agriculturc is
reflected in an increese in land velues hence lend rents so that
snall peasants cultivating on lecased-in lond while not getting ony



benefits from the new technglogy have still got to pay higher
rents as o result of it. (9 Besides where the higher
profitability induces the landlords to undertske direct
cultivation they reswie land by evicting the tenants. Both
these processes which according to cbservers ere tcoking place
in rural India, accelerate the pauperisation of snall tenants.
Together with population growth this would raise the proportion

of wage labourcrs to rurcl work-force which is whoat in.fact scers

to be heppening. A comparison of 1961 and 1971 census data

suggests that the proportion of cgricultural labourcrs to the total
rural work fcrce has i greased in several states and naticnally
alnost by 10 per cent. 0 (b) Sirmltencously this spreading
capitalisn hos serious inplications for labour utilisation. In

the beinning the adoption of new technology by noking possible

double or triplc cropping incrcosced the demend for labour. However,
it has been shown that the introduction of certain typcs of nachinery
— punmpscts, threshers,ond tractors - would eventuzlly push the

denand down to cven below the original level. 81 These nochines

ond others like conbine harvesters which are cven nore labour-
saving arc being increcsingly useced ond the turn down in leobour

denand hes alrcady appeared in certein aress, e.g. in the
Punjah and Horyena states wherc labour-denend is cxpected

according to one cstimate to have dropped by 11% in 1968-69, 82

Farn niechenisation in o situation of unutitised lebour
nay appear parsdoxiceal but is wholly rational for the capitalist
farner. Owing to the scasonal nature of sgricultural operations,
despite the existence of unutilised labour throughout the lerge
part of the year, a certain Yightness ariscs in the lcbour narket
during thc peak.scason. Since the very multiplicity of cropping
inposes a strict tine-schedule for agricultural operations, this
tightness is intolerable .for the capitclist farmer. He is uncertain
whether he can get an adequate anount of labour at the right tine
and if he does not - i.c. if he gets 90 lsbourers instead of 100 -
the loss nay be substantisl. So he introduces nechinery which
however replace not only the 10 absent labourers, but the other
90 as well. Moreover, he hires the nachinery out to neighbouring
cepitalist farners who cven while not facing shortages nay prefer
to use these. Tf the rural econony was organised nlong collectivist
lines, labour utilisatiocn 'in peak seosons could be planned e.g.
transfers from the cther secters arrenged fto nect gaps cte But
within the capitnlist node where the profit-notive donminntes, if
troctors guarantee prefits, they are used irrcspective of their
impact on labour utilisation.

The net cffect on labour utilisation of coursc depends on
a nunber of factors c.g. rate of growth of output, rate of growth
of output, rate of speed of machinery etc. but ve can safely say
that the problem far from nearing solution will grow more_acutely,
if no other reason at least owing to population growth.

(ii1) Will foreign capital-led industrial growth provide a
solution? Indeed,. to what extent would opening the door even
wider for foreign capital help industrial growth? The growth of
foreign capital in underdeveloped countries in recent years has
been very rapid, and this has been a new kind of foreign capital.



28,

The value of U.S. direct investments in Latin America. which had
declined from #3.5 billion in 1929 to 2.7 billion in 1943 has risen
at an average annual rate of 7.3% during 1943-50, 6.9% during
1950-60 and 4.6% during 1960-67. 8%  Morcover within this growth
there has ‘been a relative shift away from traditional lines -
public utilities end agricultural exports ~ towards petroleum and
manufacturing. The share of these two activities in the increment
of ‘the stock of U.S. investments in Latin America during 1950~60
was 42.1 and 21.3% respectively and during 1960-67, 6.4 and 64.8%.85
Similarly in India after the collapse of the old empire, the old
foreign capital much of which was in the form of branch investments
in finance, utilities, tea and jute -has been on the decline. The
nationalisation of the Imperial Bank of India removed it from a
dominant position. A number of agency houses chenged hands and

- Indian big business took on several foreign enterprises in tea,

" jute and trading. Even in those agencies which continued growth
has been limited. However a new kind of foreign capital has been
coming in since then.__Petroleum and manufacturing have been again
‘the favourite ficlds 87 and the form of investment has been through
subsidiaries or join ventures where foreign capital has minority
holdings but a dominent position through the control over technology.

Taking the old and new together, foreign capital holds a

. substantial and often a strategic position in the underdeveloped
economies. An estimate puts the book value of U.S. dircet
investment in Latin American and Caribbean region at $12,989m. in
1968. The same year U.S. subsidiaries in Latin America exported
#4,500m. or 35% of all Latin Americen exports and the share in
manufactured goods alonec was 41%. Of course in case of specific
countries ~ Venezuecla (oil)h Chile (cogger), Honduras (banonas) -
the share in exports was 75% or more. In India, .the sales, of
branches of foreign companies and "foreign controlled rupee
companies" - a term used by the Reserve Bank to cover subsidiaries
.eand certain minority ventures - as a proportion of those for all
public ond private limited companies stood at 29.7 per cent in
1967-68. An estimete which includes a wider range of minority
ventures - those indirectlg*controlled through technology etc. -
plits the figure ot 46.8% 89 m specific brenches of menufacturing
~ chemicals, rubber, eclectricals etec. -~ which indidentally are the
fastest growing and the most profitable arcas, the share of
foreign companies is substantially higher. 9%0:

VWhile this rapid growth has taken place, there has n~ctually
been .an outflow of surplus from these countries. Over the period
1950-65 the net outflow of surplus from Latin America on agcount
of private foreign capitel hes amounted to #7.5 billion. 91 The
net outflow from India between 1956-61 was 672m. rupees, which has
increased much since then. 92 Moreover, these official figures
grossly understate the actual figures involved since excessive
cherges for materials and spares, payments for unnccessary goods ,
and services ectc. are not included. To give on example:. internationeal
0il compenies which refine in India crude oil imported from the
Gulf area fix crude prices. The prices were exorbitantly high so
the Soviet Union offered to scll crude on barter terms to India.

The Companies refused to handlc it and it has been estimated that
Russian crude would have saved India $£140n. of foreign exchange
annually, gbout 10% of thc total annudl export receipts in the
fifties. Thus the actual outflow even if smnll compared to

the national income, is usueslly o large part of the mobilised surplus
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and also exchangé receipts.

This of course haes been a general phenomenon. - Yhenever
metropolitan capital has operated elsewhere, it has tended to drain
away the surplus it acquires back to its own base - the metropolis.
- During 1950-1961 when American capital was unquestionably leading
the world, American corporations took #9500 m. more as income than
they sent out as caplgil, while at the same time expandlng foreign
holding by $22 900m. When Britain was the leadlng metropolis,
between.1870 and 1914, her net export of capital amounted to £2400m.
‘while the income received was £4100m. When capitals besed on
different metropolitan countries opérate within each other's
territories some of these flows if they occur canceel each other out.
But when they operate within underdeveloped countries, all the
flow of surplus is eventually only one-wey.

Thus the outflow of surplus is only a portlcular manifestation
of a more general conflict - that between the metropolis~based
international capital and the underdeveloped nation state., The other

ways in which this conflict manifests itself are - excess capital
imports, restrictions on exports, restrictions.on rescarch ctc.

This particular manifestation - i.e. surplus outflow - arises because
of the tendency towards geographical concentration of capital we
discussed in section 2 above which give metropoliten capital only a
limited interest in the pcripheral countries, its real theatre of
action being the metropolitan area gencrally and its own metropolis

in particular. This general conflict and the fact that foreign capital
has the support of a powerful foreign state in case of a show-down
make it fundamentally different from domestic capital. It must be
judged on different and more restrictive grounds and indecd whencver
possible the domestic state has judged it so. Vhen it reises e large
part of its funds within the underdcveloped country, or seeks to
preserve its technological monopoly, it is doing what is normal for
any capital end rational from its péint of view, and yet this raiscs
the cost to the domestic economy. This conflict must also be borne

in mind in assessing the prospects of foreign capital-generated growth.

Clearly a distinction between mineral investments and
menufacturing 1nvestments must be made here. The location of the
first type of investment clearly depends on geographlcnl factors
of availability of minerals. Hence 2 mere "openlng of doors" may
not lead to much inflow of for01gn capital in all cases. .Morcover
‘even when foreign capitzl does come in to dcvelop the minerals, the
linkage effects of such development on thic rest of the economy are
usually very weak. Most of ‘the chhlncry and materials for current
operation come from the metropolis. Of course part of the procceds
go for the remunecration of lsbour but this is usually smnll since
the tochnlqucs employed are highly capltgl—lntcnglve Even o part
of this in ony case accrues to foreign personnel, who fill

anegerial, semi-managerial ond skilled positions and who either
send hom their’'salaries or consume imported goods. Lcczl currency
expenditures gcnerutcd by such investments rarely exceed 15-20% of
the value of total product, a figurc not likely to be sltered nuch

- cven if we tele into account the tozes paid locally,
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Thus the foreign sector is usually =z little islend in the
domestic economy, strongly limked to the metropolis benefitting ot
nmost o small part of the loceal population with no effccts on the
rest. Besides since particular mineral deposits do get exhausted,
at the end of it foreign capital leaves and the country is almost
"back to square onc'" with one importent difference - part of its
nineral resources hove been depleted., I 1t is of ten argucd that
but for foreign capital, these resources would not have been
developed enyway. But (i) even if this was true, the above arguncnt
suggests that development of this kind has little impsct on the
donestic cconony, (11) morcover this is irrclevant since the very
introduction of forcign capital perpetually nainteins the country's
dependence on it r~nd Jjustifies its own cxistence owing to its
perpetual control over technology end markets.

Investment in manufacturing is governcd by rather differcnt
considerations. The substantial growth of manufeocturing investnent
has been a result of two sets of factors -~ (i) the enormous
centralisation of capitel that has taken place in rccent years,
leading to the cmergence of giant corporationg which usuzlly is a
precondition for their going multi-national, 98 (ii) the political
and econonmic changes following the bresk-up of cnpires. In = sense
of course the break-~up of empires was o rcflection of these changes
which had begun carlicer but which gathered nomentun subscequently.
Along with empires, cXclusive preserves were broken up allowing for
greater competition between metropoliten capitals and also betwcen
these and the donestic national capitals which were sheltered
behind protective walls. Simultoneously the operations of the
underdeveloped states expanded their domestic markets. To jump
tariffs and participate in this naorket, metropolitan capital
. established cnterpriscs -~ subsidiaries or joint ventures - in these

countries where previously the narkets were sugglied through trnde
fron production carried on in the metropolis. In the
collaboration agrecments between the parent company and the local
"off-shoot" there were often explicit clauses restricting exports to
the parent country and such other countries where other "off-shoot™
companies operated. Exports were usually cllowed t¢ 8 few neigh-
bouring countrics or to virgin territory clswhere. 10

This investment thus being predicated upon an expension of the
- local nmarket to which it responds, camnot be expected to initiate
such an expansion itself. Thus growth nust be gencrated by other
factors to attract forcign capital; foreign-capital-generated growth
is o rather renote possibility. Morecover even growth gencroted by
other factors runs into difficulties owing to its operation. ¥ith
growth the import-bill increcases ond foreign compenies with their
surplus capital outflow and excessive capital imports ctc.
contribute to the inflated import-bill. Simultaoneously, hewever,
exports are restricted from the nost dynanic scctors where foreign
companies usually operate. Ccnsequently the balance of paynments
problen is cxacerbated. But any slowing down of growth s a result
of it nmekes things even worsc: foreign capital loses intcrest in the
country in question and surplus outflow increases.  The whole problen
can possibly be checked and balance of paynents strengthcned by
drawing cven nore foreign capital through greater concessions and
guarantees etc. but this increasses the potential threat to the
ecconorty. Thus to rcly on foreign capital to generate grarth is

both uncertain ond would presunably require ever increasing guarantecs
cnd cencessions.
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Finally, therc is 2 third type of foreign capital infl ow whose
potentials for generating growth arc prima facie greater. This is
capital dravn to underdeveloped countries fer locational reasons
(the existence of cheap labOur.etc.) to neet not local but international
denand. Typically os we saw in sections 2 and 3, such investnents
have been historieally limited since capital has usually tended
to gravitate towards the nmetropolis. It is argued that this pattern
noy be changing. Though several of the exonples cited - Hong Kong
being onec - are rather spccial cases hence not very convincing
gencrally, some chenge nay be indeed toking place c.g. Mitsubishi
have shown on interest in setting up plents in Indis to neet World
demand. 101 Nevertheless the scope for such development seems linited:
(i) even if such plants are set up in urban centres, the technology
cnployed may still have to be fairly cepital-intensive to compete
internationzlly in on effective menner, in which case these centres
will alsc becone little islends much the way that mineral contres
have been. 102 Even within these norcover, the wages of local
labour cannot be very high - or even as high os in nineral centres -
since that would negate the justification for foreign capital's
presence there in any case. (ii) If the rest of the economy is not
affected, political disturbances snd revoluticnoery vnrest are bound
to increase. These cr even the fear of these are likely to keep
foreign investrment of this kind limited. This ney be the tragedy
of metropoliton capitel. Having shunned these countries throughout
the lost hundred years, it has created o situation so explosive that
cven if it wishes to enter these countrics now, it dare not. The
" pnasses are increcsingly deonoanding nmore radical chenge.

Prospocts for Development: Sumnary and Conclusions - Let us pull
together the threads of the argument. The capitelist mode of
production was set upon its feet through o process of primary
accunulation which by exprepricting petty-producers sinultaneously
achicved two objectives: (i) Two groups were created - those few

in whosc hends the meens of production and subsistence were
accurulated ond the large ness of producers who now had nothing to
sell but their labour-power, and (ii) a market was provided for

the products of thce new node within which these two groups "canc

face to face and into contact". Once on its fecet, though capitalist
production relied to a greater extent on internal appropriation of
surplus value for accurmlation and production for the internal narket,
prinery accunulation in one sense continued side by side: petty
producers were expropriated continuously. Indeed snaller capitalists
begen to be expropriated as well, leading to a. centralisation of
copital. VWhilc prinary accunulation destroyed the pre-capitalist nodes
in the colonics and sceni-colonies, the development of capitalism which
resulted was geogrophically unevenly distributed owing to thé
existence of "externsl ccononmies" in the broad sensc, i.e. the foct
that capital where it tokes roct draws capital to it. Thus
developnent a2t one pole - the netropolis - was accomponied by under-
development at znother - the periphery - the latter characterised

by integration into world trade os primary producers, snd by the
existence of a "relotive surplus pepuletion" which had tc survive

as best it could. This cntire process of development-underdeveloprnent
at on international leovel tock place through the nedium of 2 colomial
or conprador mtate. The slow evolution of the present institutions
and the population growth did not precede this "developnent of
underdevelopnent” but followed in the woke of it,
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. This pattern was challenged by liberation noverents in
~ "peripheral" countries, in nany of which ‘the national bourgcoisie
. energed as the doninant force. 'In its efferts to start an. indigencus
capitalist developneént this bourgecoisic faced certein unique problens -
(ig it had no colonies left to acquire (ii) sinultoncously having
been colonised it inherited a far poorer country and populatiocn
growth was constantly noking natters worse, (iii) it arrived also
at a tinc when the werld ceopitalist systen was being politically
challenged, so that it was afraid of pressure fromn below and
(iv) finally with all this, its own failings nade it dncapable for
the task. Having grown up in the shadow of the metropolis it
tried to emulate its netropolitan counterpart in several woys, not
least in the pattern of consunption.

Its problens werc such as to rcquire bold nand unorthodox
neasurcs, It could for example heve used the vest noss of unutilised
labour for capital formation if it could cverhaul the rural institutions
but its political instict was to ally itself with the lendlords and
after sone patchy land reforns settle dcwn to the business cf prenoting
a sort cf rural capitelism fronm above. Since the surplus veluc
generated within the tiny cepitnlist scctor wos inadeguote, prinory
accurmulation had to supplencent it and tock the forr! of drastic squeeze
on thc consunption of the masses, c.g. the poor pcascntry end the
landless labourcrs. In addition wherce the resulting developnent was
concentrated in a certain rcgion, the¢ old metropolis-periphery
relationship was reproduced within the country.

However with the rising consunption of thc bourgcoisic and the
landlcrds cven this prinary accunulation was insufficicnt eand capital
had to be borrowed fron the netropolitan centres. In eny case for
'political reascns the beurgeoisie had to re-ally itself with the
netropolitan bourgeoisice soon after independence thrugh at a higher
level. Besides the continued dependence on borrowing sapped the
foundatiocns of the bourgecisie's programme ~f independent naticnal
developnent. It was under pressure to dismantle the.syster of restricticns
on trede and foreign capital which had developed since independence
ond in scveral cases succuntbed to the pressure at lecast partiolly.

4 . But such & nore "liberal" eccnonic regine is no nore likely

to bring all-round developncnt than the carlier restrictive cne. The
new regine represents o tendency towards:the re-establishment in o
nore complex fornm of the nincteenth century pattern of free trade and
free copital movements which was respcnsible for generating under-
- developrment in the first place., Indecd the so=called "liberalisation”
'is o part of the process of centralisation of -capital.at.an
international level - the swellowing of snall capitels growing bchind
tariff-barriers and cother restrictions by the large dnes. This
"Iiberalisaticn" will once cgein leave the gréwth of underdeveloped
countries tc the vegaries of international capital. - At best, cven
cssuning that this capital is in fact noving gecgraphically out of
the netropelis, it would nake a seguent of the undexrdeveloped country
a lateral cxtensicn of the netropolis. Theé technclogy apart fron
ninor nmodifications would roughly be the samc-os in the metropolis
Hence even sustained growth in this segnent would lenve the problens
of labour utilisation and poverty untouched, prcblems which are
beconing nore serious because not only the population growth but also



the labour displacenent consequent upon the growth of rural
capitalisi. ‘

Hcnece the current debnte snong seadenic ccononists about
the pros and cons of "liberzlisation" centres around .the reclative
roles of national and netropclitan capitel. The rcel guestion
however is the coxtent to which capitalisn itself is ndequote. We
have .argued that crpitrlist growth in either form will have little
inpact on the social problems frcing underdeveloped ccuntries.

The set of institutions required fcr solving these problens con be
created only under o different node. '
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K. Marx, Capital, Vol.l. Part VIII (All references are to the
Lawrence & Wishart edition).

Though as we shall see "primary" accumulation e.g. expropriation
of pre-cagpitalist producers, proceeds side by side.

K. Marx, loc.cit,

This phrase -~ "relative surplus population" - is Marx's. For
& disoussion of its meaning, forms and indeed for much of the

-argument in this part of the text, see K. Marx, Capital, Vol. 1,
" chapter on thc Gencral Law of Cﬁpltallst Accumulgtlon.

R.M. Solow, "L ¢éntribution to the Theory. of Econonic Growth,
Quarterly Journal of Econonmics, 1956. ,

In a different context, this was argued by M. Kalecki, "Sone
Observations on the Theory of Economic Growth", Zconomic Journal 1961,

J.A. Schumpeter, Theory of Economic Development, New York 1961;
L.L. Pasinetti, "A New Model of Economic Growth", Econometric
Lpproach to Planning. Pontifical Acadeny of Sciences.

Baran & Sweezy's discussion of the effects of market-structure

on investment in new inventions, holds mutatis mutondis for the

effocts of narket conditions, P.L. Baran, P.M. Sweezy, Monopoly
Capital (MR press) 1966.

The 1ntroduction of automobiles, if we follow Baran & Sweezy, is
such an exanple of a major 1nnovation

A fallacy of much Marxist thlnking is to argue that export of

capital alouc is relevant in this context. I hove argued against
this iw on unpublished paper, "External Markets and Capitalist
Developnent", for the historical importance of extcrnal rarkets
for goods in stinulating rccovory, sce E,J. Hobsvam, Industry
and Empire, London 1968,

This immobility mey be supplenented by other factors - e.g. trade
union action in the cepitalist resgion prohibiting imsigration, the
costs of acquiring certain skills which nay . be. necessary for mobility

ete.

This has certain implications for regional inequalities. Near the
capitalist centre, adjoining regions will first be hit and then absorbed
i.e. within that area initial divergence between regions is followed by
some sort of convergence. But simultaoncously the divergence between
'regions is followed by sone sort of convergence, But simulatancously

- .the divergence between that area and the rest increases. VYhere of

coursé the boundary of that area is drawn depends on several factors.
Many writers noticing this divergence - convergence between regions
have postulatéd it as a general rule under capitalism. That however
is only a small part of thc picture. Far nmore importent is the huge
and grOWing divergenco between that area and the rest, & result of the
SEme process. : '
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E. Mandel, Marxist Economic Theory, Vol. II Ch.lj, p.444.
Quocted in P.A. Earan, op. cit, p.145. |
Mendel, loc. cit.
Quoted in Mandel, loc. cit.

For o discussion of "unequal exchange!, E. Mondel, New Left Review,25.

For o discussion of itoms of drain from colonial Indis and o review of
the entire debate on the question, sce Bipan Chandra, The Rise and
Growth of Econonic Nationalism in India, Delhi.

H.R. Ghcshal, "Industrizl Production in Bengol in the early Nineteenth
Century" in B.N. Ganguli ed. Readings in Indian Economic History.

Bipan Chandra, "A reintcrpretation of Nineteenth Century Indian
Econonic History?" in Ind. Econ. & Soc. Hist. Rev. 1968.

Doniel & Llice Thorner, Land and Lgbour in India, London, 1962.
Ch. 5.

C. Furtado, Econonic Develcopnent of Latin America, Ch.4.

For a discussion of its politicel effects, see D. Dorou1tz, Fron
Yalta to Vietnan :

India's industrialisation is discussed in A.K. Bogehi, Private
Investrent in India, 1900-1940, Cambrldge Forthcoming. For Latin

America, C. Furtado, op.cit.

Furtado, op.cit. Ch. 10.

furtadogop. cit., Ch. 11; Bagchi, op.cit., Ch.7.
Furtedo, loc. cit., p. 91.

F. Lehnan, "Supply of Locomotives - A case-study of Econonic Imperialisn".
Indian Econcomic _and Sociasl Hist. Rev. October 1965.

A distinction must be made between two different situations i) where
the statc acts within a capitalist set up ond ii) where there is no
such set up involving domestic bourgeoisie at ony rote and the state
is alnost as it were the capitalist. Both these have been referred
to as State Capitalisn, which is a source of confusion. The second
case arises where in the past no articulate class-structure has
energed -~ in particular thc development of the bourgecoisie hos been
linited. It can be argucd here that the bureaucracy constitutes a
sort of proto-bourgecoisie and that this case develops over tine into
the first case, cespeciclly since it is integrated into the ipperielist
systenn. For a discussion in the context of !frica, reference nay be
made to T. Szentes, Political Economy of Underdeveloprient. In our
discussicn below we look mainly et the. first case - what has been
called State Monopoly Capitalisi: -~ though ruoh of what is said has
rclevance for the second case as well.

For =n interesting discussion of Africe, see Basil Davidscn,
"The [frican Prospect" in Scciaglist Register 1970.




47, According to Bettelhein's estinate, "non-industrial wage-carners"
i.e. civil servents end professional groups accounted for 20 per cent
of the non-agricultural working force in Indin in 1950-51 while the
industrial working class was 12 per cent. "Smell enployers" aond
"independent workers" (doctors, lawyers, cte.) forned about 5.3 per
cent while the rest - almost 60 pér cent - consisted of the sub-
proletarist (i.e. with virtually no ncans of production but not
belonging to the wage carning class) and snall shopkeepers and
craftsmen etc. See C. Bettelhein, Indis Indeendent, London 1968,
Ch.V. o

48, Nuncrically thc poor peasants ond the landless labourers together
forned the nost significant part of the population. In Brazil,
non-owning cultivators formed 62 per cent of thc agricultural work-
force in 1950 and if we include petty-owners we have a total of
81 per ccent. Betweentthem they owned only 3 per cent of the land.
See A.G. Frank, Copitalisn ond Underdevelopnient in Leotin fnerica
(1971 paperback edition). For India and Pakiston in 1931, it has
been cstimated that those with little or no rights to land forned
over 10 per cent of the total agricultural working population and
petty proprietors another 9 per cent. Landless labourers were
37.8 per cent and tenants-at-will and share-croppers 24.3 per cent.
Sce S.J. Patel, Esscys in Beononic Transition, London 1963, Ch.l.

In pre-revolutionary China approxinately a half of the peasants night
have owned their farms, but the distribution wes extrenely unceven with
e large part of thc population concentrated on dwarf-holdings. Sce
R,H. Tawncy, Lend end Lobour in China, London 1932, Ch.,2.

49, The strength of this challenge itself was a reflection of several
factors - (i) the general looscning of hetropoliten tics .after the
Depression end (i) the weckening of older netropolitan powers like
Britain and the rise to proninence of the U.S.

50. The October Revolution under the Bolsheviks hod to sirmltoneously
carry out a dual revolution - a bourgeois revolution in the countryside
which sought to ebolish bourgeois property. See Isnac Deutscher,

The Unfinished Revolution, Londen 1967. Ch.2.

51. In the literature Ysurplus labour" is often defined in o different way:
It is said to exist if the withdrawol of labour through the nmarket
lcaves output unaltered. For an elegant discussion, sce /.K. Sen,
"Peasents ond Dualisn", Journal of Political Econony, 1966 This is
a "behaviouristic" definition which unlike our definition does not
transcend the existing institutional setting.

52. This definiticn is slightly different fron that used by Baran for his
"potential eccononic surplus" c.g. he excludes essenticl consunption
of copitalists cnd landlords. Sce Political -Econony of Growth.

53. Govt. of India, fgricultursl Labour Engquiry 1956. Underemployment
is very difficult to estimate, yet on attempt has been made by
S. Mehra, "Surplus Labour in India", Indion Economic Review 1966,

54. On lond utilisation in Latin tmerice, see Frenk op.cit.

55. On the Indian Government's efforts to orgenise rural works programmes
"~ etc. under the Community Development scheme, see C. Bettelheim op.cit.

56. V.I. Lenin, The Agrarion Progromme of Social Démocraéy. .Collected
Works, Vol. 13. ’ .
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For Indie, G. Kotovsky, Agrarian Reforms in India, Delhi 1967,

D. & A, Thorner, Lend and Lobour in India end D. Thorner "Capitalist
Agriculture in Indio" (Paper recd at Conference on S. Asia,
Cembridge 1968; See also S.C. Gupta, "New Trends of Growth",
Seminar (Delhi) 38 and Utsa Patnaik, "Development of Copitelist
Farming in India" (mimeo). For Pﬁhlstnn, Hamza flavi, "Chenges in
the fgraorien Structure in Pakiston" (mirieo), and K.N. Raj, Indio
Pakiston & China, Delhi 1967. For Iren, F., Khemsi, "Lend Reforms
in Iren", Monthly Review 1969—70

K.B. Grlffln "Flnan01ng Development Plans in Pekistan", Peakistan
Development Review 1965, p.606.

Griffin, op.cit. p. 613.

.S.R.'Lewis, Pakistan: Industrialisation and Trade Policies.

For. = discussion of India's savings performance, K. m Raj, "Some
Issues Concerning Investment ond Savings in the Indion Economy", and
A.K. Bagchi, "Long-term Constreints on India's Industrinl Growth

- 1951-68", in E...G. Robinson and M, Kidron ed. Economic Development

in South Lsia, London, 1970,

N.H. Lef, "Marginal Savings Rate in the Development Process: the
Experience of Brazil", Economic Journsl, ‘September 1968.

Quoted in K.B. Griffin, "Foreign Capital, Domestic Seavings and
Econonic Development", Bulletin of Oxford University Institute of
Economics and Statistics, May 1970. In some other cases e.g.

‘Turkey the increcse in savings- ratio shown by eonanlysts could well

be illusory, o result of the statisticel ussumptlons, .¢cf. Lef.op.cit.

On the rel;tlonshlp among metr0p011tnn stotes and ccpltnls,
Bob Rowthorn, "Imperlﬁllsm Unlty oﬁ.Rlvalry". New Left Review 69.

See for cxnmplc on 1ntcrest1ng report in thc Indlﬁn context by the
National Council of ’Applied Economic Research, Foreign Tebhnology ond
Investnent, & Study of their Role in India's Industrialisation,

New Delhi 1971.

‘The period after the Second World War hrs been characterised as a

period of "super imperialism", cf, Rowthorn op,cit. Owing to the
weckness. of other netropolitan countries, the United States n~ssunmed
the leadership cnd defended the interests not only of its own capital
but to some extent of other metropoliten ceopitals .as well. TU.S.
dominated agencies like the World Benk have sonmetimes intervened

~on bechalf of other metropoliten capitals. 4 recent example is the
_World Bonk's defernent of a £4.8n. lonn to Tanzanis. at the request

of the British government until o settlement was reach on the cuestion
of compensation for ncotionslised British capital in Tonzenia.
The Guerdian, 31 J n., 1972

This 1nsubord1nat10n ney be ended in any one of a large number of woys
- from n coup with the help of » . part of the domestlc bourgeoisie

who also are terrified thet the governmcnt nay "go left", to ths
application of economic pressure through suspension of aid; trade,
etc. which creates such acute economic problems in the short-run
that the. govcrnmcnt loses some of its p0pulkr1ty espec1‘lly with the
niddlc-classes and bpcks down.

N.K. Chandra, "Western Imperialisn ond’ India Todoy", (miﬁco).
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S. Ishikawa, (Econonic. Developnent in Asian Perspective, Tokyo 1967)
found that in o cross-country study, India and Pcekistan were rather
efceptional in having high values for both the proportion of total
workers cmployed in "large" factoriecs, i.e. with 500 or more workers
and the sharce of agriculture in G.N.P. ‘

This is true of ~ very large number of countries in ’sia and Latin .
Inmerica. On this olsc, see G, Myrdal, fsian Dronca.

V.N. Dandckar and N. Rath, Poverty in Indis, Borbay 1971.

This underlies nuch of the argument of I.M.D. Little, M. Fg. Scott
end T, Scitovsky, Trade Pclicies ond Industriclisction, OECD. TFor
a discussion on India, B.I. Cohen, "India's Bxport Problen",
Quarterly Journal of Beononics, 1964, It is by no meons clear of
course that if 211 underdeveloped countries hed attempted export
pronotion, each would have still come .out "better" from it.

This underlies the "negative value added" discussion, see I.M.D.Little,
T.Scitovsky and M.Pg. Scott, Industry and Trade in Some Developing
Countries, (OECD), London 1970. The computed value added usually
relates to an ex ante situation and in any case as a criterion of
efficiency does not toke dynamic factors into account.

This mey appear startling to many and it apparently contredicts
several OECD studies. For exonple J, Bhogwati and P, Desai (1hdia:
Planning for Industrialisation, London 1970), heve used a Chenery-
type break up of industries into raw materials and intermediates,
consuner goods and investments and studied inport substitution in
each, Their conclusions point to the fact that import substitution
was -successful frorm 1957 onwards, i.e. after trade restrictions had
been imposed in a severe way. But this franework is inadequate for

. looking at a country's overall dependence on imports. For Indig,

V.V. Desai ("Pursuit of Industrial Self-sufficiency: A critique of the

t‘First Three Plans", Econonic and Political Weekly, May 1971) has node

an alternative and in our view more appropriacte. division between

(i) basic stage goods (ii) internmediate stege goods end (iii) final
stage goods. The share of each in total value added for industry
renained roughly constant between 1951 and 1964 which suggests that
inport substitution was usually confined to the finishing stages.
See also N.K. Chondra, op.cit.

Of course the Bihar fanine was insignificent in its scale conpared
to the terrible fanines in pre-independence India vhere on each
occasion millions died of starvation.

See the papers by Suparb Yossundara and Yune Huntrakoon (Thailend) and
AL, Castro (philippines) in T. Morgen and N. Spcelstra ed. Econonic
Interdependence in South East fsia, London 1969. LAlso K.N. Raj,

India Pakisten and Chine,

Such cases of switch of actual (and not nerely potential) demand fron
home produced goods to imports occurred for example after India's
trade libernlisation.

For = discussion of I.M.F. stabilisation policies, Harry Magdoff,
The fge of Imperielism, New York 1969. Such policies not only reterd

growth, increase unenployment etc. but also confer great benefits on

netropolitan capital. The deflationary policy of the Brazilian
governrent after 1964, by restricting finsnce to dorcstic entrepreneurs
place then ot a relative disadvantage to foreign capitel which had
access to outside funds. 4s a result several industries vhere joini-
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ownership had preveiled before, were taken over by foreign capital.
E. Galeano, "De-nationalisation of Brazillien Industry", Monthly
Review, 1969-70.

This comes out from several ficldreports. See for cxanple

¥. Ladejinsky, "Green Revolution in the Punjab", Economic and Politicol
Weekly, (Review of Agriculture), June 1968. Whilc rents were going
up, he estindtes that not more than 10 per cent of small farmers were
utilising the new methods. ‘

See the report in the Hindustaon Tines Overseas Veekly.

M.H.,Biilings and A. Singh, "Enploynent Effects of Farm Mechonisation",
Bconoric and Political Weekly, (Review of Agriculture), December 1969, -

M.E. Biilihgs and L. Singh, "Mcchnaisation and Rural Enployment",
Economic and Political Weekly, June 27 1970.

It is interesting in this context to note the following renark of
Marx: "Ls soon as capitalist production takes possession of agriculture
eand in proportion to the extent to which it does so, the demand for an

agricultural labouring population falls absolutely while the
"accunulation of capital enployed in agriculture advances, without this -

repulsion being as in non-agricudtural industries corpensated by &
greater attration", Capital, Vol. 1. (Lawrence & Wishart)
Ch. XXV. p.64—20 - . :

Carlos F.D. Alejandfo, "Dircct Foreign Investrient in Letin Anerica "

" in C.P, Kindleberger ed. The International Corporation, MIT 1970.
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Alejandro, loc. cit.
K.M. Kurien, Inpact of Foreign Cepital on the Indian Econony, Delhi
1966. pp. 70 and T71l. See also M. Kidron, Foreign Investrents in
India, London 1965, o '

Foreign business investnent (in the narrower sense of loans, share
capital and control over reserves flowing from share ownsrship) in
India's private sector increased from 2646n. rupces in 1948 to
6669n. in 1961. Within this investnents in petroleun rose fronm 223
to 1486 while those in manufacturing rosce fron 707 to 2892. See
Governnent of India, Company News and Notes (Delhi), Jan,16,1969.

The Pinancial Tines, London.

N.K. Chandra, "Western Imperialisnm...." .

Reserve Bank of Indie, Fbreigh Collaboration in Indim Tndustry, Survey
Report, Bombay 1968. - .

H. Magdoff, The hge of Imperialism, P.198.

S. Kupsrasundaran, "Foreign Collaboration and Indian Balance of Paynents"
in R.K. Hazari ed. Foreign Collzboration, Bombay 1968.

M. Tanzer, International 0il Compahies and_the Underdeveloped Countries

Ouoted in P.M. Sweezy, "Obstacles to Econonic Development" in

C.H., Peinstein ed. Socialisn, Capitalisn and Econonic Growth,

Canbridge 1967.

Sweezy, loc. cit.’
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For o clear discussion of this question, P..L. Baran, The Political
Econcniy of Growth.

This argunent is cven nore inportant for small countrics. [ discussion
of the case of Cyprus is contained in Monthly Review.

This is the conclusion of R.E. Rowthern =nd S. Hyner, "Multinational
Corporations and International Oligopoly: the Non-/merican Challenge"
in C.P. Kindleberger, ed. The Intermational Corporation.

This tariff-junping has been recognised to be quite inportant for
both Indise, %Kidron op.cit) and Latin fAnmerica (Alejandro in the
Kindleberger volume).

Of the collaboration agreements studied by the Reserve Bank Survey
nentioned above for India, export restriction clauses were included

in 44 per cent of the total number of agreerments involving subsidiaries.
The figures for ninority participation and pure technical collaboraticn
agreenents were 57 per cent and 40 per cent respectively. For the
inportance of export restriction for Latin fmerica, Harry Mogdoff,

The /ge of Imperialisn and Celso Furtado, Bconoric Developnient of

Lotin fnerica. :

N.K. Chandra, "Western Imperialism". This locational shift is also
predicted by sone of the "product cycle" analysts. See for example,
Royuond Vernon, "International Investment and Intcrmetional Trade in

the Product Cycle", Quarterly Journal of Economics 1966.

For one thing research is usunlly centralised so that only ninor
adaptions can be made to the local conditions. Of course it can be
argucd that only those goods which require rather norc laobour will be
produced in underdeveloped countries since the cost reduction on
account of low wages is then large enough to make the location worthwhile.
On the other hand however, the comnodity nust be fairly standardiscd
md hence is likely to be rather nmore capital intensive., On balence
though the precise answer is indeterninate there is little doubt that
whatever it is it still will be so ccpital-intensive as to nake little
inpact on the unemploynent situation. Vernon hinself thinks of the new
situation as "paradoxical" - capital-intensive comnoditics being
produced by underdevelopcd countrics.
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NIXON'S "NDW" ECONOMIC POLICY
Paul Mattlck (1)

. Beconomic thoory is onc thing and cconomic policy

. something c¢lsc. Howcever, ccoromic thcory can always bo
~ adapted to changing 01rcumstances. The practical economist
‘need not be at a loss, or rather, since there are various
ecohomic theories, one can be replaced by another taat
fits the altered situation better. The changing economic
scene in the United States and in.the world at large was

‘thus accompanied by a return to the depression theory,
which had fallen into disregard during the long spell of
apparent prosperity. The so-called macro-economics of
social aggregates triumphed once more over the micro-

- economics of the market place. Nixon declared himself a
Keynesian, ready to bring, at last, conscious order into
the "self-regulatlng" market mochanlsm which did not

-live up to its reputation. 4Aside from such obvious
charlatans as Milton Friedman, however, the economic court
jesters had known all along that the mlxed economy was
here to stay and could no longer function except through
1nereasing government manlpulatlon.

The whﬂle apparent prOSporltJ since 1950 was such
only because the market domand was maintained and cnlarged
by the continuous growth of govermment-created "dcmand".

This non-profltdblo part. of total social production required
monetary inflation in order to shift its cxpcnse from
capital to the population at large. Nonetheless, cven undor
these conditions, and duoe to the oxtraordinary increaso in
the productivity of labor, it provcd possible to have

the semblance of a rcal prosperity with rising profits,
rising wages, and a rising government debt. Full ocmp-
loyment, it was now said, impliecs inflation; onc cannot

have one without suffering the other. Why this should -
be was never madc clear, bccause bourgoois cconomic

thoory docs not dlfffrcntldtu botween profltablb and non-
profitable productlon. ‘ : :

' Confldonob in thls ne WIy dlSCOVbrOd muchanlsm of
continuous prospcrity by continuous inflation was slowly
croded by the proccss itself.  Decmand and production foll
off dospite incrcasing govornmont budgets, occasioncd by
the war in Victnam and the general cxponscs of imperialism.
There arose a situation in which stecady inflation was accom—
panicd by growing uncmployment, indicating that the .
profitability of capltal was not such as to warrant ‘its
" further rapid cxpansion. But full cmployment rooulros
an acceclerating. pTOfItablU accumuilation of oapltal
How to bring this about is the sole concern of all oconomic-
policy. ' - o . ,

Profits, on Wthh accumulation deponds, arc that part
of total production which falls to the capitalists. Tho
groatoer. 1t,1s rclative to wages, the better the chances
for a progrossivé capitalistic dcvelopment. Tho exponscs
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of non-profitablc production, as cxcmplified by the largcr
part of government-induccd demand, diminish thc profits
availlable to capital. To havc a fastcr rate of capital
cxpansion thus implies the reduction of wages rclative to
profits, as well as a reduction of government expenditurcs.
This can be brought about by cithor deflationary or
inflatiocnary methods. Tach has its shortcomings and its

. advantagcs, but the adoption of one or the othor is scldom
a guestion of choicc. ' '

Inflation, as detormined by government monotary
policy, implics that prices risc fastor than wages. thus
raising profits. Without this offeet, it would be
entirely scnscloss. Doflation implies the outright fall
of wages rclative to profits. Usually, dcflation was not
rcsorted to as a conscious policy, but was an expression
of tho busincss-ecyclc, which surpriscd the capitalists no
less than it hurt the vorkers. To get out of a depression
by inflationary mcans wus the contont of Keynesian theory.
It was scen as a short-run mcasurc lcading to a new upturn
of business activity and to the restoration of pricc
stability. . : :

Thoe short-run mcasure became, howover, long-run
and therewith sclf-dcfeating. Although full cmploymcnt
was somchow kept up, it was so only by the perpctuation of
the inflationary process and tho stcady cnlargoment of
the non-profitablc government scctor of production vis a
vis the profitablc privatc scetor. Inflation has boen
Toxplaincd" as a vicious cirecle - whercin wagos push up
prices and pricecs, again, wages - duc to the fact of full
omployment. By allowing uncmploymcnt to grow, this
inflationary spiral was supposcd to cnd.

" Uncmployment grow, howcver, not only becausc of somc
unemployment-producing cut-backs in govcrnment cxvoonditurcs,
but also for thc morc gecncral rcason of dcelining capital
investments. It was the lattor, far morc than thoe gquite
limitcd ability on the part of the govermmont to cut
cxpenscs, that accounts for the risc of uncemployment which,
- at the end of 1971. ocxcccded, in official tcerms, six por
cent of the working population. What had come about was
not a mcrc maladjustment betwoon supply and demand, whorcby
the lattcr drives priccs up, but a real deprcssion, such
as tho "ncw cconomics" had proclaimed was a thing of the
past. o - '

‘Despitc all the "built-in stabilizcrs”, the cconomists!
"gamesmanship" and their "fineo-tuning" of the cconomy, the
inhcrent crisis-mcchanism of capital production assortcd
- itsclf and brought about a situation cnding the "tradce-in"
of inflation for full cmployment by producing uncmployment
with inflation. Thce inability to handlc this now situation
at first found oxprcssion in the pro-Keyncsian hope that
things will scttlc thomsclves by letting thom drift, that
tho presumcd "cquilibrium mcchanism" of the market
reclations would lcad, at somc cost, to a now stability,
harmonizing wages, profits, and priccs. This was the "old
Nixon" looking with favor upon thc laisscz-falrc fantasics
of Milton Fricdman. : _ '




45
0f coursc, to have both unrmpIOJmcnt and inflation

is a doubly offoctlvb way of raising profits rclative to
wages. Yeot, too much amploym nt and too much inflation

arc dangerous paths which may disrupt tho social fabrie
nationally as wcll as intcernationally. It would be
- particularly pcrturbing to the Nixon Administration,
finding itsclf shortly in an clocction contcst. Thus tho
Loisscz-faire intorlude was quickly discarded in favour

of Koyncsian policies far more radical than thoso envisionod
" by its originator. Fricdman was, so to speak, displacad
bv Samuelson, who welcomcd Nixon to "the club" but advised
"him that "Rhatoric cannot itsclf bring ncew jobs. This
takes fiscal spending, biggor budget dofieits,” (2) - -

and thereforc morc inflation. - Howover, S*muelson docs

not really suggest full omployment by way of more inflation,
but only somc reduction of uncomployment by allowing for a
rcasonablc rate of inflation; that is, ho suggests
. continuation of the pollcy which has Just failcd.

The government cconomists tricd to dramatizc their
new policics by giving them 2 sensc of urgcney. Thore
w2s Phase Once, designoed as an cmorgoney mcasurc to frcoze
wages and prices so as to halt the inflationary trond.
The Sccond Phase is tec bo of a morce permancnt naturec,
sprouting a systocmatic incomes policy by ‘dircet administrative
mceasures, such as had cnce been the ideal of the latoe
British Labour Governm:nt. Whercas Keynes had been contont
with monetary and fiscal mcans, Nixon adds to them
mcasurcs which had hithcerto boon considcered "socialistic"
and thorefore taboc. However, cven though Nixon has boon
congratulated by the Labour Purty's Mr. Wilson for finding
tho right sclution to the capitalist dilomma, the program
failed to disturb Amcrican capitﬁl '

Still, coming from leon this program uppexrs a8
uSﬁOHlShlng as his schedulcd trlp to China. In Samuclson's
view, it is a roversal on the order of Lonin's turnaround
at the introduction of his New TFeconomic Policy in 1921.

In any casc, it takes tho wind out of the sales of tho
Democeratic Party by anncxing part of its demagoguerye.
Galbraith found himsolf plagiarizcd but could not vory
well doncuncce what he himsclf proposcs. But, as tho
spokcsman of the First National City Bank rcmarkcd, "You
can lcad an 1ncombs policy to watur, but you cannot make it
drink." (3) Thc bourgcoisic is not worricd, not bccausc
inecomcs policics have ncwherc succccdcd, but becausc, to
the degrce to which they have becn succussful,:they,havu
becon 2 boon to the capitalists. Nixon knows, if not
thoorotically then cortainly instinctivoly, that capital
dcpends on pfcflt and on incrcasing profits in ordcr to
‘thrive, Any incomes.policy - whatover its spccific
charaetcr - must be - subordlnatcd to tho proflt rbculrcmunts
of capital-accumulation. :

: The legal founthlon of thq inccmes p01107'1s the
Economie Stabilization #Aet of 1970, which is to bc oxtondoed
intec 1973. It authorizos tho Presidant tc issué and
onforcoe rogulaticns cver pricos, wages and rent in order to
contrel inflation. It may also ceome to includc intorcsts
and dividcnds, but, thus far, according to Nixon, "this has
not been nceessary becauss of tho ecntinucd success of the
currcnt program of vcluntary restraint." (4) A wholo
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burcaucratic apparatus has been ostablished to dctermine what
wages and what prices may risc, or romain tho same, and to
find scme means te cnforcc these decisions. Taking the
cndeavor for a moment seriously, it is of coursc clear that
it is far merec difficult to control the myriad of priccs
than to ccntrol the relatively fow wage-agreomonts, and
that the control of the latter will be far morc rigorous
than the control of prices. But this is preciscly tho
point; if one can stop wages from rising, one can slow down
the risc of prices. ombined with a continuing incrcasc
in productivity, not rcflected in price changes but in
quantitics of commcditics produced and scld, wage and prico
stabilization is onc way cf raising the prefitability of
capital. Tc be surc, there oxists alsc a Prcductivity
Commission which, however, will ccncern ibscelf not so much
with wago incrcascs bascd cn prcductivity gains as "with the
centributicns of prcductivity to the cconomic stabilization
program." (5) It is the latter, not productivity itsclf,
which will bo the touchstcne for furthor wage incrcascs.

- If capital has nothing to fear from Nixon's
inncvation because "incomes pelicy has initially tended to
~divert income away from labor," (6) it has fcund the
- scmewhat reluctant support c¢f ths trade unions, Asking,
for appearanccs' sake, for a ncn-governmental bedy to
regulate wages, they wore thus rowarded and arc now part cof
the machincry which trics to reduec the rate of inflation
at the oxpensc of labor. This did not, of coursc, provent
Mr. Meany from raising his ycarly salary from 70,000 tc
90,000 dcllars despite the wags froczo. Howover, the
unions' participation in the "anti-inflation" program is cnly
logical, for thoir very cxistence and well-being dcponds
cn an cxpanding capitalism and thus upon the restoration
of its nccessary profitability. Tc work in this dircction,
‘has now bcon made casiocr, as it is no longer the industrial
corporations which confront the unions but the government.
It is assumed that the workers will be less inclined to
go on strike against the government than against private
enterprise. ‘

The reduction of the rate of inflation by way of
differential wage and price controls, while raising the
profitability of capital, will not, by itself, suffice to
bring about an econcmic climate generating enough
optimistic expectations to assure Nixon's re-election.
Production must be increased, and, at least for a time,
unemployment must be reduced. This requires the improvement
" of the profitability of American capital at home and in
international trade. The government's new budget policy
is geared to this end. It is based on a larger deficit,
caused mainly by revenue reductions due to tax cuts and
accelerated depreciation allowances, which are supposed
to stimulate private business.. Instead of increasing
government spending outright, Nixon attempts to enliven
the cconomy through the e¢xpansion of private capital.

In this manner the deficit is expceted to rise to
#28 billion, excccding that of 1971 by g5 billion. To
make the deficit more appealing, tho ecconomists inventcd
the concopt of "full-cmploymcnt budget", that is, a
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budgbt which under thesc 1mag1nary conditions - has set itscl?
a cciling with respoct to deficit-financing. However, the
government is not committed to honor its budget proje ctlons.
If the stimulation of private. busincss should not lead to
the hoped-for upturn, new money can be injeéted into the
cconomy to crcate an artificial upswing through dircet’

- government spoending.  And. perhaps, though it is doubtful,
-the combination of both the tax prcscnts to privato

busincss and greater government cxpcnditurces may do the
trick of creating a tcmporarv pscudo- prosporltJ impr0381vc
enough to kpr Nixon.in tho Whlto Housc. o

This wnuld mean, of coursc, that the gfncral trbnd of
cconomic expansion by way of governmont doficit- financing,
which implies the erosion of privatc capital and of the
markct cconomy, had rcasscrted itself despite Nixon's
avowcd determination to call a halt to it. It should bo
clear by now, howover, that it is far too risky to allow
the old busanS° syclo to run its coursc, for it would
involve dcepressions of such scverity as to put the systom
itsclf in question. On the other hand, always tc give in
to the trend is no solution cithor, but only a slowcr
road towards cvcntual dostructlon., Tho bouﬁg60181c has
neithor thoory nor practicc to dcal with this situation.
All it can do is to vacillatc between inflation and
deflation, bctwoen morce or less government intcrvention,
in an awkward reaction to changlng conditlcns beyond 1ts
control.

At this timc, and under the guisc of "anti-inflation",
it is onec more government intorvention and inflation
which has been clecetod yo arrcst the busincess dceline in
the cmpty hepé that "stimilation” will lcad to real por-
formanccs. But dcficit-financing is . only a form of
deferred taxation, and unlcss thbr should be a world-wide
capital cxzpansion of hitherto-unkown proportlcns, or unlcss
the publie debt is being repudiated and capital, to that
amcunt, expropriatcd, the curront doficits will ocnly
inercasc taxation at some futurc datc. In any casc, it
is not by monctary and fiscal means, nor by lcgislation,
that capitallsm can rcach a rate of expansion guarantecing
full cmployment and general satisfaction, bdbut only through
the actual prc@uctlon of cncugh surplus-v,luo, or prcfits,
which would allow for the further capitalization of the
alrcady existing mass of capital. Gevernmont policics
arc not so many ways to lead to such 2 state of affairs,
but an cxpression of the actually»oxisting difficultics
in the way of q‘progrf-\ssivo capital accumilation.:

. leon s despcr vie attempt to rbvbrso a dlSLppOlnting
business trend was nct, and could not bo, restricted tc
the United Statcs. In vielaticn of ox1st1ng intcrnal
agrcements, he surpriscd the world last ycar with the
. suspensicn of the dollar's gcld convertibility ond an -
2lbeit shortlived - ten per cont import surcharge, in
order to overecome a persistent paymonts doficit and to
forco a rcalignment of cxehange rates that would improve
Amcrica's competitive position in international tradc.
‘With this, the mcnctary systom, as ostablished in 1944
in Brectton Woods, camc to an end and - at this writing -
no ncw onc has yect becn devised to takc its. placc.
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International competition cperates ceonomically,
politically and militarily. Ameng its varicus cconomice
means arc nct cnly thosc provided by productivity
differontidls but alsc govefnment measurcs, such as”
tariff rcgulations and the use ¢f moncy as an instrument
cf compctition. To bring somc order and constancy into
international transactions, intcrnaticnal agrcemonts arc
made. Prior to Broetteon Ncods the impenctrable monctary
Junglc was to bc cvercome through the establishmont of the
dcllar standard with a fixed rclationship to geld. The
value cf other major currcnciocs was dcterminced by fixed
paritics to the dollar. The dellar was a roscrve assct and
28 such convertible into its gcld cqguivalent. With the
cxception of America, all ccuntrics had beon impcverished
by thc war. There was o great dcmand for dollars and the
so-callcd "dollar gxp" hampercd the restoration of
internaticnal tradc for many yoars. But in time this
changcd again, and, where therc had net becen cncugh dollars,
thorce arc ncw tco many. : :

Thce roversal came about through the revival of the
war-torn naticns, but was largely fostcrod by Amcric.un
oxpcnditurbs conncetced with the Korcan wa the cold war
in genoral, and finally the war in Indochlnu. Thoerc was a
growt amcunt of Amcricon capital investments in Europe,
and though the Amcrican balance of trade rcmaincd favorable
until 1971 it did nct offsot the cutflow of dellars dus
tc capital exports and government cxponditurcs. With the
balanece of trade alsc turning unfavcrable, and with ng
fcasible way tc halt the cxport of capital and to rcducc
the cxponse cf imporialism, the ansistoently ncgative
payments balancc began tc upsct internaticnal cconcmie
rélations by forcing Amcrican inflation upon cthor nations.
But thc inecrcasing imbalanecc alsc implicd that thoe growing
guantity cf deollars hcld by cther naticns made their
cenvertibility into geld quitc illusory, which was bound to
bring about the dcllar's devaluaticn in tcrms of geold, cr
the c¢limination of the geld-cxchange mcechanism.

Nizon did nct, at first, dcvaluce the dollar in torms
¢f gcld, nor did he checosce to honor the geld-cxehange
agrocmoent "down tc the last bar of gold"; but he cut the
decllar locse frem geld altegecther. Based ocn gold, tho
dollar appears as commcdity-mecney, the symbel cf a real
assct, with a definitc valuc, cither in terms of prcduction
costs, ¢r in such terms as mcdificd by supply and domand.
#ithin the naticnal frame, mcncy has sincc long ccascd
being commodity-mcney but by ncecessity romains nonctholess
accoptable., If thoe world werc cne naticn, with cno
government, this occuld conccivably be repcated cn a world-
widc scalc. But this is a world cf competitive capitalist
nation states, 2ll partaking, with mere or lcss succecss,
in tho cxpluitatirn of the werld's pcpulaticn. Thero
arisc imbalances in tradc and paymonts rclaticn, which
may never averago thomselves out in the course of time, and
thercfore requirce a universally acceptable and rclc t1v»1y
stable assct tc recalize tomporary or pormancnt advantages
Withcut a geld backing, hcewever, the dellar is just a
clalm cn American rcscurcces Wthh if nct immediately

atisfied, may, in the ccursc of furthur inflaticn, dwindle
down tc nothlng. This 2lsc hclds truc for the dullar
reserves ¢f other nﬂtl,ns.
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The dollar 1nflat10n while functlonlng as an
instrument of American 1mper1a11sm and American capitalist
exports, also aided the rapid capital development of the
Buropean nations. Money goes Where profits and interests
are highest and they were higher in the expanding European
economies than in the relatlvely stagnating United 8tates.
America's unfavorable payments balance was thus one aspect
of the European prosperity, but it was also a reason for
future difficulties, which, however, were largely ignored
until they became acute. It was . assumed, of course, that
.the flow of money would not remain one- s1ded and that
repatriation of profits from foreign 1nvestment would
compensate for the further outflow of capital and restore
the payments baliance.. But even though the last few years
have witnessed a large flow of Buropean capital to the
United States, and though profits have been repatriated,
the American paJmonts balance has rcmained unfavorable.

Monctary dopreciation, being world-wide and proceeding
in Furope and Japan ¢cven more rapldly than in the United
States, therc was no way for America to gain trade
advantages by 1nflatlonarv mcans. At thc same timo.
productivity, by incrcasing in tho cxtra-Amcrican capitalist
nations, rostorcd their compotitive ability vis a vis the
Unitod States. Amorican tariffs found their countorpart
in thé tariff policics of thce Europcan Economic Community.

A situation arosc whoere Amcrican imporits began to oxcood

her cxports. With all this, thc monctary arrangcments,

- as cstablished in 1944 and at onc time implying dvantagus
to the Unitcd States, beecame disadvantages. To altcr this
situation, Nixon trios to forcu a ncw and morc advantagcous
alignment of currcney peritics upon thc roluctant compctitor
natlons in ord¢r to improvc the Unltcd Statbs‘ world tradc

position.

Other nations were to raise the value of their

. currencies relative to the dollar, which simply means that,
. for them, imports become cheaper and exports dearer, thus
changing the terms of trade in favor of the United States.
That these nations found this more or less acceptable is
"shown in their recognizing that their own fore1°n trade is
even more indispensable to the functioning of thelr
economies: than holds true for the United States, Wwhere
foreign trade plays a relatively lesser part, considering
the -.economy as a whole: If America could not sell, it
Would also lose the ability to buy, which, in view of its
enormous :sharc of the World cconomy, would be even morc
disastrous for othor nations than for the Unitcd States.
With this condition given, the stage was set for intcr-
. 'national bargaining for shares of the available profits.

Nations will acccpt some losses in ordcer to avoid greater
" onds. This objoective advantagu was utilizecd by Nixon to
" force other nations to partake in the attemptcd roduction
- of the payments deficit by providing Amcrica . through ,
political mocans what shc could apparcntly no longor reach
by way of cconomic compctition. Yct, what is taking placec
hcre -is simply a rcdivision, not an onlargcnmnt of tho
cxisting profitable tradoc and the gain- for. one s1do implics
‘a loss for the othecr.



50.

At this writing, thc problcoms stirrcd up by Nixon's
"Hew Economic Policey" arc far from boing rbsnlvbd. Thc
so-callcd Group of 10, that is, the domlnant capitalist
‘nations, have agrocd on a rcallgnment of thc par valucs
of th01r currcncics and on wider variations of cxchange
ratcs around the now paritics. whilc newly fixed, thore
is a greator flexibility rcgarding altcrations of exXchangc
ratecs. The Unitcd Statcs rcduced the valuc of the dollar
in torms of gold by a fow pcroentages and liftcd the 10
por cont’import surchargo as her contribution to the
international compromise. Thc new situation constitutcs
a dcvaluation of the dollar in tcrms of othcr currcncics
by about 12 per cent. - The "gold window" rcmains closcd
for the timc beoing, and thers is talk of dcemonctizing
gold altogether in favor of the imaginary "gold" backing
of Spcecial Drawing Rights (SDR's), “Wwhich had becon invented
to minimizc the gold lossos of the United States and to
gain timc for straightening out imbalanccs in the payments
system.

The agrecment, howoever tcnuous, nceds to o
Justificd in terms of cconomic thoory, and boccause, at this
staga of the game, Amorica is obv1ous1v profltlng from it,
it is assortbd that BERRE e

"hictoricnl axporience contradlcts the belief that

variations in exchangc rates and uncertainty in

the exchange-markets are obstacles to forsign trade.

Never have exchange rates of major currencies been

more uncertain than in the poriod from 1967 to 1969,

and ... yet, the growth of foreign trade surpassod

all previous records in thesec very years ... No
doubt, many traders lost business in thesc yoars,

but their losses were morc than offsct by gains

made by othor traders. Ve hear always thc complaints

of the losc¢rs, whilc thoe CthrS of the gainoers

remain inaudible." (7)

Thls Olympian attitudc, looklnw beyond gains and
losses to bchold the progress of trudc as 2 whole, will
not impress the loscrs, nor prcvent them from trying to
recach the ranks of the inaudible. It moans shuarper compet-
ition, if not in monotary tecrms, thon by more dircet
cconomic and political mcans, Contrary to appcaranccs, tho
money aspccet is actually thoe lcast important of tho capit-
alist economy; it mcrely brings to light 2all the difficultics
that undcrlic its market relations. There would be no
monetary problems, or, for that matter, marketing problems
of the kind presentlv experienced if the capitalist economy
would function in the way it could be functlonlng effectively,
that is, by an acceleratln capital expansion. Although
profits are realized by way of trade, they are not produced
by it. The increase in trade, as noted by Machlup, may even
imply an increase in production, and yet neither the one
nor the other may be large enough or profitable enough to
assure prosperous @ nditions with full employment. Obviously,
the fact that one part of the capitalist world stagnates,
while another still expands, indicates that the world economy
as a whole is not accumulating fast enough to allow for a
general capitalist prosperity, and for this rcason causes
all kinds of imbalances, including that of the payments system.
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"The world monetary crisis," it has aptly been said,
"is basically about what economic, military and political
role the United States should play in the world and what
part of this the other industrialized countries of the world
should finance." (8) But it is more than that, for although
the various Western naticns. may realizc¢ that their own
destiny depends on the oconomic viability of the United
States, they may not be able to make the concessions
demanded of them. Even now it is insisted that America
--should end its balance-of-payments deficit through 'its
own efforts, and not simply by the mechanical cffects of
devaluation, that is, that Americdan capital oxports should -
be curtailed rather than the trading surplusscs_of other
nations, . But the export of capital and mounting expenditurcs
on thc part of the amcrican government arc not policics
that can be exchanged with othors of a loss dotrimeontal
naturc, but arc Incscapablc nceccssities of tho. capitalist
system at its proscnt statc of over-accumlation relative
to its profitability. .Since the other industrialized
countrics arc under the sway of the same imperatives, the
possibilitics for finding political .solutions to the
arising cconomic frictions boetwcen the various capitalist
powers are quite Iimited. The currcnt "solution" of the
world monctary crisis can only be a make-shift arrangcmont,
bound to fall apart as thec cconomic crisis intecnsifiecs.

This crisis is of a world-widc naturc, cven though
it grips some nations sooncr than others and with varying
scverity. The slow-down of capital cxpansion is bccoming
an intcernational phcnomcnon, implying falling profit ratos
and growing unemployment evcerywherc. Profits have booen
doclining in Japan throughout 1971, and as regards Westcmm
Europc, according to the Organization of Eurcpcan Coopcration
and Devélopment, "a profit sgucoze of unprecedented scevorlity”
may rcducc capital expenditurcs below the 1970 level, With
all this contradiction, the tcrms of trade turncd oven
further against the less-devclopcd countrics and the
oxpanding crisis cmbraccs the world as a wholo. Under these
conditions, all countrios, following the cxamplc of tho
United States, will bo forced to safcguard their own
spocific nceds boforc considering tho over-all rocuircments
of the capitalist world cconomy, even though 1t docs consti-
tutec an intcrdependont cntity. The same fiscal and monctary
stimilations which prop up the American cconomy will scrve to
"stabilizo" the cconomics of Japan and Western FEuropo, thus
hastcning the inflaticnary trend and disrupting intcrnational
ceconomic relations still furtheor.

No real solution for cithor tho domostie or the intor-
national crisis can be found by monctary or fiscal mcans.
Although a crisis may bc postponod in this fashion, 1t will
bec so only at the cost of cven greater difficultics at a
lator time. Howover, onc cannot stop inflation by way of
inflation, which is the unavoidable rosult of governmcntal
counter-cycled intecrvontions in the economy. This boing so,
the desircd payments cquilibrium cannot be rcached. Only
in so far as Nixon's "new" cconomic policics succccded in
raising profits and dopressing wages, and only to that
degroe, will the proscnt crisis be alleviatcd. But that
is a policy as o0ld as capitalism itsclf. '
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A EUROPEAN A'ERQSPACE INDUSTRY ?
Mary Kaldor (1)

Tho multinational acrospacce firm is in its infancy.
Over the last dccade, we havo sccn the consolidation of
agrospacc industrics domostically and the growth of intor-
national collaboration in the production and dsvclopment
of aircraft. But, up till now, the firms themsclves have
largely romainced within their national boundarics and,
bocausc of their dependonce on statc spending and their
rolc in the nation's military effort, they have beon
idcologically idcentified with national sovercignty. The
purposc of this paper is to oxaminc the curront pressurcs for
international morgers and thoir political implications for
the growth of a Wost Iuropcan cntity. )

The precssurcs for intcrnational morgors arisce from
two factors, the rapid pacc of toechnical advance, which
reguires an over-cxpanding capacity for production and
development, and the limitations on furcpcan military
spending. Rapid technical advance is  powercd by the
compotition botween alrcraft firms. It is a compotition
that at onco reflects and recinforecs the military compctition
botwoen nations. The dovcelopment of a ncw aircraft, that
is faster, has a greatcr payload, or improvcd mothods of
tracking targcts than its predecossor, can made all other
aircraft of the same¢ typs obsolasccent.” In Burope, whorce
the domestic markots arc goncrally dominated by one or two
- firms, tcchnical advance is noecessary to cnsurc that the
Government docs not buy from abrozxd and that thorc is
continuocd expansion in the cxport markot.

Tcehnological advancc, in the acrospacc industry,
can be expresscd in terms of product improvemcnt. Zach ncw
aireraft is morc complex than its prcdocossors and is con-
sequently morc cxpensive to dovelop and produco. For
cxample, it cost #50,000 to build a fighter aircraft in
WIII comparcd with around g2m. for the Vict-Nam War.
Similarly, a mecdium military transport cost £100,000 to
"producc in WWII and $6,300,000 (2) during the Viet-Nam War.

This incrcasc in costs could rcflcet cither an

incrcasc in the capacity - plant, machinery and lzbour -
‘ncedced to dovelop and produce an aircraft within some

fixcd poriod, or an incrcasc in the time taken to dovelop
and produce an aircraft. In fact, it refclets the formecr
sincc time is tho crucial clement in the racc to capturc
the market. Therc is no point in dcveloping and producing
an alrcraft that is obsolecsccnt when it entocrs scrvice
with the armcd forcecs or airlincs. ' Thus, each new aircraft
will recuire an expansion of the development and production
capaeity.

This expansion is largely financed by States. 1In
Britain, during the years 1964-8, the aerospace industry's
total income amounted to £2,865 million, of this £1,747
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million came from the Government in the form of military
procurement research and development, and development
assisrance for eivil aireraft. (3) In France, total
turnover of the aerospace industry in 1966 and 1967
amounted to Fr.11,724 million, of which the Government
~ accounted for Fr.7 ,280 million. (4) But there are limits
to the increase in State spending necessary to support
the expansion of capacity. Social and economic factors
come. into play which 1imit both the total size of state
spending and the share which can be devoted to military
purposes. Governments, therefore, have played an active
role in finding altornatlve ways to finance the cxpan31on
-~ encouraging oxports and civil productlon - and in
stemmirig the expansion by narrowing the range of products.
The pressures for Iuropean mergers results from the
~attompt to narrow the range of products.

The narrowing of the range of products has ocecurred

domestically through insistence that different branches
of tho armcd services should usc the samc aircraft, and is
now occurring internationally, through agrcements thdt
différcnt nations should use the same weapons jointly
produced and devcloped. The advantages to Governments of

narrowing the rangc of weapons arc twofold. It involves
" a saving in Rescarch and Development oxponditure; two
weapons rcecuire more development capacity than one. And
it can involvc saving through oxtonding the production
runs for particular wcapons. Thus Swedcn has manzaged to
-maintain an advanccd acrospacc industry at much lcss cost
“than either Britain or Francc. Thco Swodish Air Forec has
three combat aircraft types, comparod with 8 for Britain
" and 10 for France. All threc air forces posscss roughly
the samec numbers of combat aircraft, around 800. (5)
Novortheless, such savings do not roduce or maintain the
"lovel of devclopment and production capacity, they meroly
slow the rate of oxpansion. Each ncw weapon is vastly morc
complox than its prcdeeccssor, and oven if onc weapon replacces
-thrce carlicr weapons, it will involvec an e¢xXpansion of
‘capacity. Thc TSR-2 bombor, had it not bcen cancclled,
.would havo cost twonty times morc to dovelop and ten times
“morc to produce than the Cdnborra whlch it was intcnded

to roplace. (6) ‘

.The. narrowing of the rangc of military projocts
roguires industrial rationalisation. Bach company, saccure
in tho belicf that the Government is committcd to its
viability, will prcfocr to bid for individual contracts
rather than to undcrtake projecets in coopcration with
othcr firms. Tho pigsk that capacity will he lost through
failure to distribute contracts fairly among difforcnt firms,
has successively 1lcd Duropcan Governments to recognisc the
nced for rationalisation. The numbcer of Iuropcan acrospacc
firms has bocon drastically rcduced over the last ten years
- = a reduction-which has only taken placc undcr Government
cocrcion or through promiscs of a juicicr futurc.

The first major rcorganisation of thc British
Acrospacc industry occurrcd botwocn 1957 60. During
that pcriod; thc number of airframo ompanlos wore rcduccd
from 17 to 7 (4 o6f.which weorc vory small) ‘and the number
.of aerocnginc companics from 7 to 3 (onc of which rc¢mained



(55)

small), Thc mergers and takeovers which: brought about this
rcorganisation occurrcd at Government bchost, with the
sanction of new contracts bchind them. &lthough thoe naturc
of the rcorganisation was largcly determincd by the firms
thomsclvos, (7) the overall roorganisation was mado
ncecessary by the Government's doclarod policy on the futurec
allocation of contracts. 4s Mr. Thornovcroft then Minister
of Av1at1cn statod in 1962

"Tn bxchangb for the formation of these groups plédges
were giveon to this industry. They were that, in futurc,
ordcrs should, save in cxcuptional circumstancos, bo
conccntratcd on the groups thomscelves. Plcedges wore
given that incrcascd support should be given to civil
projects. They were that we should seek to harmonise -~
and I think rightly - the military and civil reguirement,
and that we should back all this with a2 substantial
programme of research." (8)

Sure. enough, -new orders were forthcoming when the integration
was completed and thé Government increased its research and
development expenditure. The new orders were mostly trans-
port aircraft for the RAF and the airlines and they were
concentrated on the new aircraft groups. (9)

In recent years, the number of aerospace companies in
Britain has been further reduced. Two of the smaller
ailrframe companies, Beagle Aviation and Handley Page, have
gone out of business, as a result of bankruptcy.. Rolls
Royce took over Bristol Siddcley Engines in 1966.

The same kind of proccss has occurred in France, West
Germany and Italy. In the Prench nationaliscd sector, the
process of rationalisation has gone fairly smoothly.
Betwecon 1954 and 1969, five airframc and missile
companies have bcen reducod to one, Acrospatiale, while the
Statc acrocngine company SNECMA has absorbed one of the
two private aerocngine companics, Hispano-Suiza. 1In the
private scector, loss diroct forms of Government intervention
have proved ncecessary. Approval of an order for 100
Mirage F-1 aircraft was used as a lover to forec scrious
ncgotiations betwecn Dassault and Breguct. Further, the
now company, Dassault-Breguet,; has been granted exclusive
rights to fixcd wing military airframc contracts. In
West Germany, over the last throe ycars the numbcr of
agrospacc companics has bcoon reduced to thrce, while a
recont morger in Italy, betwcen Flat and Finmeccania
produccd a ncew company Acritalia.

. Yot domestic mergers, by themselves, have not proved
sufficient. To further narrow the rangc of projcects, most
Europcan Governmcnts have adoptced the. policy of inter-
national collaboration on major wcapons systems, as well
as on civil aircraft, such as Concordc and the A-300
airbus. Intcrnational collaboration has long bcen an
objecctive within NATO, for it has bcen rcgardcd as a- mothod
of achieving the standardization of cquipment botwoon
member nations. But, until the mid-sixtics, attcompts to
dovelop standardization through common production largely
floundcred on the confllctlng 1ntorosts of Furopcan dcfencc
industrics. ,
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A mumber of major products wore initiated durlng
the 'fiftics under tho NATO "umbrella” but nonc of these
can really bc said to have advanced the cause of common
procurdmont.- Their major impeotus, and their major
- consaguence, was. the development of defence industrics
among thosc Europcan countrics who lacked an indopcndont
‘capacity for the devclopment and production of weapons.
‘Whorce the projocts conflicted with development of
indcpendont defence industrics, notably in Britain and
France, they wore spurnvd.

_ Tho main projeccts of this poriod were two indig-
enous Furopean projects, initiated by NATO itself - the
G~91 light strike fighter and the Breguet Atlantique
maritime reconnaissance patrol aircraft - and a series
of American weapons jointly produced under licence in
Europé - the F-104G Starfighter aircraft, and the Hawk,
Bullpup and Sidewinder missiles, - The first two proaects
were addépted as a result of NATO competitions. While
most countries recognised the value of entering the
competition and the advantages which would acerue if their
designs were adopted, few countries were preparcd to
participate once the design had been chosen. In the
case of the G-91, an Italian design, only Germany, which
had no design capa01ty was prepared to participate in
programme and purchase aircraft oncc it had boen adoptoed
by NATO. The French, who had offered two alternative
designs, rofused to purcha3u any airvcraft at all.
Similarly, when the French design for Atlantiquo was
adoptcd, Britain, whosc A.V. ROb design had baen rejocted,
opted out of the programme¢ ontirely. Indecd, despite
participation in the production programmec by the Dutch
firm Fokker, the Belgium firms SABCA and Faler, and the
Gorman firm Dornicr, only 87 plancs wore cventually
purchasod; 40 by Franco, 20 by Germany, 9 by Holland
~ and ‘18 by Italy. :

The Amcrican projccts werce accoptod by_NATO but
waore largely an Amcrican: 1nit1at1vo. They wcre the
product of two factors. Onc was thc Amcrican belicf,
cspecially aftor Sputnik, that the overall levoel of
~tochnology within the alliance must bo raiscd. The other
was the rocognition that tho dGVulopmont of Europcan
defcnee industrics must not compromisc the position of
the Amcrican defonce industry: an additional factor was
Américan concern at the balancc of payments doficit.
“Thus, Amcrican firms worce actively cncouragced to parti-
“01patc and bonefit from this dovclopment. All the
projcets werc ambitious in tho scnso that thoy all
invelved a  largce number of Europoan countriocs, and they
all succcoodéd in cnlarging Buropc's capacity to producu
woapons. But all the projcets wore vory costly - thoe
" Furopcan versions of the weapons wire mueh' morc cxponsive
- in tcrms of unit costs than thoir ‘Amorican countorparts
- und they lcft bohind thom a considcrable roescntment

gainst American dominancc in Europc. This was, -of
'coursp,. articularly truc for Britain and FrJnco Who
S were produ01ng independently designed weapons whlch
could perform equivalent functions. They participated
"only in those proaects where their capacity was limited;
France partlclpated in the Hawk - surface to air m13311e
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project (Britain had its own Thunderbird) and Britain
articipated in the Bullpup air to surface project
France had its own AS-30). To this list of American
projects should be added the joint development of the
Sea Sparrow missile by the United.States, Belgium,
Denmark, Holland, Italy and Norway. ThlS ‘is’a relatlvely
recent prOJect startod in the mid-'sixties but it is
similar to the earlier projects in its dominance by the
United States, and its competition with other ship to
air missiles produced in Britain and France. ‘The .
American firm Raytheon is the prime contractor end -the
' Governmental Manavemont Agency is almost whollv Amerlcan.

. DesPlte~the s;ze.of thGSw proJeots they accountvd
- for only a small part of the total EurOpean expenditure
on-armaments. (10 But a major chango was under way.
By the carly 'sixtics it was beglnalng to be- realized
~that if Zuropean countrios, and more particularly Britain
and France, were to comneto with the United States in
" certain advanced industrlal sectors, an enormous expansion
of capacity was going to bG neccssary. And it was also
realized, at any rate in certain 01rcles, that noither
‘country was going to bc able to raise sufficient resources
to finance this cxpansion of capacity, and that the
military market was not sufficicntly large to ensuro that
capacity, once expanded, would be fullv utilized.  The
solution was a sharing of capacity and a sharing of
markcts through common procurement and productlon.- Apart
from the Franco-Gérmen Transall tactical transport and
the Anglo-French Concordc, this solution was not adoptecd
on a largo scalo until tho mid-Tsixtics whoen a scries of
intcr-governmental agréements were signed in Buropo.
These included a number of joint acro-cnginc projcots,
the Anglo-French Jaguar, the Anglo- -Frcnch helicopters -
"Lynx, Puma and Gazollo - the A-300 Airbus, the VAK-191
STOL aircraft, tho F-28 airlinsr, the Franco-German
missiles - Hot Milan, Kormoran and Roland, the Anglo-
French missilo Martbl, and, somewhat latoer, the Anglo—
Goerman-Italian multirolc combat aircraft (MRCA) It is
estimatcd that in the period 1969-74 MRCA and Concordc
‘alonc will account for 347 of'EurOpc's‘£6,000m. acrospace
turnover, (11) :

- It is chdunt that thesc agrosmonts wore dlCtthd
by industfial ncdd . rathor than str@tﬂglc interest.. First,
thu] include a number of collaborativo projocts of a
" e¢ivil nature.. Sccondly, in porhaps the most advanced
scetor of the defence industry, the acro-cngine -scctor,
intcr-company agrccments prcccecded inter-Govornment
agreomonts. Rolls Royce for cxample signcd goncral
co-oporativc agrecomonts with the US company Allison in
1958 and. with thu Gcrman company MAN (now MTU) in 1960.
Both thoso agrcomﬁnts lcd to joint acro-cnginc dovclopmont
projccts, which werc latcr sponsorud by Governments. That
thoe flnanc“’problom is- moro sorious in the acro-cnginc
gsector is indicated by the fact that R & D expenditurc
on acro-cngines is goncrally reckoncd to be 300 times tho
unit price, whilé that on airframes is reckoned at only
"30 timcs thé unit pricc. :
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Thirdly, all of the ncw joint progccts were initiated
outside the NATO framework through bilatcral or trlpartlto '
inter-Governmental agrecment. In reccognition of this
trend, NATO has abandoncd the old system of promulgating
common rcguirements and instcad has acccpted that any
projccet sponsorcd by two or morc nations can be listcd
as a NATO r00u1rcmont and recommcndod to other mcmbors
of NATO. Induud the nations sponsoring the projcct
nced not both be members of NATO - thus Jaguar and the
Anglo-French helicopters have now boen acceptcd as NATO
requirements. (12) NATO also rccognized the important
role of industry in collaborative projeccts when it
cstablished the NATO Industrial Advisory Group. This
body met for the first time in QOectobor 1965 to oxploro
how companies rather than Governments can initiatce joint
projects. (13)

Finally, it was the participation of Britain and
France that ultimately wrought a changc in the naturc of
Buropcan collaboration. For thec othcr Buropcan countrics,
joint collaboration was scon as a means of cstablishing the
- capacity to producc advanccd wcapons. For Britain and
Prance, joint collaboration was scon as a mecans of
maintaining their indecpendcnt capacity in the faco of
rising rosource rcoguiroments. In the French casc,
joint collaboration was the inevitable conscguence of tho
dovelopment of the forcc de frappe and the reoduction in
~crcdits for conventional cqulpmcnt. In the British case,
‘joint collaboration was only scriously considored with
the crisis that rackcd the acrospacc industry aftcr the
cancellation of TSR-2 in 1965.

But it appcars that there arc bittcer lossons
still to be learncd. For joint collaboration has by no
mcans solved the problems it was aimod to solve, although
it may havec mitigated them. The cost of intcrnational
programmcs tonds to be higher than purcly national
programmes. The extent of thesc costs is difficult to
cstimatc since, coxccpt in the casc of projcets jointly
produccd under US liccnce (all of which rcquircd the
crcation of noew facilitics, and tho training of ncw
porsonnel), thore arc no ocuivalcnt national programmcs
with which to comparc thcm. In 1964 Brigadior Goenoral
Vandevanter stated that:

"Ixperts almost universally agree that articles
~produced by international syndicates have cost
more than they would have if produced under’
national auspices. As to just how much more,
calculations and estimates run from 15 to 30
per cent, depending on the project." (14)

In 1969 an enthusiastic proponent of international
collaboration, M. Henri Zeigler, President of Sud and one
of the two Chairmen of the Concorde project, estimated
that the additional costs of co-operation are 18 to 20 per
cent, but that if different configurations are recuired,
this figure can rise to 30 to 50 per cent. He estimated
that Jaguar, (15) Atlantique and Transall cost 507 more
to develop than they would have if developed on a purely
national basis. (16
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Finally, yet ancther estimate was cuoted in the
report of the finance committee of the French National
Assembly.for 1971, This report contained sévere
criticism of the-Jaguar whose unit cost has riscn from
an original Fr.5m (£374,000) to Fr.25.5m(£1.9m) for tho
strike version and Fr.23.3m (£1.75m) for the trainer
version. The rcport guoted an article by Genoral
Lissaraguc in Forcos Aériennes Prancaises, in which he
. stated that: : '

"It could be said that if N is the number of
partners, the price of an acroplanc produccod
collaboratively is ccual to the prico of the
same airecraft built in one country, multipliecd
by N (in rcality it is somotimes morc)". (17)

The increasc in costs is partly duc to the obvious
problems of administration and transportation. But, more
importantly, they arc due to confliets in national
industrial intcrests. Thosc conflicts are rcflected in
the difficultics of achicving common specification and
tho equitable but often incfficicnt work-sharing arrange-
‘ments. Disagrecment over commen spcecifications goncrally
rofleets differonccs in manufacturers' capacity, as
illustratcd in the controvursy over the radar for the
milti rolc combat aircraft. Thc British RAP wantod XKa
band radar for mapping and X biund for terrain following.
The German Imftwaffc wantcd Xu band radar for both
funetions - the difforcnce boing occasioncd by RAF
cmphasis on idcntification and Inftwaffc omphasis on
-dotection., ‘Not surprisingly, the Ka band and X band
radar has becon developed cxclusively by RElliot Automation
and Ferranti Ltd. of the UK, while Ka band radar was
offerod by Toxas Instruments and Genoral FElcetric of the
US, with gonorous provision for West German participation.
In the cnd the Ku band radar was chosen, partly becauso
1t wus cheaper and partly bocausc Britain was alrcady
assuming dcsign leadership of the airframe and cnginc,
having sceurcd an important victory in the adoption of
the two-scat dual-cngingd version as against the single-
soat singlec-ongined version originally preferrcd by
Italy and ¥ost Germany. '

The coxperigncs has left the British acrospaco
industry somowhat discnchantcd with international o
collaboration. 1In a rceent roport, the Socicty of British
Aerospacoe Companics notes that onc of the main disadvan-
tagos of collaboration "from Britain's point of vicw, 1s
the surrender of tochnical cxportise by the technologically

morc advanced partnor'. And it rccommends that:

"In negotiations over dcsign leadership tho
cquipment scctor sheuld recocive considcration
cqual to that given to the airframes and ongino
scetors,.". (18)
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.. Thc sceond factor accounting for the inecroasc
in costs is the work sharing arrangcments. In almost
all cascs, two principles have been adopted. In the
stage of deveclopment, national work sharcs have corros-—
ponded to the financial contribution of the respective
national Governments. In the casc of bilateral agrec-
ments, the financial contribution and consocguontly the
work sharcs have genorally beoen distributcd oc¢ually.
This has, on tho whole, involved the construction of
sevoral prototypes simultancously in cach country and,
consequently, a considcrable amount of duplication.
This is espccially truc whore the participants arc at
unequal levels of tochnological knowhow recguiring some
kind of licensing arrangcment from the more advanccd to
tho less advanced partncr.

At the stage of series production, national work
shares have been distributed according to respective
national orders with ecunal sharing of export orders.
Although the duplication of component production has, in
some cases,been avcided, each country has almost always had
its own assembly line, reducing the benefits that accrue
from long production runs. Thus, the report gquoted
above notes that: -

"the desire to achieve 'fair' shares cf production
‘on a national basis may well conflict with tech~
nical and economic efficiency." (19) :

But this is not all. The increased costs do not
alone reflect the expansion of capacity recuired to
develop and produce an international project as compared
with that rec¢uired to produce a purely national project.
It also depends on the time element. It can be assumed
. that the time taken to develop an international project
is about the same as the time. taken to develop a national
project, and that, therefore, the costs of development
are a fair reflection of the size of the nccessary
development capacity. Thus, for example, an incrcaso in
development costs of 30% over a purcly national project
will represcent an expansion of development capacity of
307 ovcr onc national project or, which is more 1likely
to be the case, a rcduction in developmont capacity of
357 over two national projccts. :

But the expansion of production capacity is
another matter., If the international project involves
two assembly lines instead of one, were it a purely
national project then the time taken to produce an
international project is exactly half the time taken to
produce a purely national project with the sume production
run. In other words, the substitution of one inter-
national programme for two national programmes will
involve little or no reduction in the overall size of
production capacity. Indeed, the extra costs of
co-operation is likely to reflect an overall increase in
production capacity, although this may be offset by the
saving which results from cuantity production of
components, assuming that there is no duplication in
component production. Compared with one national project
with the same production run, production capacity will



(61)

increase N fold where N is the number of partners in the
international project. Thus, it can be concluded that
international co-operation is likely to lead to some
roduction in the growth of development capacity but

little or no reduction in the growth of production capacity.

S This conclusion is valid when viewed from an inter-
national perspective. In the national context, the effect

of cooperation on the growth of capacity has been varied.

Britain, for example, has entirely abandoned unilateral

attempts to develop and producc major military or civil

aircraft or space programmes. Moroover, international
collaboration has replaced not ons but several projcots.

The cffect has beon a considorable rcduction in the growth

_of dovclopmbnt -capacity (almost to zero) and some reduction
in the growth of production capacity. - In contrast,

. Germany has never dceveloped and produccd 1ndepcndont
advancecad toohnology projects, and international oollabora-
tion has led to a substantial increasc 1n both development
and production capacity. »

v ‘The consequenccs of 1ntornatlona1 collaboration

arc VlOWbd with concern in ccrtain cireles. Among the
more advancced. sectors of Zurope's deofenee industry ther

is concerm lest the ecuitable sharing arrangements will
involvc the loss of their comparative advantage, the
transfer of development capacity from the morc advanocd to
the lsss advanced partners. For governments, tho
phenomenal rise in the costs of individual projccts has
largely offset the advantages dcerived from sharing
doevelopment costs, Whilce the failure to reducc the
,growth of production capacity has compounded the pressurc
to incrcaso demestic procurcment and cxports. It is
widcly bolny suggosted that thoso difficulties might be
overcomc by the crcation of international defcncoe companics
or oonsortla. .Theso giant firms would hid for now
contracts and apportion work according to their oommon
intcrest in minimizing costs rather than to the national
intecrest in maintaining or:cstablishing cortain typcs of
capacity. This would lcad to national spccialisation,
concentrating work in thosc arcas which arc most cfficient,
boncfitting the more advanced scctors of the industry and,
through tho avoidancc of duplication, onablc a rcduction
in the growth of both devolopment and production capacity.

It is notoworthy that the most enthusiastic proponcnts
of these proposals arc thosc firms which at present onjoy
a comparativec advantagoe and the Governments which are
experiencing the most sevorc constraints on military
expcnditure. Thus, for examplc, on the Governmant side
it has been Mr. D&v1c,, the British Scerctary for Trade
and Industry, and Mr., Corficld, the British Minister for
Acrospaco, who have called for the formation of trans-
national Europoan Companiecs in advanccd tochnology sectors.
And on the industry sidc, Rolls Roycc and Dassault-
Broguct have boen among the lcadcers in taking stops to
"bring this about. Dassault-Broguct can bo said to bo
tho last Buropcan aircraft company indcpcndcntly dchloplng
2 major combat aircraft. and any consolidation of Huropc's
airframe industry is likcly to bc concontratcd around this
company. In Junc 1970, Dassault, together with the
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Dutch-German firm VFW-Fokker (Burope's first and only
multinational aerospace company), the Belgian firm SABCA
Which they jointly own, and the Italian firm Fiat,
presented a memorandum to the European commission in which
. they stated that they intended to step up cooperation in
view of the mounting competition from the US aerospuce
industry and they reguested that the Comnission take steps
to integrate the aerospace industry on a community-wide
basis. Rolls Royce is the giant of Europe's aero-engine
companies. #ith one or two very minor exceptions, all
aero-engine collaboration agreements have included
Rolls Royce. It is clear that Rolls Royce would hold the
pivotal position in the formation of a multinational
aero-engine company. A plan for a joint aerc-engine
management company, to which all national projects would
be referred and offered to other members on a collaborative
basis before being initiated, has been proposed by Rolls
Royce. The plan was discussed at a meeting in Munich on
February 10, 1972, comprising representatives from aero-
engine companies in Britain, West Germany, France, Italy
and Sweden. The firms involved are said to be MTU, SNECMA,
Fiat and Veolvo, :

Interest in these developments has not, however,
been confined to the above companies. Panavia, the
consortium of MBB, BAC and Fiat, establishcd to administer
the MRCA projcet, recently announcaed a plan to produce an
advanced strike/traincr aircraft as a privatc venture.

In announcing the plan, Allen Gregnwood, Chairman of

Panavia and Deputy Managing Director of BAC, made it

cuite clcar that he regarded the plan as an important
step towards Buropean integration in aerospacc:

"In our vicw it is botter for Huropcan industry
to sclect its own partnors and thon jointly usec
their combincd skills and facilities to providc
competitive solutions for Europo's acrospacs nocds.

In Panavia, wo belicve wo now have such an assoc-
iation. It is a vecry strong onc and it is backed
by thc rosources of thrce of BEurope's biggest
acrospace .companics which between them cmploy
65,000 pecople.”

In a similar vecin, Boelkow, Doputy Chairman of Panavia
and head of MBB, statcd:

"¢ arce moving towards fewer but stronger aerospace
groups in. Europc. These will be formed through

the initiative of the lcading acrospace companics
and will have a truly Europcan basis.

The result of this trond should be increasod
cfficicney, an improvced competitive position in
the world markct and a much-better ability to
handlc all programmcs in Europo.” (20)

Thosc vicws arc not universally accsptced. Indced,
there arc voery powcerful constraints against the continu-
ation of this tremnd. For if it is to procced any furthcr
it will recuirce Government backing. First of all, not all
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.scetors of industry are convinced that thoy will bonefit;
there remains a belicf that Governments aro committed to
the survival of national comparics. That belicf will
havo to bc oroded. Just as cocrcion was necessary to

"bring about domostisc mergers, so Govermments will have to
indicate that the altcrnative to inteornational mergers is
the loss of contracts and ultimatcly bankruptey. It is
the smaller and loss advanced companies that are likely
'to suffer. : ‘ ‘ - '

Secondly, the intogrﬂtion of - Buropo's aorosp¢0o
industry will also rccuirc the integration of Furopo’s
procurcment system.  Goveraments will have to .agrco on

" common re¢guiremcnts., Clearly, the disagreemenis about
specifications will bce less once natlonal industrial
" intcrcsts are subsumed under multinational companlos
.but they-are unlikely to be rcmoved cntirely. - Furthor,
there will be difficulty in rcaching agrcéement on.
finanecizl contributions to devclopment. The curront
principlc of balancing contributions against work sharcs
will no longor have any rclevance. At the same time,
contributions can hardly be balancced against future
production ordcrs sincc this would involvo unnacceptably
carly commitments. And then theoere arc a number of smaller
itoms on which there will have to bo some agreemont;
" cost-accounting principlcs, insurancce, compensation for
exchange rate alterations, tazation, cte.

: But & commeon Europcan procurcment system would have
momentous political implications; implications which many
would opposo. First, tho procoss would lead, as notod
above, to naticnal specinlisation but it would not be
cqual sp001olls;twon. Tho manufaeture of airframes
might be concentratcd in France, and the manufacturc of
- acro-ongines and cquipmcent in Britain. This would moan
the sacrifico of nationil military soclf- sufficicncy -
somcthing which has long boon agsociatcd with national
sovercignty.

Thirdly, 2 common Europcan procurcment systom would
have divisive coffceis on NATD., The objoet of the systom
would not bc tho some as that held by NATO during the
"fifties; a strargthening of Europe’s defence against the
Warsaw Pact; that is ha 41y necessary in the improved
European atmosphera. I%s objest would be to improve
Europe s competitive pOwluLOH vis a vis the United States,
both in the Euro pean conbext and in selling aerospace
equipment to the third world. Its object would be to
break the "domination exercised by the USA in the provision
of essential material." (21)

i Finally, and perhaps most importantly, a common
Furopean procurement system could lead to the creation
of a Buropean "military-industrial complex" similar in
scope and nature to that which holds sway in the United
States. One can envisage such a complex with limited
accountability to the public and cnormous power to
perpetuate an arms race with all its frightening conse-
quences for the world as a whol
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But the picture is perhaps not as black as all that.
For even if Governments go through with this momentous
change, it will not solve the contradictions inherent in
the defence industry. If technical progress continues to
advance as its present ratc, there may come a time when
¢ven an integrated Furope can not afford to finance the
continucd. expansion of capacity. On prescnt estimates
the MRCA will cost £450 million to develop and £1,500
"million to producec. The increasc in cost on the airframe
is said to be "mormal" - whatever that might mean -~ but
thedevelopment of the asro-enginc is causing difficulty.
Past expecricnce suggests that one can oxpect the costs to
risc threcfold, at the least, making a total cost of
£6,000 million, to be born in varying proportions by the
British, West Gorman and Italian Governments., This is
nearly five times what the TSR-2 would have cost had it
not becen cancecllod because, among other things, it was
too expensive. It is questionable, cven with an
integratcd industry, whether Buropean Governments will
be able to afford MRCA's successors. Social prossurcs
against the cxpansion of defence budgets may forco
Buropean Governmonts, in the long run, to dismantle the
more advanced scctors of their dofconce industricse.

And tho sam¢ may be true in thce Unitod Statos.
There is, of coursc, much further for the United Statcs
to go. Military spending is nearly four times greator
than tho total spending of the Buropcan NATO mcmbors
and the intcgration of the American acrospace industry
has hardly begun. Furthcr, should tho EuropczZn industry
collapsc in the absence of disarmament, the continucd
growth of thce American industry will be cnhanccd. There
may comc a time, if nothing is donc to stop thc process,
whon an American monopoly will sc¢rvo the military
recguirements of all Western countrics and most of tho
third world. Thc absence of inter-firm compectition would
slow down thc ratc of technical progress, but in so deing
it would solve thosc contradictions in the acrospace
industry which could 1lcad to its collapsc.
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THE QUESTION OF UNEQUAL EXCHANGE,
A CRITIQUE OF POLITICAL FCONOMY,

Christian Palloix (1)

In the last ten years, French Marxist economists have started
a vast debate on ‘the dlfferent questions of international economy;
in particular on that of the foreign market based on the realisation
of the social product in general (or of surplus value in particular)
as well as on the question of the inequality of exchange and of
economic development, a particularly original point, In this: respect,
they have made a remarkable theoretical breakthrough concerning
"uncqual exchange , & question which has been almost totally ignored
until now in world arxist theory, (2) The debate is currently
being pursued at the level of the theory of imperialism, (3) The
pioneer of these works has been Henri Denis éu) who has, Successively,
attracted the attention of Arghiri Emmamel (5}, Charles Bettelheim (6),
Serge Latouche {7) and myself (8) on these problems, not to mention
Samir Amin and others,

However, we have neither the same approach nor the same view
on the question of unequal exchange - limiting ourselves here to
this point, This may be just as well, because each brings his
little stone to a building which has remained at the level of iarx's
law of international values, despite the fact that many Marxists
discuss matters in terms of equlvalent exchange" at the lnternat-
ional level,

It is tlus important to answer a first cbjection: that it
would be theoretically incorrect to argue in terms of non-equivalence
at the level of international exchange, The authors of this objection
can, on the one hand (9), appeal to Lenin himself, and on the other,
point out that theoretically the circulation of goods and commodities,
by deflnltlon, presents the. values exchanged as being equivalent,

But, in Marxist dialectics, one may ery well have on the one side
the equivalence of exchanges and on the other their non-equivalerce;
this depends first of all on the theoretical plane at which the
discussion is taking place, Thus Karl liarx demonstrates how on the
one hand, in circulation, the value of labour power is exchanged for
that of the subsisternce goods necessary for its maintenance and
reproduction - equivalent for equivalent -~ and how on the other hand,
in the process of production, the cacltallst recéives from labour-
power a value superior to trat which he gives back to it in the fomm
of wages - non-equivalence (10}, It is a bit the same on the

" international plane: the apparent equivalénce of international
exchange in fact conceals a profound non-equivalence,

It may scem at first sight, then, that "unequal exchange" is
only a new conceptualisation of a phenomenon known as the "deterioration
of the terms of trade"; in fact, this expression is precisely the
mystified form of the 1nequa11ty of exchange, First, the thesis of
the deterioration of the terms of trade implicitly admlts the -
possible realisation of an equivalence, an equilibrium value which
is not obtained because of the spec1f1c conditions of world supply
and demand; (11) on the contrary the concept of unequal exchange
implies above all the non-equivzlence of the values produced and
exchanged when one takes into account differences in the level of
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the productive forces in different places, Secondly, the deterior-
ation of the terms of trade, in reality, purely and simply polnts
to a shift of nonpeoulvalence in the sense of increased 1nequallty,
but it does not measure the inequality, Whereas the movement in
the terms of trade is determined by conjunctural forces, unequal
exchange is determined by the characteristics of the 1nternetlona1
relations of production,..

It remains true, however, trat if liarxists are rlght in

referring to "unequal exchange" they are faced with different more

or less contradlctory solutions to such a question, as we know from
the debate between Emmanuel and Bettelhelm. This debate which has

considerable political relevince not only for antl-lmperlallst
struggles, but also for the internsal level of the class struggle,
is neither accidental nor fortuitous, It expresses a break in lMarxist
theoretical productlon, under the influence of different currents

or tendencies, Such an argument ocutlines two problems of politlcal
economy, which must first be totally clarified, ' f
I, VHERE 1S POLII’ICAL FCONOLY GOII\G? o N

For Marx, polltlcal economy was . a bridging science, the

" bridging -science of "society" ({12) in its historic development, No
‘artificial barrier separated the sc1ent1f1c components of science
from those of society; lMarx was not only an economist, but a
‘ph11080pher, a hlstor1an a soclologlst a pOlltlcal sc1entlst,..

: Since we must notice that social .science has fragmented into
small ‘narrow and sterile fields (the sterility being explained by
"~ the: narrowness), we must also emphasise that the field of political
economy as defined by Marx (13) has been enormously narrowed down;
this has happened to such an extent tiat it has lost any s1gn1f1cant
meaning, and the label "economism" describes the loss of substance
that this scientific discipline has suffered, This tendency is
intrinsic not only to liberal or technocratic economists, upholders
of capitalism, but also affects larxists themselves who e1ther
reject political economy - saying it is non-Marxist (14) - or who

' proclaim their econcmism, while taking care to limit themselves tg
that economism - which is then defined as the science of quantification
restricted to the concrete - and to leave to the philosophers,
soclologlsts or historians the task of building an all-embraclng
science in which economlcs would only have a secondary place, (15)

Let us leave aside, for the 11m1ted aim of our argument the
problem of the theoretical unity of soclal sciences, and, concentrate
on the develo,ment of political. economy which we refuse to reduce
to "economics", "economic analysis" or "econometrics".

Political economy is as éntitled to the name of social science
as sociology, political science, psychology, history are .,, and
we will start off with the deflnltlon of sc1ent1f1c glven to us for
this field by Lucien Seve- :

“"A deflnition whereby one.grBSDS with precision the very
essence of ore's object - ard linked with this definition,
the satlsfactory method to study thls obgect-

: "b351c corcents wherehy the prlnclpal elements ‘are expressed,
~and in. nartlculdr the determiring contradictions of this
- esserce - tools which allow one to look for the fundamental
laws-of deveélooment of the object under study with a likelihood
- of - success, and thus lead, 1nsofar as 1t depends on that
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science, to mastering this object in theory ard in p;actlce
the aim of all scientific enterprise," (1b)

Like Althusser, Lucien Seve separates very distinctly the
essence (the concept) from the appearance, but unlike him, he
intends turning the process of conceptualisation irto a 501ent1fic
method which allows him to master the level of appearance in theory
and in practice, whereas Althusser remains irndifferent to appearance
as such; for him appearance lies outdide the scientific field,

A division very neatly emerges between a stream which,
starting from the essence, wants to return to the appearance to
master it, in contrast with another which states the primacy of
the essence, the absence of ary corres-ondence between the essence
and the acpearance, and recessarily resorts to a structuralist
method - be it recognised or not - to functionalism even, to
develop the bases of a practiice at the concrete level, On the
- basis of this division the economist is greatly tempted to leave
the study of escence to the vhilosorher or the sociologist, and
to give himself over entirely to economic phenomenoclogy; the test
of such a phenomenology would be the use of econometrics, (17)

Althusser's works have, in this respect, had a considerable
influence, tkrough ar effect of attraction and repulsion,
polarising the orientation of everybody's works, either towards
the esserce - as the orientation of Bettelhein's works testify -
or towards the appearance - as in the cases of Henri .enis and
Fmmaruel

It seems to me that this is going ratber fast ard ignoring
the bases of iarxist political ecoromy, in warticuler its method,
the trarslation of essence irto acpeurunce, 'In contrast to those
who, placing themselves at the level:-of the corcrete, today think
thdt the progrezs of ecoromic analysis is measured by progress
in quantification and the assimilation of maths, Karl slarx stated
clesrly that any progress in economic science rested primarily on
an effort to conceptualise, a true supprort for knowledge, Karl
ifarx however, also tells us that conceptualisation remains sterile
if it is ircapable of findirg the method which gives it a grip on
the concrete, Full and complete farxist theory resides neither in
the essence - the theoretically abstract - nor in the appearance -

“phenomenology - but in the "theoretically concrete,"

Thus, concerrir: the original scientific agproach in ‘terms
of abstract theory via conceptualisation, Karl liarx vwrites: -

"It would seem to be the proper thing to start with the

real and concrete elemerts, with the actual preconditions,
e.g, to start in the sphere of economy =ith population,
which forms the basis and the subject of the whole social
process of production, Closer consideration shows, however,
that this is wrong, Pfopulation is an abstraction if, for
instance, one disregards the classes of which it is composed,
These classes in turn remain emcty terms if one does not know
the factors on which they de.end, e,g, wage-labour, capital
and so on, These presupnose exchange, division of labour,
prices, etc," (18)

But he reiuses to deal merely in abstraction, since
economic reality is a corncrete reality, and corcerring this he
exposes Hegel's error - and in this respect it can be said that
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Althusser is not exempt from Hegelianism, although he rejects
a mimber of Marx's works as too Hegeliar - namely that merely
’ abstract nowledge 1s 1ncapable of grasping reality,

"Hogel accordingly conteived the illusory idea that the
real world.is.the result of thinking which causes its
own synth681s, 1ts own’ deepenlng ard its own movement "(19)

In truth, the problem is to reproduce the concrete, startlng
“from. abstract ideas to rise from the abstract to the concrete in
order to master it:

" ... the method of advanclng from the abstract to the .
concrete is sxmpWy the way in which thinking assimilates
the concreie and reproduces it as corcrete thought," (20)

) The sckseﬂ"ic-prcblam of volitical economy is clearly not

- only a procezs of raction, tut a process of "trarslation" of

the ‘essence “n*J eppearance, Its field is that of the "theoretlcally
concrete!, o sszcgnise the difficulty of the transition from

" ‘essence to appearaine is one thing," but ir no way. does 1t demonstrate

. the futility of such an effort

‘ of ccurse, a work such as tbe Grun@rlsse does not really lead
' to the mastery ci’ the consrsts as iz expressed in the outline
given, (21) It is omly in Capitel that the two theoretical levels
of knowledge in political economy emerge with, on the one hand
the theoretically abstract - i,e, volumes I and 1T of Capltal
which deal with the processes of production ard of circulation as
such, "the schemas of expanded reproduction of social capital being
the abstract unity of these two spheres - and on the other hand,
the theoretically concrete - i,e, volume III or "The process of
. Capitalist production as a whole", where the new formilations
which allow the passage from the essence to the appeararce are
set out,

~ Vhat : is the theoretical key to the passage from the essence
to the appearance, from the theoretically abstract to the
theoretlcally concrete? On what terrain is ‘it located? It is
that of historical materialism, the expression of the development
of the contradictiorSof the capltallst mode ‘of production, with,
in particular, the law of the tendency of the rate of profit to
‘fall, the law of unequal development, and the law of “immiseration,
These historical contradictions express the contradictidns of the
level of essence, i,e, between the relations of production and the
level of the productlve forces, ‘They determine within the
theoretically concrete, i,e, the total process, the fundamental
contradictior between creatlon and realisation of the social product
~in general and of surplus value in particular (23) from which all
concrete contradlctlons on spe01f10 points ﬂerlve

Indeed, the difficulty of. translatlng esserce into appearance
(be it from exchange value to the prices of productlon, or from
'productlon-clrculatlon to creation-realisation), resides essentially
in the transition which takes place on the field of historical
materlallsm in the sense that the appearance grows as a historical
Eroduct of the contradictions in the mode of production., Thus the
schemes of expanded production of social capital, which express
the process of production and the process of circulation as creation
ard ‘circulation of values which are realised by definition -
-.these schemes are an abstract theoretlcal expresslon necessary
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for posing the problem of creation-realisation in the face of thel
law of unequal development and of the tendency of the rate of
profit to fall, '

Let us adopt the following symbols:

M : money with M'>M

C : commodities '

¢ : constant capital with ¢ <¢' or c >c!

v : variable capital with v< v' or v >v'

s : surplus value

P : profit with s< P or s >P.

p' : rate of profit A ' ;

w : -Labour-value with w' : international value
L

: price of production with L' : international price
: ‘ of production,

.We obtain the follow1ng\d1agram (the all too obvious mechanistic
approach of which will be forgiven): '

I Production process II Circulation Process

as such as such
T e I 1 cauec ,
. i ! ; : -
1. Abstract theoretical ! - production of s % j= circulation of capitalj
knowledge (dialectical | - reproduction of | j- circulation of surplus
knowledge) ! cand v ﬂ i value
: H
: i
w Dept, I ¢y + v, + 5, = W, (Scheme for the
expanded repro-
Dept,II ¢, + v, + 8, = w, | duction of
: 2 2 2 21 )
;;-[surplus value)
M
-
V4
5, Historicel materialism Law of unequal development i
' Law of the tendency of the rate of
profit to fall,
_ b . ;
3, Concrete theoretical Dept, I cf + vi + py =Ly (Process of
knowledge (dlalectlcal : " | realisation)
: t ! —_
materialism) Dept,II cj + VL + Py = Eg
L

III, Process of Capitalist
Production as a whole,

We notice immediately the fundamental problem posed by the prices
of production, which are not for us separated from values, but call
for reference to two essential components of economic theory to
ensure their exact translation:

- a theory of distribution to determine v' and p;
- a theory of the valorlsatlon and depreciation of capital to
determlne c'
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However, as far as the theory of distribution is concérned,
we must note that bourgeois as well as Marxist theory is encouraged
to make it the privilege, the exclusive preserve, of historical or
other sociology, This, to bring us back to our main argument, is
made very clear in Emmanuel's research, where the wage is an
independent variable - in relation to what? - which contains a moral
and a historical element (2&). All the political conclusicns which
he draws from the schemes of unequal exchange only hold because of
the chronclogical - not the theoretical - split between value and
prices. of productlon and from the autonomous character of the wage-
level, which is explalned by the fact that it is located at the
level of appearance alone, on the vlane of economic phenocmenology,
Similarly Piero Sraffa, whose admirable ambition is to develop the
theory of prices of product1on as it was left to us by Marx,
considers the wdge to be a given, not subject to economic analy31s (25)
Emmanuel's and Piero Sraffa's works in other respects so encouragirg
to the development of Marxist economlc theory, are illustrative of
this restriction of the economic field to considerations of appearance
alone, located outside the contradictions which determine it, This
definitely seems to us to be an imuoverishment of political
economy, 2 rerunciation of an all-embracing theory of the evolution
of society, which thereby eliminates any possibility of linking
up with the other social sciences,

Following from this, the debate in which Charles Bettelheim
opposes Arghiri Emmamuel on the significance of the rift between value
(volumes I and II) and price of production (volume III) becomes much
clearer, The price of production is not cut off from value, -which
according to Fmmaruel refers to simple commodity productlon or to
a mode of production in which all branches have the same organic
composition of capital, The price of production is the re- °
determination of value in the concrete essence of the phenomenon,
which means that in' the final analysis it is the re-determination
~within the contradictions of the capitalist mode of production,
Forgetting this determination, Emmanuel, who gives us a correct
answer as to the mechanisms of unequal exchange draws wrong
conclusions because he is the prisoner of a concrete reallty of
which he no longer percelves the essence, - :

From there on the main theoretical question that needs to be
solved by polltlcal economy .is the "passage" from value to the price
of productlon in order to explain the inequality of exchange and
unequal economic development on the world plane, The keys to this

~ passage are to be found principally in the investigation of the

contradictions in the C,M,P, in the dominant economies, Indeed, one
of the things that Emmanuel's thesis - a work which is undoubtedly
fundamental to a more thorough understandlng of the question of
unequal exchange - can be blamed for, is the fact that he takes the
1nequa11ty of exchanges as an end in it®elf, But in fact, unequal
exchange is merely a link between the growth re Uarements of some
economies’ (requlrements determined by the contradictions of the C.ILP,)
and their effects on the development of others, To have some chance
of relocating the writer's thesis in its specific international
determinations, we must first solve the "transformation" of value
1nto the price of production in a closed economy o

' We must realise that polltlca1~economy,'when it is only
abstract or only concrete, cuts itself off from the foundations of
political practice, because it does not allow itself to locate the
contradictions of the C,M,P, on the level of the class consciousness
of the proletariat in the dominant industrialised countries as well
. as in the dominated countries,
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II, TROM VALUE TO PRICE OF PRODUCTION IN A CLOSED ECONOMY, Iﬂ THE
LIGHT OF THE CONTRADICTIONS OF THE C,M,P, OF THE DOMINANT ECONOMIES.,

It is certain that real theoretical progress concerning the
transformation of value into price of production has been limited,
Indeed, with regard to the méthod of transforming W(c+v+s) into
L(c'+v +p), Karl Marx only achieved a partial transformation since
L results solely from the transformation of surplus value into
profit, while ¢ and v are assumed not to be redetermined (26)

On the other hand Piero Sraffa also operates a partial transformation
which essentially effectsthe change of c into c', with the difference
that this solution is unrelated to the development of the contra-
dictions, A first step in the advancement of the theory would

be attained if theoretical research succeeded in uniting the.
contributions of Marx and Sraffa, In the face on this deflclenqy
our aim is merely to trace the transformation of surplus value

into profit, to find its precise significance; this constitutes, we
admit, a first limit on the developments that can be worked on

later when we externd an unsatisfactory apparatus of analy51s to

the problems of the international economy, :

1. The significance of the price of production in relation to
the contradictions of the C.M.P,

Arghiri Fmmanuel considers the price of production to be the
form taken by value in a highly developed capitalist system, As we
have already said, the labour theory of value according to that
writer, refers to petty commodity production or to a capitalist
system in which the same organic composition of capital exists in
the different branches of industry, which could mean a similar
rate of technical progress in the different branches of production,

-The writer discards such a solution, the price of productior being
divorced from value, Thus he writes with regard to value;

"This first part of his theory (Marx s theory of value) can
cover only three cases:

‘1) The case of simple (non—capltallst) commodity production
in which each producer owrs his own means of production, and
these are inalienable;

2) The case of capitulist production at a low level of
develorment where items of equipment ("capital goods") are
non-existent or negligible .., so that what the entrepreneur
advances is merely wages .,,

3) The special case of developed capitalist production where
the organic composition of the branch of industry. under
consideration is equal to the social average, " (27)

But, we are told by Fmmaruel, the obvious feature of a highly
developed capitalist system is the difference in the organic
composition from branch to branch of industry; in this framework
the law of value does not apply and Marx substitutes the "price of
production" for it, (28)

Indeed the character of the capitalist mode of production is -
such as to give the different branches of production different rates
- of accumulation from branch to branch at the level of the total
process: the law of unequal development becomes a given element of
_this process, It is only through the law of unequal development of
" capitalist production - depending 1tse1f on the process of value -
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that the price of production, which emphasises the inequality of .
development of* the different branches of industny,'manifests:itself.
Emmanuel's price of production appears to be a form in itself
whereas 'it is ‘the product of the contradictions. of the C,M,P; ;
unequal. exchange then ceases ‘to be an end result, the scope Whlch
it is given by the writer, and becomes nothing more;jnﬁn a_means

of™ accentuatlng the gaps in development : .

Because of the law of unequal development between branches
. .of industry or between nations as a product of the development
of the contradict ons.of the C,1{,P,, if the exchange of commodities
took place at the labour-values which give rise to those contra-.
dictions, any prdgress in one branch - i,e, an accumilation of the
material means of production - would lead to a smaller rate of
profit (29) for itself than for the backward branches, Such
penalisation would ipso facto arnihilate any progress in the C.ILP.
. In. order for capitalist production to develop on the basis of
dynamic .branches, profits must be in proportion to the accumulation
of capital, and'not,in inverse relation to it; in fact, a new -
distribution of the mass of surplus value must be realised in’
01rcu1at10n, oo _ v T S

; b U : h‘. : . L : :

Whlch is the factor in the total process whlch is- sufflc-

iently. dominant to effect thls distribution? It is capltal,
through its insertion in the socio-economic structure: . . i
"The whole difficulty arises- from the fact that commodltles
are not exchanged simply as commoditiés but as Eroducts of
cagltals which claim participation in the total amount
of surplus-value, proportional to their magnitude, or
equal if they are of equal magnitude, And this.claim is
to be satisfied by the total price for commodities produced
by a given capital in a certain space-of time,":(30). -

Consider two branches of production branch A. - iron production
- and branch B - agriculture, The historical reality of competitive
capitalism.is .the law of unequal development between industry and
agriculture, a contradictory law which follows from the effect,
itself contradlctory, of profit and of innovation, problems Wthh
we cannot develop here, except to recall hat these contradictions
directly lead us deep 1nto the prlvate approprlation of soc1a1
productlon. . S L :

We have :thef ollowing production scheme in Whlch A can be
integrated in the sector .of the. means of productlon, and B in that
of the means of consumptlon. ' : : : , : Co

Bgenches - c _:%‘”. v o As:. | pf “E W
X | woo | too| tooo |2 | 6o
B 1500 g 750 | 750 | 33,80 3000

5500 | 1750 | 1750 | 2.1% 9 000

-

If the ststem obeyed the general law of value (w), no more
accumulation would be p0831b1e in Branch A, ~since Capltal would move.
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. towards B because of the higher rate of profit in this branch;

' The realisation price of the production of A mustbe achieved at the
" expense of the production of B, by a transformation of surplus-
value into profit and of value into price of production, But

branch A does not apply the sectoral profit rate of its branch,

but at least the average rate of profit of the system, i,e, a

rate of 24,1%

The scheme of realisation of production is thus different
from the scheme of production and takes the form of the price of
production:

g . T T !_
i??anches c . v {. P % p'(c+v) | L A
1 ]
i A L 000 1000 ! 1.207 6 207
5 ] 2R
{ B 1500 | 750 |53 2793
| 1 550 I 1750 | 11750 | 9000

Branch A thus realises its product at a value which, on the
one hand, ensures the equalization of the rates of profit, and on
the other hand, implies the appropriation of 207 units of labour
from Branch B, the backward branch,

But can one then say that price of production is independent
of value? It does not seem so; it is heére simply the product of
the law of unequal development between agriculture and industry,
i,e, the result of the contradictions occurring in the process of
formation of value,

ijoreover, consider that it is necessary to use the concept
~of surplus-value, i,e, value, to conceive of the inequality of
. exchange, If one eliminates the concept of surplus-value, one
forbids oneself the possibility of seeing the transfer of 207 labour
~units from Branch B to Branch A, TLet us thus not be surprised that
liberal economists, who refuse to recognise the true nature of
profit, do not understand what the inequality‘'of exchange is, But
it is surprising that Emmamuel does not recognise that the .
determination of the price of production is rooted in labour value,
since he must use it to obtain the concept of unequal exchange,

~2,. From value as a process of allocation to price of production as
reallocation of factors,

a) On the basis of the schemes of expanded reproduction of social
capital, let us subsume the means of production under iron production
and that of the means of consumption under agriculture, thus producing
use-values in units of pig-iron (U,I,) and in agriculturel units (U.A,)

( Thus we have the following production scheme in labour units
u,l,):
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Branches o - _'.v 1 : - ”s:. o w
Dept, I =~ 4000 - +: 1000 % 1000 . = 6000
'Dept, IT 1 500 + 750 . 750 = 3000
f | —
; 9 000 ;

Behind this production of exchange values are concealed use-
values (U,I, end U,A,) with 475 U,I, in Dept, I and 1 600 U,A, in
Dept, II, determining a relation of exchange such that:

M UI, = 12,6 u,l,
1 U.A. = 1 8\.11
i,e, 1 UF, = 7. U,

‘We see that, in the productlon phase;, the determlnatlon of the
socially necessary labour-time is the root, both of the allocation
of factors to Dept. I and Dept, II, and of "the determination: of the
technical relation which unites them: the organic composition of
capital of L4 in Dept, I and 2 in Dept, II, This determination of
the socially necessary labour-time appears to result from the process
of production only as an after-effect, but this is due to the
restriction created by the formal character of the argument.,

In reality it precedes and is hound up with the process of
production, The socially necessary labour-time is intrinsically
linked with the coherence of the apparatus of prcductlon in the -~
allocatlon of factors and their relatlon '

b) Value and allocation of factors of production,

. To make the preceding proposition explicit, we can use a
production possibility curve, expressing the output of pig-iron,-
and of agricultural products according to the allocation of factors
between'these activities, In order to suﬁpllfy things, we.reduce
constant capital and the labour force to a single set of factors,
disregarding their relation, We have- 9, 000 u,l, which are used -‘
respectlvely in a sector of increasing yleld (1ron prcductlon) and
in a sector of decreasing yield: (agrlculture), These industries
thus represent, one a dynamic activity, the other a regressive
activity; we know that the dynamism of a sector depends on the
scientific and technical research pollcles pursued in relatlon to
that sector. . . N :

For example, 1n]Dept I and Dept, II the functlons of .
productlon expressed in numerlcal terms are ‘ ‘



w1, |1 000|zcoo|z 00 |4 0065 c00|6 0007 co0 | cod|s coo
v.I. | 70| 6| =2to| | ys| o oa7s| s7s| o 6o eco
T, | 800 |1 200 |1 oo |1.900] 2 050| 2 2002 300 |2 350 | 2 4CO

We irfer from this the. different prejuction c~oioes'eccofd1nw to
the allocation of factors between Dept, I and .Jent II which ellows us
to draw tle rrOQuotJon p0541b111t" curve: -

vl 2l 3| al sl sl 7| &l 9|
v, | ol 7ol twof zo| zo0| 375| 475| 575| 680 | oo
U.A, | 2,400 |2 350 | 2 300 | 2 200 | 2 050 [1 900 |1 600 |1 300 | €00 o

Disgram I

Allocation of factors according to the relations of
exchango between productive activities,

ANuz
800 |

. 700 TUE=78U.A.

00 1U.I=70.A

30
400
300
200

100

A
O 300 600 900 1200 1500 1800 2100 2400
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Point P is in fact determined, on the production possibility
curve, by the relation of exchange which imposes itself on the
productive system in such a way that 1 U,I, = 7 U,A, It is the pig-
iron - wheat relation of exchange which dominates the allocation of
factors of production between Dept. I and Dept, II, i,e, 6 000 u,l,
in Dept, I (producing 475 U,I, ) and 3 000 u,l1, 1nIDept IT (produc1ng
1 600 U,A,)., Behind this relation of exchange is concealed the
socially necessary labour-time, iteclff dependent on the dynamism of
the sectors and on the requirements expressed, i,e, those basic
internal elements which it is hardest to brlng out into the open
(profit policy, innovation policy), Finally, the expanded reproduction
of social capital, as it emerges from the numerical scheme, merely ratifies
a certain allocation of factors as a function of the socially necessary
labour-time,

If we take point p' 575 U,I, and 1 300 U,A, as a result of a
new relation of exchange such that 1 U,I, = 7,8 U,A, (1 U, I, = 12 u,1,
and ¥ U,A, = 1,54 u,1, ) we obtain a new allocation of factors,
modifying the scheme of expanded production in an even more favourable
direction, i,e, 7 000 u,l, in Dept, I and 2 000 u,l, in Dept, II, which
gives the follow1ng production scheme:

i _ c v s w

(4) Dept, I L000 + %500 + 150 = 7 000

(B) Dept, II 1 000 + 500 + 500 = 2 000
9 000

In reality the path of growth towards dynamic industries, if
it is potentially outlined by the policy of profit and innovation,
is effectively obtained by the price of production which plays the
role of an amplifying mechanism in the transfer of production factors
from B to A,

c) In this way, then, the scheme of expanded reproduction ef social
capital according to value goes with a schame of realisation according
to the price of production; one can thus state that the expanded
reproduction of social capital in its concrete essence is carried

out through the price of production; this is a different theoretical
level from that of expanded reproduction given to us by Marx in its
abstract of essence, (31)

The preceding scheme of production is thus realised in a new
formm; Dept, I leyying 207 u.,l, from Dept, II thanks to the price of
production, which indicates the new relation of exchange between
iron and the agricultural goods,

1 U.I, = 13,08 u.l
1 U,A, = 1,75 u,1,
ie. 1 U.F. = 7.5 U.A
c v s L
Dept, I L 000 + 1000 + 1207 = 6207
Dept. II 1 500 750  + 5,35 = 2 793
9 000
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However, the continuous movement of reallocation ef factors
-of production frem Dept, II towards Dept, I can only continue as
long as the consumption of the capitalist and of the labour force in
Dept, I and Dept, II are covered, A first limitation, at a certain
moment in the concrete process of expanded production, comes to
halt this reallocatlon of factors and thus to block the process of
accumulation,

The second limitation is that of the tendercy of the rate
of profit to fall, which is inherent in the internal process of
accumulatlon.

Following from thlS the concrete process of expandeé
production can only develop as long as it is possible to transfer
onto the less developed countries the backward branches which, at
-a certain moment, are a brake on capitalist growth, This is_the
question of unequal exchange at the international level, :

III FROM INTFRkATIONAL VALUE TO THE PRICE OF PRDDUCTION IN THE
INTERNATIONAL SPHERE, UNDER THE CAPITALIST #CODE OF PRCDUCTION IN
ITS CQMPETITIVE PHASE

We know that Marx has put forward two klnds of explanatlons
for.competitive capitalism, of the inequality of world exchange (32),
with on the one hand the theory of international values, and on
the other the theory of the rate of prefit, Despite thls let us
immediately observe that, in the process of production as. such
~-the determination of 1nternat10nal value obeys natlonalgprlnclples
(value) whereas the world price of production realises a form of
value on the world plane; it is immediately necessary to remove the spatial
reference from each theoretical level, In fact, international value
- is the expression of the process of production as such (33) whereas
the world equalizing of' the rate of profit based on differential
rates of surplus-value (world price pf production) is located at the
theoretical level. of volume III, The theoretical problem then is
to move from international value to the world price of production,
To understand this new determination of international value in the
world price of production, we must reverse the argument and start
from the observable form of value - the price of production - to
see how international value works in the determination of this cost,

. However, we must not ettempt to conceal a theoretical difficulty
which is the cause of the total lack of communication between .
Bettelheim and Emmanuel, When one extends the schemes of price
production from a closed econocmy to an open oneé, this implies that
one shifts from national value (w) ‘to international value (w') as
_the basis of the new determination of value in terms of international
price of production, To compare labour-time between nations, we'
must accept a simple international labour-time to which concrete
labour-times which are unegual from nation to nation can be reduced;
one cannot compare what is not comparable, an hour ef labour in the
subsistence economy in Africa, Asia or Latin America with an hour of
labour of a mettallurgy worker in Detroit, The schemes developed by
Emmanuel implicitly accept this- reduction to a simple international
unit, sanctioning an average international social labour time, But
how is this international social time determined?

E mmanuel's solution is, it seems, to pretend that, as a result
.of the opening of exchange, the only reality is not the national
framework ~ thus the formation of a specifically national social
labour time, with a national value specific to the development of the
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- productive forces - but the international framework itsslf, National
value does not exist, The only reality would be international value
which would depend on the average development of the productive
forces at the world level; this appears very clearly in the course

of his polemic, where he ends up writing:

"In tPe context of world econcmy, the value that counts in
measuring necessary time, is social (world) velue, and not

the individual (nat10nal$ value of the goods represented .

by wages ,,, I argue in terms of world economy because I

am seeking the laws of the formation of international value

and the possible transfers of wealth from one country tc

another that may be hidden in the structure of this value, "(34).

Fmmamuel's reasoning assumes the problem to be 501ved’a priori;
it is no longer a gquestion of loocking for the laws «f formation of
international value, which asserts itself as it is - and one may be
surprised that he writes the opposite — but the question is then to
move from international value to the international price of production,

It seems on the contrary, that the only truth is the existence
of economic blocks, USA, Canada, Europe, Asia, Africa, Latin America,
with one fundamental opposition, that between the dominant capitalist
countries and the dominated capitalist countries, The formation of
value is specific to each economic block on the basis of the
disparities in the level of development of the productive forces
and the relations of production, If one unit of concrete labeur
. produces 1 U,A, in the dominant country and if one needs 2 units of
concrete labour to obtain 1 U,A, in the dominated country, accepting
the same scale of needs here and there, can one compare these
labour-times and say that, in international exchange the dominant
country "exploits" the dominoted one? The exchange of 1 u,l, of the
dominant country against 2 u,1l, of the dominated country rests
objectively on the inequality of development of the productive forces,
it being understood that it is necessary to reduce 2 u,1l, of one
into 1 u,l, of world social labour: from then on, there would no
longer be any inequality of exchanges, a strange result if one is
not careful,

The inecuality of exchange, clearly &Dosed byMarx as the
exchange of a larger quantity of labour of the dominated country
against a smaller quantity of labour of the dominant count:y,
crystallised in the commodities produced and exchanged, demands
the determination of an international value to which national values,
which are not by themselves comparable, can be reduced, Otherwise
one would have to accept the hypothesis of a homogeneous world
economic space, characterised by the disappearance of nations and
the absence of inequalities of- development :

Whatever the case may be, we start with the ideal that an
international value (w') has developed, to which different national
values are reduced, in order to emphasise the inequality of
exchanges in the world prices of production at the level of concrete
reality, It will be necessary then to examine how international
value ensures this inequality, '

1. World price of production and unequal exchange,

Emmanuel distinguishes two forms of unequal exchange (35), s
does Bettelheim (36): unequel exchange in the brcad sense of the tem -
different organic composition of capital from nation to nation, at the
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same level of wages - and unequal exchange in the narrow or exact
sense of the expression - a difference in wage levels, What opposes
our two writers is the relative importance attributed to one or the
other of these two meanings of unequal exchange,

For us, the one camnot be separated from the other, since
unequal exchange in the narrow sense is merely the result of an
evolution started by unequal exchange in the broad sense,

a) Unequel exchange in the broad sense: equal rates of surplus-
value, unequal orgenic composition,

We know (37) that international exchange depends above all
else on disparities in the levels of the productive forces; this
gives a comparative advantage to each nation solely at the level
of use-values, thus forcing the less developed nations to accept
a specialisation which, on the surface, appears advantageous, but
which, in the long run, determines their non-development, This
gap in the development of productive.forces affects essentially
the dynamic activities, thus allowing us to oppose two systems of
production as two nations - (i) (industrialised nation) and (j)
{non-industrialised nation) - which are open to international exchange,

Before international exchange

- Nation (i) is represented by two gepartments of production,
with a different organic composition in the different departments,
and an identical rate of surplus-value defining equal wages, i,e, the
characteristics put forward earlier:

PRODUCT ION REALISATION

c. v s w' p' P L
constant | variable |surplus | price i rate of | realised jprice of !
capital |capital |-value } value ; profit ! profit production ;

) !
1}
(3

Dept, I 4 000; 1000 | 1 000]|6 000/ 1 207 6 207
\’21|'01§6 ,
Dept, II| - 4 500 750 750 13 ooo) 543 279 |
: ] ]
5500 1 750 175019 oooj 1 750 9 000

- Nation (j) ddsposes of 6 000 u,l, reduced to international
u,1, Less developed than (i), we can say that (j) has an identical
agricultural production function to that of the industrialised
country, but that its function for iron production is less favourable,
‘because it is less well endowed with means of production (artisan);

’

wl, | 1 000 2 000 3 000 L 000 5000 | 6 000

1
t

v, 50 100 160 230 300 | 300

U.A, 800 | 130 |1600 | 1900 {2050 | 2200

d {
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We deduce the production possibility choice according to
- allocation of factors: . '

| - '; |
‘ L N B S N S N RN N LA
? i ’ ; :

(UL, O/ 50 ; t00] 160 | 230 | 300 | (300)

3 ' I | , _

U, 1 2200{205 |1900}1600 {1300 | 800 o

The socially necessary labour-time determines for example,
an exchange rate of 1 U,I, = 10 U,A,, i,e. on allocation of
factors of 3 000 u.l, in Dept, I and of 3 000 u,1l, in Dept, II,
lead to a scheme of expanded reproductlon of social capital of
the follnw1ng type:

e v s

I

 Dept, I.[1 500 + 750 + 750 "3 000 (160 U.I,)

{
i
)
'
i
|
i
i

3 000 (1600 U.4.)

"Dept IT{1.000 + 1000 + 4 000

The total process of capitalist production of nation (j)
is then:

| PRODUCTION ~ | REALISATION
c E v o, s E W §  pt é p | L
j ' .
Dept, I |1 500 750 | 7503 000 L 927 13 177
L | Lt 160 .
Dept. II |1 000 |1 000 {1 000 3 0O - 823 |2 823
| 2 500 {1 750 {17501 6 000 . . . |6 000
3 ] ; : o

The apparent potential rate of exchanges between the products
of (i) and (j) is: % hour of living labour of (i) is exchanged
against 1 hour of living labour of (j), i.e. a rate of U,I,/U.A,
between 1 U F./ 7 U.A, and 1 U,F J10 U A., as- is taught by neo-
'cla551ca1 theory.

Aftér international exchange,

Since (i) has the comparative adVantage in iron production,
and (j) in agricultural production, with international exchange we
see an internal reallocation of factors of production towards
iron production in (i) and agriculture in (j)., Without questioning
the precise determination of the reallocation of factors nor the
actual international mobility of capital, one obtalns the following
national aggregates:
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PRODUCTION ' REALISATION
Country c | v s % w_§ p' P i L'
(i) | 550011 750! 1 750] 9 000f 2 241 9 461
S . 30.4% :
(3) 250011 75011 750 6 ooog 1 2891 5 539 i
8 000!3 500| 3 500115 000; | 3 500{15 000 ‘

Nation (i) apprcoriates 451 u,1l, from nation (j). To
realise ihe gilar O Mr'Tva value, one hour of living labour of
(J) 1f proveniel as the srsivalent of 8? .82 (38) hours of labour

00
in (1), Tlxis procsds constitutes the first basis of the under-
evaluaticn of the value of labour power in nation (j) converging
towards insquality of wages as a long-term trend,

Enranuel, however, sees in this process - unequal exchange in the
broad sense - merely a form of the inequality of exchange inside
the sphere of dominant economies, since wages are deemed to be
equal, inequality being due only to the difference in organic
composition ¢f capital, Nevertheless, if one accepts - -that this
difference of the ciganic composition of capital is the result
of the law of unequal development, not only from one branch to the next,
but from one nation to the next, one camnot consider this form
of unequal exchange as merely characteristic of inequality within the
dominant capitalist srhere, It becomes on.the one hand the
basis of inequality through differing levels of wages between
industrialised and non-industrialised countries at the time of the
building of the international division of labour in .the 19th
century, and on the other, today, a new form of unequal exchange
to the extent that monopoly capitalism, launching into the -
scientific and technical revolution, throws back on to the non-
industrialised countries the productlve activities of the first
industriel revolution, 2 new form which, as we will see later
is determined in a dlfferent way,

The problem that needs to be solved is, in the first. case the
mechanism leading to the increase of inequality by means of. the
differences in wages, or the under-evaluation of the value of
labour-power in the non-industrialised countries,

b) Unequal exchange in the narrow or pure sense of the expression:
unequal rates of surplus-value,

At the international level of exchanges between industrial-
ised countries and non-industrialised countries, an increasing
inequality of wages asserts itself; it is today rumning to 1 to
20 and even higher, Considering that the gap in development
between Europe and the liaghreb for example, was much less marked
in the middle of the 19th century than it is nowadays, and similarly
the gap between Great Britain and India or Portugal, one can accept
the fact that wages in the respective regions did not at the start,
give rise to noticeable differences: unequal exchange then resulted
- other things being equal - more from the differences in
organic composition of capital under the influence of the vertical
international division of labour than from the disparity in wages,
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Slowly, however, this last disparity increases and rapidly becomes
dominant, even under competitive capitalism,

Thus, the preceding scheme is modified in such a way that the
wage level of (j) is 5 times lower than that of (i), Let us more-
over accept that the productive activity of (j) remains as produc-
tive as that of (i) (same production of value, transformed, given
the underevaluation of labour-power, into & higher rate of
surplus-value) at least in export activities,

! ,! _ :
. PRODUCTION | REALISATION
T 7 T
' Country; ¢ v s w' % p' r ;, L
(i) [ 5500175011 750, 9 000 4 | 3625 |10 875
(j) | 2500; 350!3150 6 000 , 1275 4125
i x | : 4
' 8000|2100 ! 4 90015 000 i 4 900 ! 15 000

Whereas exchange - at prices equivalent to values - states that
one hour of living labour in (i) is equel to one hour of living
labour in (j) with the price of production we have a new rate of
exchange allowing for the transfer of 1875 u.l., from (j) to (i),

i,e, one hour of living labour in (i) is made the equivalent of
close to two hours of living labour in (j); at a rate of equal
productivity in both countries . !

We find two phenomena at the root of the transfer, on the one
hand inequality of wages, on the other a fairly high productivity
in the export sector of (j), be it only to justify the sheer
size of the surplus appropristed, We will have to come back -
to this last ypoint since industrialised economies could not
appropriate a surplus where it does not exist, (39)

As Emmaruel writes:

"It thus becomes clear that inequality of wages as such ,,,.
is alone the cause of the inequality of exchanges," (40)

Where it is time; it seems to me, to separate ourselves from
Emmanuel, is where he makes the wage itself into the explanatory
variable of inequality, The wage would have to become the
independent variable in the system:

"When, however, wages vary at the rate of 1 to 20 or

1 to 30, and vary only in space, while possessing extreme
rigidity in time (in which only a slow and linear trend
is to be observed, with hardly any variation), we are
indeed compelled to recognise that they probably vary

in accordance with laws peculiar to themselves and that
consequently, they really are the independent variable

of the system," (41) :

Such a view does indeed bring about a separation of the
price of production from value, in the same way that it confuses
the sphere of circulation -~ where inequality is realised - with
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the sphere of production which forms the basis for it, The analysis
remains superficial, since what we must take into account are the
‘mechanisms which lead to an,underevaluatlon of the value of labour-
power in the non-industrialised countrles an under-evaluation on
which, in the sphere of circulation, the effectlve reallsatlon of
the 1neqpa11ty of exchange depends,

- It is, to say the least, curious that Emmanuel should
havlng ‘got to this point, draw the explosive conclusion that the
labourers of the underdeveloped countries are more exploited
than those of the developed countries, in the sense that the latter
benefit from imperialist exploitation, The ultimate consequence is
the absence of international solidarity between workers, the class
struggle being henceforth between rich countries and poor countries,
But, looking closely at the schemes of inequality of exchanges
one simply notices that the transfer of surplus value takes place
from the hands of the capitalists in (j) to the hands of the capi-
talists in (i); the appropriation of surplus-value - not to be confused
with exploitation - is made by one capitalist class at the
expense of another, and not by one working class from another,
Without any transfer of surplus-value from (j) to (i), nothing
would be changed in the rate of exploitation of the workers of (J),
except that then the capitalists of the dominated nation would
keep for themselves the surplus-value that theJ have extracted
from their own workers,

In fact the problem is that of the dependence of one
bourgeois class on another, the first being relieved of the surplus
which, were it not for 1mper1allst nations, it could dispose of
for the accumulation of capital, This explalns the incapacity
of the bourgeoisie in the underdeveloped countries to organise
economic development and the political reactions of this social class;
in Letin America, for example, it sometimes oproses American
1mperlallsm by natlonallsetlons thus aiming to recover for itself
the surplus value which goes abroad " Besides, these attempts at
recovery in no way demonstrate that the South American bourgeoisie
could effectively accumulate the available surplus, since unegqual
exchange in itself does not explain the non-development of the
productive forces; this is to be accounted for by the logic of

. profitability and by the incapacity of that bourgeoisie effectlvely

to absorb any productive activity, especially the more dynamlc be-
' cause of a basic gap in the level of development -

2. Internatlonal value and under-evaluation of the value of labour-

power,

The problem is to ‘determine the international value éw')
on the basis of the national values of nations (i)(w ) and J)(W )

a) Marx's law of internationel values

This law, formulated by Karl Marx (42), and taken up by
‘the economists of eastern Europe, can only be interpreted as a
law of competitive capitalism since it postulates that comparisons
of labour productivity - which determine specialisation - are
possible; this means that specialisation between primary producing
countries and countries producing maemufactured objects are only
at an elementary stage, a situation which is very remote from
contemporary circumstances,

The thesis put forward by the writers who refer to it (43),
expressed the idea that the value of the products supplied is
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inversely proportional to the productivity of labour of the
‘national economy in the various activities; Taking into consid-
eration the degree of inequality of the productive forces, the
‘value of products offered by developed countries would necessarily
be lower than that of products offered by the less developed
countries in corresponding departments of production, The average
international value of any product, being located between these
two values, would thus allocate an exsess value to the commodity
of the developed country and a value less than its actual value to
that of the less developed countny.

'On this line of analysis, Goncol writes:

"The international value of the mass of commodities
produced in the more developed country is greater than
its national value, The national value of the mass of
commodities produced in the less developed country is
greater than their international value, From this it
follows that the distribution of the surplus created by
the division of labour on an international scale and
realised via the international exchange of commodities

is shifted in favour of the more advanced country; in
other words, the capitalists from the more advanced country
reap the fruits of the increase in their own productivity
as well as those of the greater efforts produced by the
backward, countries," (44)

What this argument leaves out of consideration is that
it requires that, on the one hund, the levels of productivity
do not have a dlfferentlal of 1 to 40 (limiting ourselves here
to agriculture (45)) as they do nowadays, since in such a case
average international value no longer has any meaning, .and that,
‘on the other hand, comparisons of productivity, before exchange
should be possible, But the fact is, to take one example, today
there exists no criterion to determine the value of heavy
equipment produced by underdeveloped countries, since they do
" not even have the poss1b111ty technically of conce1v1ng of such
'productlon

Ye must thus observe that at present thls law is no longer
o2 much help to us in approachlng theoretlcally the 1nequallty
of exchanges, It can only have meaning in the initial process
of specialisation, i,e, at the stace of" competltlve capitalism,

b) From the law of international values to the under-
evaluation of the value of labour power,

‘In order that the transferred surplus be of respectable
size, we must accept that the production of the export sector of
: natlon (5) is as advanced as that of (i) in corresponding sectors;
the productivity of the plantation sector easily bears comparlson
with that of agriculture in capitalist economies, But in inter-
national value, its productivity is submerged in the average sur-
rounding productivity, that of the subsistence sector, We can
put forward, as a possible hypothesis, that the difference in
p%cdu"t1v1+y of * to L9 (/5) between itroditional agricuvlture and
capitalist agriculture thereby establishes a difference of the
same order in the wage levels,

In fact, the mistake made by Goncol, Pavel and Horovitz in
their use of the law of international values is to confuse, as does
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Emmanuel in an opposite way, the bases of unequal exchange in the
sphere of production with its effective realisation in the sphere of
circulation, To the extent to which an average international

value potentially develops - which implies. once again that com-
parisons in productivity are possible — it follows that.it acts

on the necessary underevaluation of value in country (3) and

thus on the only source where one of the components of value can

be reduced: the value of labour power, i,e, in the final

analysis, the wage, The international price of production rati-
fies this underevaluation and nothing more;

We have in fact two stages: the first is the underevaluation
of the value of the commodity exported by (j) due to the formation
of an average international value, the second is the resulting
effect of this underevaluation on that of the value of labour-
power in (j), : B

On the other hand, we know that agricultural productivity
in the subsistence sector in the non-industrialised countries is
worsening in the long run, due to-the hiatus in the agricultural
social metabolism introduced by the penctration of capitalist
values: we thus see that the productivity of the export sector
will consequently grow parallel to an increasing inequality of

wages, and in the end, to an increasing inequality in internat-
" ional exchange, . ' ' ‘ : :

What is fundamentally different between w, and w' is the value
of labour (international value) and the exchangejvalue of labour
(national value) determined by the level of development of the
national productive forces, Indeed the value of labour becomes,
as we must admit, an international value in terms of the relative
mobility of capital and of techniques, insofar as the export sector
of the less developed countries is concerned: the value of labour
in ore extraction in Mauritania or in the iron mines in Lorraine
is identical; this is true for all the export activities in the
underdeveloped countries, What remains as national value is the
exchange value of the labour-power which is not determined by the
average international conditions of maintenance and reproduction,
but by the specifically national conditions of maintenance and
reproduction,

To make our argument explicit, take the following scheme:

1, - international } international
labour value v s conditions of
' ‘ productivity
S
2, — national value -341 ' ' national
of labour v ' : —>» conditiops of
-power : Ce— . the cost’ of

reproduction, of
maintenance and
~of formation of
labour power,

But in the less developed country, for the capitalist export
sector, theexchange vine of labour power is held to be zero, since
it can pass on to the traditional sector (from which it draws the
labour force it needs) the cost of reproduction and of training,
as well as the cost of maintenance, The level of wages is not an
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independent variable, as Emmanuel maintains; the independence
of the level cf wages is only that of the national value in
relation to that of the international value,

In conc1u51on unequal exchange in the C,M,P, at the
competitive stage depends on a mechanism of determination - the
international value of the commodities produced and exchanged -
which leads to an underevaluation of the value of labour
" power, in other words the penetration of capitalist values,
thanks to the application of the law of comparative costs,
creates a hiatus in the social metabolism of the nonflndustrial-
ised country, producing the erosion of agricultural productivity
and thus justifying this underevaluation of labour power, In
the sphere of world circulation an inequality of wages emerges,
leading to the formation of a price of production, which transfers
to the industrialised countries a greater or lesser part of tne
surplus produced in the non-industrialised country,

The mobility of capital is certainly an indispensable
element in the justification of this transfer, but this factor only
plays a marginal role; its essential function is the justification
of the transfer itself, intervening only more er less in the
process of production of the less developed country, since
specialisation starts off on the basis of ex1st1ng situations,

On the contrary, in monopoly capitalism, side by side
with inequality of wages, the export of capital becomes preeminent
since it supports the implantation of highly productive activities
- producing an incressing surplus - which, though they have been
rejected hy the C,M,P,, zmplify the inegualitx of_exchanges

Unequal exchange has a sneC1f1c1ty at each ‘stage in theé
evolution of the C,M .P., in accordance with the function vested
in external trade vis-a-vis the modes of production and of
realisation of the economic surplus specific to each,stage.

IV THE LAY OF UFFQUAL EXCHAMGE U}DER HIONOPCLY CAPITALISM

: What dlstlngulshes the law of unequal exchange in monopoly
capitalism from that in competitive capitalism is not the form
it takes itself, but its new determination in the process
of production, due to the specific contradictions of each stage,

The latest modification in the role played by export of
capital in a qualitative aspect - and not a quantitative one - is the
casting off of productive activities dating from the first indust-
rial revolution which slow down monopoly growth, As these
activities usually call for relatively low labour skill compared
to that demanded by the activities of the scientific and technical
revolution, the inequality of wages is increased by the inequality
in the organic composition of labour, (h?) Moreover, the
mechanism for the determination of the price of productlon disregards
the law of international values, at least in the simple form this
takes as it appears in competitive capitalism, since the comparisons
of productivity, when the gap becomes immeasurable, can no longer
give rise to the emergence of an average 1nterndtlona1 value; the
underevaluation of the value of labour power appears to be dJrectly
due to the erosion solely of productivity in the subsistence
economy of the non-industrialised countries, :



89.

One of the essential characteristics of international economic
relations between industrialised and non-industrialised countries
under monopoly capitalism is the "casting off" t the third world
of productive activities dating from the first industrial
revolution, e,g, the textile industry based on natural fibres, basic
steel production, and certain food industries, In fact, very often,
political considerations, linked to the security offered by a
certain zone, come to reverse this movement which is then limited
to certain enclaves known to be "safe", At the same time the
present level of development of the productive forces in these
regions does not allow a real spread of these productive activities,
Industrialised capitalist economies then turn the problem round
by transferring labour-power from the third world to the European
or North-American capitalist sphere where these activities
apparently remain located; but the nature of these industrial
activities is already of a different order; this manifests
itself in the inequality of wages - just as if these industries
were economically elsewhere, The fact that these industries remain,
in part, in the industrialised capitalist sphere could not mask the
fact that everything happens as if they were the actual "3p901a1—
isation" of the third world, ;

But the productive activities of the first industrial revol-
ution, as Radovan Richta has so correctly emphasised, imply ‘a
specific combination of the productive factors with the relations
of production, similar to a specific growth model, and especially
for our purposes, a determined type of social relation, notatbly
in the material conditions of labour powerg

“"The process of industrialisation was based on a breakdown
of labour into abstract elements, and eroded the trad-
itional, (artisan) quallflcatlons of the worker, The
simple and monotonous use of labour power in immense
armies. of specialised workers - who operate mechanisms

" which prescribe the economic rhythm - becomes the basis
for mass industrial production, The nature of wage labour,
in its real form, has deprived a great part of industrial
labour of its human values; it has separated it fram the

- intellectual potentlalitles of life, and has reduced the
whole of human activity to a simple means of existence, in
which man no longer lives, but merely works to surV1ve "(48)

A fragnrntcd labour, dervoid of all creutlvo facultles apart from _
its slc vrry Viswn=vis Cdpltal and the’ ‘gencration of” uurplus value
or surplus, is inhcrcnt in ‘the tochnieal nuturc of the industrial
rcvolutlon. This fragracnted form of labour is oproSod to that
dorived from thc seicntific ard technical rcvolution which
"eliminatcs the mags of semi- or unskilled lsbour from thé work—
shops and offices™ (48) and which by contrast shifts human
activity tovards the functlons of hlﬂhcr technicions, cnginecrs,
scholars .., C

It is clear thet the productive activities of the industrial
revolution involve a .labour skill of:a:relatively simple order -
even when it is "skilled" «'by comparison with the more complex
nature of the: actlvitles of the scientific.and technical revolution
"~ of. monopoly ‘cdpitalisin,’-The organic tomposition of labour (complex
labour/simple labcur) differs from place to place and thus gmplifies
the inequality of wages, In cases where the wage of a worker in
the third world might tend to increase relatively and narrow the
gap which separates him from a corresponding worker in the developed
country - this is mere conjecture - the inequality in skill ensures
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the inevitable continuation of inequality in the level of the value
of labour-power- through the unequal reduction of complex labour into
simple labour, Thus, in our preceding examples of the "realisation"
of unequal exchange through the cost of production, it would be
possible to accept that the value of the labour force is identical
in both the industrialised capitalist country and in the non-
industrialised capitalist country; whereas the inequality at the
level of wages is due to the fact that country (1) only. employs
complex labour equivalent to n times the simple labour of country
(j). This formal equivalence in circulation is merely the appearance
. of a nonequivalence, and of an unequal reduction of cemplex labour
int? simple labour,

To the extent to which here and there, productivity differs
considerably depending on whether the nature of the productive
activity relates to the industrial revolution or to the scien-
tific and technical revolution, comparability in reducing simple
and complex labour to a scale of equivalence collapses and is
destroyed in its internal basis, The value of labour power in an
activity of the industrial revolution becomes incomparable with
that of the scientific and technical revolution, The monopolist
mode of production determines - by a scientific procedure -~ the
correct equivalence in the realisation of the value of nonequivalent
labour, of another order, in another mode of production, this
nonequivalence becomes worse, given gaps in productivity which are
increasing in size, ‘ j

This specific procedure is once again the maintenance and
reproduction cost of the value of an engineer's or a researcher's
labour-power (cost of formation and level of the cultural, leisure
and consumption patterns) compared with the maintenance and
reproduction cost of the value of the labour-power of an African,
Asian or Latin American worker, .This last value is practically
counted as zero, primarily because of the low productivity of
the subsistence sector which determines the costs of maintenance
and reproduction of any labourer, .

Further, the traditional sector, under attack from the
modern sector, releases a labour-power for employment by the
modern sector - whether in the geographic sphere of underdevelop-
ment or in the sphere of monopoly capitalism - which costs practically
nothing to bring into being, while its maintenance cost is
relatively low, Skmple labour is purely and simply underevaluated
in relation to complex labour, -

These few remarks on "unequal exchange" (50) do not protend
to exhaust the wealth of a phenomenon which, according to us, can
only be grasped to the extent to which the determination of inter-
national exchange is, to its full depth, put in the context of the
mode of production and of realisation of the surplus of dominant
economies, Besides, unequal exchange in international economic
relations does not, by itself, account - at the level of
commodities ard of capital - for the vastness of appropriation
of surplus; we must add to it the migration of workers
from underdeveloped countries towards the capitalist metropoles,
which creates profits for the latter which are just as important
as those acquired through international cxchange in the strict
sense of the word,
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BOTES -

Christian Palloix is at the Department of Law and Economics,
Grenoble, This article, originally written in Jamuary, 1970
was intended as a report for the Centre d'Etudes et de
Recherches Harxistes to open the debate on Unequal Exchange,
Later the article was published, without alterations, in
L'Homme et la Socicte: Revue Internotionale de Rechorches
ct_de Synthcses Sociologiques, Mo, 18, Oct,-Lec, 1970, Ve
should, thercfore, rccord (follow1ng Palloix' own statement
to thls cffect) that the article cun only be rcgarded as
the provisional stage in a debatec in the contemporary
reappraisal of ifarxist theory concerning internctional
cconomic relations, :

If André Gunder Frank (ih Capitclism and Underdevelopment

in Latin Amcrica, Monthly Review, New York, 1969) mentions
unerual exchange, he never suggests o theoreticul explanation
for it, Amongst others, East European cconomists systematic-
ally refcr to iarx's law of international value,

Cf, the Algiers Symposium (21-2) ifarch 1969), ard the Centrc
d'Etudes ¢t de Rechcrches Marxistes, (C E.R,M.) seminar

.of 6 Deccmber 1969,

Herri Denis, Le 3 ;

sance econom;gpe de 1'Burope 0001dentale et des Etats Unis
d'Amerique, Cehiers de 1'I.S,E,A,, série P.N,5, May 1961, N, 113
P 3-89,; L'Bvolution secculcire des termes de 1'echange entre
1'Burope industrielle c¢t les regions sous-dceéveloppees, Un

essai d'interprétation, Caohiers de 1'I,S,E,A, sériec P.N,7,

Dec, 1962, pp 1-16,

Arghiri Emmaruel, Unoqual Exchange, Mew Left Books, London,
1972, On this p01nt one should also take into account varlous
articles by the scme author published in Problemes de
Planification, No, 2, 1962 and Po 7, 1966

Charles Bettelheim, MEchange 1ntcrn3t10na1 et developpemont
regioral", Problrmes de¢ planification Mo, 2, 1962 39p,

2

A1so Appendices I and III in A, Emmanucl op, cit,, pp 271 -
322 and pp, 342 - 356,

Serge Latouche, La oauprrlsutlon a l'echelle mondiale, thesis,
Paris, 1966, L'echangc inegal et la question des debouches
unpublished document, Seminaire Aftalion, Puris 1968,

Christian Palloix, Problemes dc¢ la croissancec en economie
ouverte, ilaspero, Paris,; ZFconomie et socialisme: Documents,
Etudes et Recherches VMo,1, 1969,

Cf, V,I, Lenin, "A Charactcrisction of Economic Romanticism®,
Collected Works, F.L.P.H,, i#oscow, 1960, Vol, 2, p, 162:

"The romanticist says: the capitalists cammot consumc surplus-
value and thercfore must dispose of it abroad, The question
is: do the capitolists supply foreigners with products gratis,
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14,

15.
16.

7,

18,

92,
(cont,)

or do they throw them into the sea? They scll them - hence,
they receive an equivalent; they export certain kinds of products
- hence, they. import other kinds," (Cur emphasis - C.P.)

Cf, Karl lMarx, Fondements de la critique de 1'economie politique

(ol ol ol o)

Anthropos, Paris, Vol, 1, pp, 222-223 (Grundrisse).

Cf, oanalyses of the §inger-Prebisch variety,

Let us be cautious and remind the reader of what Marx meant

by "society": "Society does not consist of individuals; it
expresses the sum of connecctiors and relationships in which
individuals find themsclves," liarx Grundrisse, (Ed, D. icLellan)
‘Mecmillan, London, 1971, p. 77. :

In the Grundrisse as well as in Capital (loscow, 1954-57-59),

the field of political economy is situated in production, cir-
culation, distribution, the realisation of social product, on

the bas1s of the relatlons of production and the level of

the productive forces,

This is the well knrown position of Althusser, in the inter—
pretation he gives to iarxism and to political economy,

A Marxist like Henri Denis would not reject such a position,

Lucien Seve, ifarxism et theorie de la persomalite, Editions
Sociales, Paris 1969, pp. 34-35,

Marxist economists like J, Bernard and H, Denls in France,
‘Kantorovitch and ‘ovozhilov in the U,S.S.R, reflect the
evolution towards the econometrics school, Let us take note
of the fact that their work - which underiably is of Marxist
interest - are well regardcd by the empiricist school, they
‘are nccessarily brought to work on the level of that school

Karl Marx, A Contribution to the Crltlouc of Political Economy ,
Lawrence & Wishart, London 1971 (Scctlon called: The method
of political economy), pP. 205,

Karl Marx, Ibid,,p., 206,
Karl Marx, Ibid,, p, 206,
Korl Marx,, Ibid,, p., 21k,

Karl Morx, Capital, Volume 3, p, <5,

" Cf, our intervention to the seminar of 6 December 1969 at the

C.E.R.M, on "Imperialism",
Cf. Emmamuel, "Unequsl Exchange", Op., cit., p, 116 and foll,

Cf, Fiero Sraffa, Production of Commodities by means of
Commodities, Cambridge 1960,

In Capital, Karl ilarx has emphasised the new and complete
determination of all the components of the social product,
see Vol, 3, p., 239,
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b
7. Fmmaruel, Op, cit., p. 20.

28, Emmuornuel could profitably use Engels' sentence on the price
of production: "In a word: the iarxian law of value holds
generally, as far as economic laws are valid at all, for
the whole period of simple commodity produc*ion, that is up
to the time when the latter suffers a modification through
the appearance of the capitalist form of production ,,.
Thus the ifarxian law of value has general economic validity
for a period lasting from the beginning of exchange, ...
down to the 15th century of the present era," Ergels'
Supplement to Vol 3 of Capital: Law of “alue and Rate of
Profit., Capital, Vol, 3, p. 876.

' . s . . o
29, The rate of profit p' = Sy~ 48 c increases, p! decreuses,

30, Karl iarx, Ca ital} Vol, 3, p. 172,

31, Let us remember thot Karl Marx has said that the schemes
of extended reproduction are the unity of the process of
vroduction and the process of circulation, outside of the new
determinations maintained by their very unity. They are,
above all, an abstraction deprived of contradictions,

32, - See Karl Marx, Capitol, Vol., 3, pp. 232-235,

- 33, The theory'of iﬁternatiqnal value.is iﬁ Vol, 1 of Capital,
34, A Emmaruel, Op, cit,, vp. 382—383

.35. Gererally on this point, it is necéssary to refer back to

Emmarmuel's fundamental thesis, Unequal Exchange, op,cit,,
pp. 52-95. '

36, Sece C, Bettelheim, Echange international et developpement
regional, op, cit. '

37, See our work, Problemes de la croissance en economie ouverte,
op, cit,

38, To calculate the rate of exchange, it is necessary to
distinguish production, circulation and realisation as in the
following diagram;

Production (w+s) Circulation Realisation’ (v+p)
(1) 3500 — 3039 /_::%6l:>, 3961
(3) 3500 ——— 3500 = 3039

i.e, 3039 u,1l, of (i) are cxchanged against 3500 @,1, of (j).

39, Colonisation is the mode of production and of mobilisation
of the surplus in the precapitelist economies of the 19th
Century, Capitalist economics make do with liberal cxchange
- e,g. Portugal, Spain, Japan, etc, - whenever mobilisation.
is acquired by the mere respcct of the laws &f trade,

40, A, Emmarmel, Op. cit., p. 61.

41, A, Emmanuel, Op., cit., p. 71.
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42, Cf, Karl Marx, Capital, Vol, 1,, pp 559-60,

L3, Cf,, for example, G. Goncol, "A propos de la theorie marxiste
de 1a valeur", Etudes economlques 95-96, 1956, ppr. 74-90,
ki, Horovitz: “A propos de certaines partlcularltes et de
certaines limitations de la loi de la valeur dans le commerce
exterieur socialiste", Etudes economiques, N;.112-113, 1958,
pp 81-91, G. bohlmcy, "Role ot developpement du commerce
exterieur ‘dans les modes de production socialiste et capitaliste"
Etudes economiques N, 145, 1963, pp. 19-68,

L4, G, Goneol, O t., p. 82,

415, Cf, Paul Bairoch, qugnostlc de 1l'evolution economigue du
tiers monde — 1900-1966 Gauthier-Villars, Paris, 1967,

46, Cf, Paul Bairoch, Op, cit,
L7, Cf, A, Bmamel, Op, cit,, p. 137 £f,
‘ h8.. Radoven>Richta "Levolution scientifique et technique et

'transformations sociales", L 'Homme €t la socicte ¥, 3,
March 1967, p. 90, '

16‘90 .Id__e‘m., P. 910

50, Let us add that these remarks in no way question a number of
positive points in Frmanuel's thesis and we take the oppor-
tunity to recognise, in passing, its undeniable benefit to
Morxist theory, '
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REVIEW: L'economie mondiale capitaliste, by Christian Palloix
(Maspero, 1971, 2 vols.)

As the title suggests, this is a book that ranges far and wide.
In essence, its aim is to provide a critical survey of Marxist
analysis of the intermational or world economy, with sideswipes at
classical and neoclassical writings., So much ground is covered that
all that can be offered here is a synoptic review, which I hope
will encourage others to study the work. The central theme can be
noted at once: that
"the capitalist world economy has become the ultimate reality,
and as such enfolds all social formations within itself. It
follows that the contradictions which develop, for example,
at the periphery are only the reflexion on national bases of
world capitalist contradictions, just as the development of
contradictions at the centre is 'inscribed' on this world
context at the same time as reflecting the latter's contra-
dictions" (p.7-8). '

/

The long introduction is: aimed at carrying out a number of
preliminary tasks. The first chapter defines and develops the methods
and concepts to be used (mode of production, social formation,
historically abstract/historically concrete, etc.), and is cruecial for
understanding what follows; whether or not one agrees with the sub-
stance of these definitions, they are admirably clear and are precisely
employed throughout. Some key theses are outlined: for example, the
dominance of advanced over underdeveloped countries is seen as in-
volving a coherence in the social formations of the former, with
relations of production dominating forces of production, and an in-
coherence in the latter, with the forces of production governed by
the relations of production at a world level, anddominating the natio-
nal relations of production and reinforcing a state of economic
dependence., Further,

"There isn't a capitalist mode of production at the centre, and
imperialism articulating centre and periphery; there is a
capitalist mode of production at a world level which requires
imperialism to link up its different fragments, to ensure its
functioning at the world level; this implies that imperialism
is involved, at the lewvel of concrete social relations, as
much in the centre as the periphery" (p.31-2). .

He goes on to outline his later discussion on the Marxist theory of
imperialism, stressing the development of the concept of world
economy by Luxemburg and Bukharin, as against the thesis of State
Monopoly Capitalism, which he regards as an impoverished version of
Lenin.

The following chapter discusses the nature of the contradictions
in the capitalist mode of production, Brief passages on Marx' method
" and value theory, and a critique of marginalism, are followed by a
discussion of the structural contradictions (forces/relations, tran-
sition between modes) and corresponding functional contradictions
(creation/realization of social product and surplus value, disproport-
ionalities, overaccumulation, crises). These imprint themselves on
the level of world cconomy in terms of contradictions between world
forces and relations of production, involving the international
division of labour, the fragmentation of the world economy (necessary
for its functioning under the dominance of the advanced countries)
into ‘'zones of unegual development', and so on. But

", .the difficulty lies precisely in understanding that the
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reality and strengthening of the national aspect constitutes
simply the obverse of the internationalizing aspeet and its
attendant contradictions." (p.94)
The chapter ends with a brief discussion of Samir Amln and Emmanuel
on 1nternatlonal primitive accumulation.

Chapter 3 outlines rather sketchily a critique of traditional
bourgeois theory of international economic relations, from both the
.methodological and verification angles (this was the subject of an
earlicer book by Palloix). Chapter 4 is o preliminary outline of world
production relations on the hasis of the analysis so far, and seeks
to outline first the articulation of social formations in the world
‘economy - economic., political and 1deologlca1 - and secondly the
determination of world production relations. as mecessary to censure
the reproduction and consolidation of capitalist relations of
production., The second is the harder task, but absolutely necessary
in order to analyze the transition from value to production price
at the world level, i.,e. 'unequal exchange'. There follows substan-
tially the essay on Emmanuel published in this issue of the Bulletin,
to which is added a section on the new determination under the
specific contradictions of monopoly capitalism, for example the
'casting off' of no longer progressive sectors omto the periphery.

" Part II develops the analysis of the world economy for the
competitive phase of capitalism, understood as the period from
roughly the end of the 18th to the beginning of the 20th century.
The central argument is that the function of the international
relations of production is to negate. the contradiction of creation/
realization, in the sense of displacing it to the world level; this
trangforms the contradiection by preventing it from blocking capitalist
developnent in the industrializing countries, while of course making
more acute the basic structural (forces/relations) contradiction.
In concrete terms, for the competitive phase, this function is
expressed in the role of foreign markets in the creation and realization
of the social product and of surplus value.

Chapter 1 outllnes the cla 351ca1 debates- Smith, Ricardo, and
the arguments between Sismondi and Malthus on the one hand, and 8ay
ard Ricardo on the other. For Smith trade allows the extension of the
division of labour by transcending the narrowness of internal markets;
for Ricardo, it firstly allows an increase in profits by reducing the
prices of wage goods, and secondly an influx of factors of production
into industry by destroying traditional agriculture. The 'realization'
aspect could not arise for Ricardo, since domestically growth created
its own markets, while in foreign trade exports were matched by
1mports, and he also could not see the problem of unequal exchange,
since his analysis was located purely in circulation. Chapter?2 :
outlines the manner in which Marx incorporated but transcended the
classical debates. Bxports of manufactures play a role in realizing
the surplus, imports of primary goods in creating it, so that foreign
tradc is the 'external negation' of the contradiction. The falling
rate of profit is offset by reducing the value of canstant and
variable capital and by reallocating factors of production. Exports
of manufactures imply a lowering of production costs by enlarging the
scale, and a transfer of surplus value from pre-capitalist formations
(see below). Lenin's polemics against the populists and legal Marxists
are then discussed from the same angle, the central point being that,
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for Lenin, external markets have nothing to do w1th reallzatlon in
abstracto, but only via the internally contradictory mature of the
capitalist mode of production. However, Palloix argues that Lenin
incorrectly reserfed the term 'imperialist' for monopoly capitalism
because he did not perceive the ex1stence of unequal exchange in the
competitive phase,

‘ Chapter 3 discusses the role of foreign trade in thé growth
of the British economy in the 18th and 19th centuries by examining
available statistical material. The last two chapters go on to
analyze the 'law of comparative costs', the international division of
labour, the intermational production process, unequal exchange and
the redivision of surplus value. Palloix stresses that specialization
results not from 'comparative costs', which simply describes the
status quo at any point in time, but from an international division
of labour moulded by the developing contradictions in the capitalist
mode of production, and the off-loading of these contradictions by
the dominant onto the dominated, leading to unequal development and
'underdevelopment!, Starting from another link in the chain,
unequal development leads to a growing labour productivity gap and
to different rates of surplus value: this surplus value is then’
creaned off by advanced-country capitalists through unequal exchange.
Within the exploited countries, the exchange value of labour power
is kept low because it is determined in the subsistence sector,
but labour productivity in the capitalist sector approaches advanced
country levels, The rate of surplus value is thus much higher, But
since the rate of exploitation-is not equalized internationally as
it is nationally, fthe international equalization of the rate of
profit, through international capital movements, transfers surplus
value to the advanced countries, This inequality of exchange is
based on the insertion of capitalist production relations imto the
dominated countires., A further important conclusion is that the 'law
of international value! must rest on a tendential imfernationalization
of capital, even if the latter, under competitive capitalism, only
takeg the primitive form of capital export,

- Part III, occupying the entire second volume, discusses the
world econmomy in the monopoly phase of capitalism, Chapter 1 states
the basic-tagk for Marxists in this field as the deepcning and re-
development of Lenin's theory of imperialism. Imperialism is to be
seen as based on the expanded reproduction of capitalist production
relations at a world level. Following Bukharin, the most apparent
form of the contradictions in these international production
relations is the conflict between mational and intermational capital,
given that the latter is a necessary part of the 'world econonmy'.
Inperialism can be seen as the transition from capitalism to social-
ism, since it leads at the periphery to a complete structural
inability of the incoherent production relations to dominate the
forces of production; Palloix therefore discusses at this point the
theory of tramsition. This includes a long reexamination of What is
to be done?, and criticizes the 'state monopoly capitalism' thesis-
as implying incorrectly that a peaceful transitiom is possible.

The following chapter aims to survey and clarify the Marxist theory
of imperialism. He begins with the 'precursors', Bernstein, Otto
Bauer and Hilferding; then goes on to Lenin, Luxemburg and Bukharin;
and finally exanmines current tendencies, designated as: 'frontist!
(i.e, state monopoly capitalism), 'Trotskyist' (&cantiiy. dealt

with however much one might disagree with Trotsky), and *taltcrnative
Marxist-Leninist! (Baran & Sweezy, Amin, Frank and Palloix himself).

s

(2]
1
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Palloix insiste that progress is blocked at present by inhibitions
more ideological than theoretical, and that these must be cast off
in reappraising the Marxist classics. There will be much in this
chapter for'reademd of évery temdemncy to disagree with, One
major dimension of the argument is the national/international
guestion, with 'ultra-Leninists' at the former pole, and 'ultra-
Luxenburgists' at the latter, '

Chapter 3 develops the author's own position. He would
replace the term 'state monopoly capitalism' for the present period
by the term 'world state monopoly capitalism', or to aveid confusion,
'international monopoly competition', After a critical discussion of
the S.M.C, thesis and of Baran and Sweezy's analysis of the tendency
of the surplus to rise, there follows a long section on multinational
firms (currently being translated). Here he discusses the structural
evolution of the mode of production in terms of the firm/market
relationship, and then the functioning of this structure in the new
period of multinational firms, drawing on a wide range of recent
empirical research. The key conclusion is that the nation-states of
the centre reflect, in their actions, not only 'their' national
bourgeoisies, but also the interests of all international finance-
capital groupings, i.e. of all 'national' bourgeoisies, "It is a
state monopoly capitalism, but of a world state, carried out on a
national level"(p.159); and no 'democratic' state can control the
operations of its multinational groups by itself. The state is thus
caught acutely in the national/international capital contradiction =
as indeed is the multinational firm itself, for it must preserve the
fragmentation of the world economy while itself overcoming it in
regulating its own operationms. '

The following chapter is entitled 'world relations of production
under. neo-imperialism', and explores the nature of the donination and
dependence experienced by the periphery. Domination involves
effecting an alteration from outside in the productive forces of the
peripheral country; dependence involves a lack of internal structural
coherence, replaced by a coherence with the advanced capitalist countries
for the capitalist sector (a deformation reflected in class structure).
This is evidenced by the increasing importance in the periphery's
trade of flows between centre and periphery, by the structurc of the
international monetary system, by technological dependence and by
labour migrations., A.G.Frank is discussed here anong others.

Finally, chapter 5 considers the effects of this in terms of the
'development of underdevelopment'., Palloix attacks the orthodox
bourgeois 'dualist' view of a traditional sector 'holding back' a
dynamic capitalist sector as purelydescriptive, and discusses 'balanced’
and ‘unbalanced' growth theories as being effectively the same; both
policies have failed to gemerate coherent development, and they

remain simply an ideology of development so long as they fail to
analyze what is happening as developmentunder imperialist domination.
Foreign trade plus agricultural specialization, and would-be autarchic
import-substituting industrialization, have both failed for the most
part in generating any 'development' at all; and 'open' industrial-
jpation in sectors cast off by the centre, though real, is dictated by
the needs of the centre. ' :

This is altogether a most interesting book. The major weaknesses
apparent, namely in the analysis of nmomopoly capitalism at the centre
and of underdevelopment at the per@iphery, must be seeh, in terms of ~
this study, as reflecting the inevitable impossibility of grasping
such questions outside of the context of the world economy, as has becn
the case with so much Marxist work, If this position is accepted, it
only underlines the enormous but vital task ahead of us.

Hugo Radice.
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