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PRINTERS I .  FORWARD. 

This issue of the Bulletin contains papers all of which are concerned 

with aspects of the world economy. First is a paper on imperialism by 

Prabat Patnaik, and the limits imposed on the development of non—socialist . 

states in the light of Indian experience. This is followed by an interpretation 

of Nixon's economic policy by the American 	economist, Paul Mattick, 

whose book on Marx and Keynes was reviewed in the last issue. Thirdly .) 1. 

response to the suggestion made at the last conference that more detailed 

work was needed on the process of centralisation and concentration in 

Western Europe, Mary Kaldor has contributed a case study on the European 

aerospace industry. As the final paper we have Tat_ ::1 a translation of 

Christian Palloix's article on Unequal Exchange. This article is part of the 

debate on unequal exchange which stemmed from the puhlication of Arghiri 

Ermanuel's book of that name — a book which is now available in 

together with Charles Bettleheim's reply, from New Left Books. Christian 

Palloix himself has just published a two volume work on the world economy 

which is reviewed in this issue by Hugo Radice. We also print a bibliography 

on Imperialism coripiled by George Lee — offprints are available at 5p a copy, 

or El for 50. 

The production of this issue of the Bulleti has been a hard struggle, 

mainly because the Sussex group has not been able to get together as a production 

tean as they did for the first issue. Most of the production work has been 

born by Rick Brandon and Steve Parker, who find a third issue under the sane 

conditions Augean prospect. We will try to get a larger team together for 

the . next issue, but everything does depend on receiving manuscripts on tine. 

The copy date for the Autumn issue is July 31st, a date to which we will 

ruthlessly adhere. Please send articles to Rick Brandon, IDS, University of Sussei) 

Sussex, Falmer, Brighton, Sussex. 	Thoughts and action with respect to book 

reviews should go to John Harrison, 68 Poynards Road, London, S.W.4. Finally, 

many thanks to Elaine Eastabrook, who has typed the bulk of this issue. 



INTT:.ODUCTION TO  THE CONFILTENCE O. SOCIALIST ECONOMISTS 	CSE . 

The CSE was formed three years ago with the aim of bringing socialist 

economists together in order to help develop political economy in the 

socialist movement. Broadly . speaking, our work lies within a Marxist 

perspective, but the organisation embraces all political tendencies 

on the Left, believing this is essential if our work .  is to' be worthwhile. 

We also aim to include not only 'professional' economists - lecturers and 

researchers - but also all students and trade unionists actively interested in 

questions of political economy. 

The basis of the organisation is as follows: 

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

general interest: the conference is also seen as a meeting place and as the 

decision mong body of the CSE. 

(b) A publication called #le CSE Bulletin, published at present throe tines a 

year as a general forum for articles, comments, reviews, and news of activ-

ities. In the case of individuals, the Bulletin is only available to paid-up 

members of the CSE. The Bulletin is supplied to libraries and other 

similar institutions at £6 p.a. In addition the Bulletin Will be 

supplemented by occasion2.1. 
(c) Local Groups - formal or informal, seen as forming the base of the CSE, 

the source of material for discussion and of ideas, drawing in new comrades 

around seminars, collective work etc. 

(d) Seminars or smaller conferences - devoted to more specialised topics. 

(e) A co-ordinating committee based in 1,6ndon. 

Membership of the CSE costs £3 ( £1 for students and others on limited 

incomes, e.g..unemployed). Subscriptions are taken to run from 

December 1st for 1 year. 



Bulletin Notes. 

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 capitalist development with special reference 
to crisis; 

(ii) Mechanisms of crisis and renewal in post-war capitalism; 

(iii) The contribution of Marxist theory to economic science. 

There will be a working conference to discuss the programme and finalise 
papers on Saturday, June 24th frem 1.00 p.m. to 5.00 p.m. in Sam 
office, second floor, 	annexe, 172 .Tottenhan Court Road, London, W.C.1. 
(tel. 01-387-7050.. All those who would like to offer papers are 
encouraged to Come, with a one-side outline. 

The CSE held its first day-school at Cambridge on May 13th on. 
"The Capital Theory Debate". 	Over sixty people attended. 	Ian 
from Manchester gave a clear outline of the main points of the debate. 
Bob Rewthorn from Cambridge followed with a paper establishing the distinction 

1- : ,.Ricardian and Marxist positions on the issue. 	The 
discussion in the afternoon suggested that the debate, at least in its 
present form, was of little direct help to economists, confronting bourgeous 
problems, (e.g. cost/benefit analysis), rather its value would be in prov-
iding a basis for developing a more stringent Marxist political economy. 
It was also argued, not without strong responses, that general equilibrium 
theory was unaffected by Cambridge cl-L;icio„ 	Most participants we have 
heard from found the day school very helpful; we hope to publish the two 
main papers in the next issue of the Bulletin. 

The next CSE school is a ;'kin-progress seminar on the international 
firm, to be held in Brighton from October 26th - .28th. 	This is intended 
for those working on.aspects of the internationalisation of capital. 

Membership now stands at 167, of whom just over a third are students. 
eographical distribution:- London 46, Oxford 14, Cambridge and Sussex 
11 each, Manchester 10, Birmingham 6, VTarwick 5, East Anglia and Bristol 
4 each, Leeds and Glasgow 3 each, Hull, Keel°, Lancaster and .10.x.i all 2, 
Bath, .. 	ar  Coventry, Durham, Leicester, Nottingham, St. Andrews, 
Southampton and unspecified all 1. 	31 subscribers are from abroad. 

Steve Boddington is revising his book, "Political Economy", published 
under his pseudonym - John Eaton, by Lawrence and Wishart, 1963. He would 
welcome comments on the original edition. 

It has been suggested in the past that it would be useful to circulate 
information about recent papers produced by subscribers, as well as other 
work related to the concerns of the GSE. 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, Spokesman Books, 1972. 
George Catephores, "Marxian Alienation - 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. 

H-:::..chLtr.:1-,Scl,rch 1972. 
Robin Murray, UCS,The Anatomy of Bankruptcy, Spokesman "Books, 1972. 
Christian Palloix, L'Economie Mondial° aapitaliste, 2 vols., Maspero, 1972, 
Jesse Schwartz and E.K.Hunt, A Critique of Economic Theory, (including papers 
by Alfredo Medic, Mario Nuti, and Maurice Dobb's paper to the 1st CSE )Penguin 1972 
Ian Steedman,"Jevons' Theory of Capital and Interest,"MancheSter School,March 1972. 
Bob Sutcliffe, Industry and Underdevelopment, Addison Wesley, 1972. 



BACKWARD PRINTERS 

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

	

p. 4 	John 	Harrison, 68, Poynders Road, London SW4 

p.52 Note 1. 	Paul Mattick is now retired. He has 
written a number of books and many articles 
on Marxian political economy, 

p. 6 line 9 	Sam Aaranovitch's 

	

line 14 	Ian Steedman 

	

line 17 	between the Neo-Ricardian 

	

line 33 	Bath, Bradford, CoVentry, ..., and Wales. 

	

line 46 	Barbara MacLennan, "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 form. 
If, therefore, you speak to anybody who would like to ;join 
the CSE, would you give them the tear-off form below. 

MEMBERSHIP AND INFORMATION FORM 

Please return to: C.S.E., c/o Robin Murray, I,D.S., 
University of Sussex, Brighton BN1 9RE. Cheques payable 
to 'Conference of Socialist Economists'. 

Name 

Address 	  

0 • • • 0•0 • 000000 O• 0•0 OOOO OOOOO 

I would like to join the C,S,E, and enclose 
£3 (2,1 student/limited income). 
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TEE POLITICAL ECONOMY OF UNDERDEVELOTMENT 

Prabhat Patnaik 

Introduction  : 

Most theories of underdevelopment outside the Marxist 
. tradition are united by a common theme 7  that the phenomenon of 
underdevelOpment is a result of factors which are essentially 

. internal to the underdeveloped countries. One can crudely 
• summarise their general position as follows all countries 
started from a.similar state Of underdevelopment, but while some • 
developed others suffering from various handicaps lagged behind. 
Different writers of course emphasize different factors as con-
stituting handicaps - size of population, the inhibiting role of 
social institutions like caste, absence of dynamic entrepreneur-
ship, etc. Similarly, views differ on the impact and the role 
of colonisation in shaping the economic structure of these countries. 
Some ignore it altOgether; others arole that it introduced some 
dynamism in the hitherto stagnant societies, though not toa suff-
icient extent. 	Perceptive writers.likellydral recognise its 
adverse impact on. institutions but treat it'as_one of several 
factors operating in the last to shape these institutions which 
are the-Main obstacles today. Its .effects are thus confined to 
the past and considered to have been internalised. From this 
"internal handicap" approach follows the corallary that it is 
the duty of advanced 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 and so on. 

The best of these theories only partially illuminate a 
complex totality. Consider Hyrdal's theory as a genuinely sincere
attempt to grapple with the•problem. 2  Certain causally inter-
related conditions - output and income - , •conditions of production, 
attitudes and institutions - characterise a "social system"; 
inertia, 'especially of attitudes and institutions, keeps it stable 
at a low-level 'equilibrium, and growth of population further 
thwarts any tendency towards cumulative improvement that right 
policies could initiate. 	Moreover, policies designed.to  change 
institutions are ineffective because these countries, have"soft" 
states. 

No one will deny that development may have a cumulative 
character or that population explosion and rigid attitudes and 
institutions may p/5se serious obstacles to development, but to 
what extent do they explain underdevelopment? For if they do 
not, then focussing attention upon them can be seriously mis- 
leading. • Population' explosionis a recent phenomenon. 	In'' 
the Indian subcontinent for example it dates back to the twenties 
and makes its statistical appearance only on a Comparison of 1921 
and 1931 censuses. 3  The stagnation of the' eonomy however existed 
much before that. Between around 1860 and' around 1910, the per 
capita income at 1948-49 prices is estimated to have increased 
from 169 to 220 rupees - approximately one rupee per year. 4  
Simultaneously significant c1iang2s were taking place in the in-
stitutional structure. A large section of the peasantry was 
being "pauperised". Landless labourers as a proportion of rural 
working force rose from 15 per cent in 1891 to 25 in 1901 and 
stabilised at 22 in 1911. 5 The proportion of tenants-at-will 
increased even more spectacularly. We would clearly blame the 
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policies: but the question remains - at a time when govern-
ments in Germany and Japan were following policies to actively 
promote development why was the Indian governnent actively or 
even passively following policies that led to underdevelopment. 
Or consider the recent period. "Soft" states, singularly 
susceptible to the influence of privileged groups like landlords, 
have shown extreme determination, competence and "hard"ness in 
dealing with other groups and situations - militant peasants, 
guerrilla movements or connunists as in Indonesia. Their 
systematic 'softilness in certain directions combined with system-
atic "hardness" in others sugcests that blanket concepts like 
"soft" and "hard" be discarded and that we look more closely at 
the influence of social structure on the state. Similarly, if 
attitudes and institutions are the obstacles to development, why 
have those political forces most determined to transform these 
been constantly attacked by major capitalist powers? It is not 
merely, a question of quixotic acts, imperialist "ventures", but 
systematic efforts since 1917 by whichever happen to be the major 
capitalist powers of the tine to stamp out thurospects of any 
revolutionary transformation of these obsolete- institutions. 
Thus the persistence of certain institutions, the pursuing of 
certain policies themselves have to be explained. Governments 
display certain systematic relations to the social structures 
and to other governments, which social science must analyse. 
Concepts of a different kind which situate the "internal" and 
the "external", society and state, in a total picture are need-
ed, and the Narxist approach attempts 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 
relationships to one another. Ancng these -production relations 
those associated with the ownership of the means of production 
occupy a crucial role and determine the ferns in which economic 
surplus - the surplus over the consumption of producers and the 
replacement of means of production - is utilised. Correspond-
ing to the different levels of development of social productive 
forces we observu different relations of production. An in-
tegrated complex of social relations and forces of production is 
called a "node of production". Within each node we can distin- 
guish certain classes on the basis of their role in the production, 
circulation and appropriation of social product. Since the 
state apparatus exists on this basis, the overall direction of 
policy despite all its particularities is towards the defence of 
certain class positions and interests as opposed to others: 	In 
real history of course we find not Modes of production in their 
pure form, but all kinds of mixtures, peculiarities, amalgams, and 
coexistence of different "impure" forms. Nevertheless, these 
concepts can be used for a concrete analysis of real history. 

The dominant node of production in many countries in 
Burope.and Asia around the 17th century was what with some over-
simplification may be called feudalism:agriculture was the basis 
of economic life; surplus product was appropriated from direct 
producers who possessed their means of production through politico-
legal compulsion by a class of landlords; the state acted in the 
interests of these landlords. 7  This node, for internal and 
external reasons which mutually interacted and strengthened each 
other, was showing clear signs of decay in varying degrees. 8 
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Commodity production i.e. production for the market had 
developed with several consequences - increasing monetisation 
and growth of merchant capital, appropriation of surplus in 
money form, differentiation among producers (especially the 
peasantry) and the emergence of trade as a two-way process 
between country and town, giving the latter an independent 
producer role. 9  Similarly, the insufficiency of available 
surplus to meet conspicuous consumption and military expend-
iture led to greater pressure on the peasants resulting Often 
in peasant rebellions, desertion of serfs etc. 1 O' 

• 
Where this disintegration had proceeded far enough - 

in England for example - and petty-producers had attained 
substantial independence, the bettereoff . among them could 
carry out a bourgeois revolution and establish a state which 
immensely aided ti?ir growth; capitalist production could 
develop rapidly. 	' In countries where a similar revolution- 
ary course was not possible, subsequent developments followed 
two different patterns. Some countries which were insulted 
from the operation of this capitalism, responded by taking a 
short-cut to capitalism themselves, creating a state which 
from above encouraged capitalist development through merchants 
and landlords, e.g. Germany and Japan. 12  In others, however, 
the economic structure changed in a different direction and came 
to resemble what we know today as underdevelopment. Some of 
these, notably India, whose economic strucutre was not dissimil-
ar to Japan's, ' 3  could if left alone have conceivably followed 
the latter's example, but their very exposure to European capital-
ism sabotaged this prospect. 14  Countries with different pre-
capitalist structures, but similarly exposed, were experiencing 
a parallel development. 	In Latin America, where feudalism grew 
out of an empire based on the search for precious metals, European 
links had been maintained from the beginning, while Africa w ith 
its unique mode was opened up to capitalism somewhat later. 5  
The common featuresof their subsequent development despite diff-
erent histories was essentially because this subsequent development 
resulted :from their interaction with capitalism, and not from their 
autonomous dynamic, though internal factors affected its form and 
were possible secondary influences. This imperialist impact of 
capitalism must be regarded as neither fortuitous nor necessarily 
a result of any planned conspiracy but only as a necessary part 
of its modus operandi. Ceteris paribus, capitalist development 
necessarily produces underdevelopment and the matter can be looked 
at theoretibally as follows. 

The Process of Cuitalist Development 

Capitalist production arises only when two different 
kinds of commodity-possessors come face to face and into contact 
- owners of money, means of production and subsistence eager to 
increase the sum of values they possess and "free" labourers 
with nothing to sell but their labour-power. Historically this 
happened through a combination of two processes - a process of ex-
propriation, i.e. separation of pre-capitalist producers from their 
means of production (or directly from their products, which are 
after all potential means of production), and a process of approp-
riation or possession by a few of the things so expropriated. This 
combination, called "primary accumulation, involved the state 
apparatus and the use of force to set the capitalist mode on its 
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feet and simultaneously provide it with a .  market.
16 

This process 
is "primary" in the sense that once on its feet the capitalist mode 
uses "normal methods to achieve the same ends - the progressive 
growth and gathering of capital i7 larger and larger blocks through 
expropriation and appropriation. 7  The chief motive force of 
capitalist production is this accumulation process, which has three 
distinct but inter-related elements - acaummulation, concnetration 
and centralisation. Capital expropriates and appropriates unpaid 
labour as surplus value, a source of further accumulation. New 
captial appears in new forms owing to technical change which substit- 
utes dead for living labour and raises, the ratio of constant to variable 
capital for a given real wage in terms of goods. Finally as the min-
irrum  Capital required for introducing new techniques increases, larger 
capitals appropriating larger surplus values have an advantage. The 
spread of new techniques forces others either, to. adopt them or leave the 
field to ever fewer capitalists and 'ever larger capitals. This central-
isation or expropriation of many small capitalists by a few large ones - 
which is aided by the stock-exchange - further reinforces the pressure 
on each capitalist to accumulate and "concentrate". 18 . 

Now suppose we ignore countries and visualise a world with a 
single state where the capitalist mode is developing out of pre-capital-
ist mode(s). 	The accumulation process gives rise to two separate 
tendencies. 

(1) The constant expropriation of many by few constantly tends to create 
a relative surplus population" - a mass of unemployed and under-employed, 
i.e. "pauperised" producars." 1 9 As a certain sector is invaded by 
capitalist production, inroads are made into pre-capitalist markets. As 
it becomesincreasingly difficult to penetrate the latter, mailer capital-
ists nearby are also swallowed along with the distant "artisans" and ' 
centralisation becomes increasingly operative. . Since this growth involves 
merely the replacement of one kind of production by another with higher 
labour productivity, it clearly produces "relative surplus population" 
which would progressively increase if all growth was of this kind - i.e. 
with the total size of the market for all producers given. But clearly 
this is not so. Capitalist production requires machinery and new means 
of production and sectors producing these will grow. In addition, total 
markets expand for three other reasons, 

(i) the spread and growth Of capitalist production to other sectors 
implies the Creation of "cadoompaus"  demand,  i.e. different sectors 
• produce both inputs and consumption goods for one another. Neo- 
• Classical theory empahsizes this insofar as it visualises steady 
growth for 'the capitalist mode producing for its own internal market.

20 

This however can not adequately explain sustained growth.' Growth 
built up on its own steam may well collapse if it runs out of steam, 
unless certain outside factors keep it up. .21 

(ii) Those may be innovations in a broad - now sectors, new products 
and new processes - as emphasised by SchUmpeter and recently Pasinetti. 22  

• 



However, innovations themselves are linked to the tempo of growth; 
23 in a period of crisis the inducement to innovate is likely to be low. 

Except . for major chance discoveries therefore, innovations rarely 
provide a way out of serious crises. 24  

(iii) Thus along with State expenditure, the importance of which i8 of 
recent origin, 7recatitalist markets play a crucial qualitative role. 
With a fresh push into these markets - whW may take the form of export 
of goods and not necessarily of capital, 	a new round of growth begins. 
Even when their quantitative importance over a period is small, such 
markets are nevertheless of importance to sustain growth under capitalism. 

. 	Still, the quantittive importance of other factors over long periods 
may(despite natural population and productivity growth) help to decrease the 
relative surplus population, while never eliminating it. 	Its shrinking 
bolow_a certain percentage of the work-force would cause labour .  shortage 
for individual entrepreneurs and investment would be reduced. Persistent 
labour-shortage in the long run will encourage the introduction of more 
labour1v a ing machinery, thus restoring surplus population to an "adequate" . 0  
level. 	To sum up, capitalist production necessarily creates a relative 
=plus population which •cannot fall below a certain level. 

(2) Capital tends to be regionally concentrated - the accumulation of 
capital in one geographical area tends cotoris paribus to draw other 
capital to the same arca. This is mainly bexause of "external economies" 
in the widest sense of the term. 

(i) On the one hand capital accumulation in a particular region 
results in the creation of skills, development of social and economic 
overheads, growth of institutions like banks and readier availability 
of information etc., all of which can benefit new capital in the same 
region. Capital operating in this region looks upon these as minimum 
requirements and develops a certain inertia which is reinforced by the 
process of centralisation. Along with the increase in the size of 
capital and in the size of project, these minimum requirements also 
increase and backward regions have greater difficulty in drawing capital 
from advanced regions. Such capitalists as do emerge there themselves 
are in constant danger of being eliminated through competition unless 
sheltered by some relative advantage - proximity to raw materials, 
Market imperfections, etc. 

(ii) Horeover in several sectors, capital tends to flow near where 
the market is. We noted above that despite the crucial qualitative 
role of pre-capitalist or "exogenous" markets, quantitatively 
s: endogenous" factors become more and more important, i.e. a large 
of growing capitalist production is marketed within the mode itself. 
This factor would clearly strengthen the tendency towards regional 
concentration. To sumarise, if capital historically accumulated 
in one region and not in another, then this pattern is Ikely to be 
cumulatively reproduced, though arcourse it may be broken by conscious 
efforts by the State to promote capital accumulation in the backward 
region. 

Now, historically the penetration of pro-capitalist markets 
has rarely involved any movements of capital to those areas precisely 
because they are economically and politically unable to defend them- 
selves against imports of goods from the capitalist sector. Thus 
free trade quaranteed by the bourgeois state removes any necessity 
kr capital to flow from one region to another. Capital from the 
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beginning is not spread widely but concentrated in a spotifia region 
and this concentration grows over time unchecked even by the rise in 
relative wages in the developed region. 

The sioultaneous operation and mutual interaction of these two 
tendencies define the specific nature of capitaliat development. WIlle 
capitalist production destroys petty-production and creates a relative 
surplus population over a wide area, only a part of it - in areas ad-
joining the capitalist region - is actually absorbed into capitalist 
operation. Typically labour is not freely mobile; its nobility its-
elf requires some capital. 27 If as we have seen capital also does not 
move freely then labour shortage nay be experienced long before the entire 
surpIns .  population has been absorbed. This is associated with tow 
major consequences. 	(1) A certain pattern of specialisation develops 
between the capitalist or advanced region and the distant backward regions 
- the former developing manufactured goods while the latter concentrate 
on primary production. Natoli primary production, of course, is left 
to pre-capitalist 'producers in backward regions. Some of it is developed 
by capital flowing in from the advanced region e.g. minerals and plantation
agriculture. But this lateral extension of capital has little effect on 
the region itself; the chiaf theatre of operations continuos to be in the 
advanced region from where the skills cone and where the profits go. 	(2) 
Labour-shortage may slow down accumulation and in the long-run encourage 
labour-saving techniques, oven though surplus population 'exists elsewhere. 
Thus the relative surplus population gets fragmented and the accumulation 
process adjusts itself to the labour Supply it faces locally, so that a 
part of this surplus remains perpetually untouched by capital accumulation, 
forming a vost "pauperised" mass in the backward region. There, in other 
words, capitalist production, having destroyed previous modes and created 
relative Surplus population, turns its back upon them. 28  

. These two features - integration into the market-system as primary 
producers and existence of a surplus population - mutually complement each 
other and jointly cause important secondary changes which act as additional 
"built-in depressors". - These however we shall discuss later. The main 
point here is. that these two features constitute the essence of underdevelop-
ment and are themselves the result of 'capitalist development. To suonarise, 
in the absence of conscious state attion.to the contrary capitalist develop-
ment in one region necessarily produces underdevelopnent in another. The 
problem of,underdeveloped'countries is essentially aresult of the operation 
of this. principle, at an international level thoUgh two extra considerations 
must be borne in.mind. (1) At the world level we have not one single 
state which interferes or does not interfere in the interests of capital, 
but a multiplicity of states. ..These states nevertheless stand in certain 
relationships to one another; one such is the relationship of hegemony 

• and subordination which is itself determined ultimately by theirrelative 
. economic strength,. i.e the development of the nodes ofproduction on which 
they are based. Thus the' domination of capital .  is asserted in a complex 
.manner through the determination and inter-relationship' of state policies. 
(2) The experitnce of one country within the backward region or "periphery" 
need not be identical to that of another. Features of underdevelopment are 
not uniformly distributed among countries --surplus population may arise in 
one but not in another, primary products nay be more important in one than 
in another, and so on. Eoreover changes in the •cou-:,osition of primary 
products reqUired by the advanced region, or tne ."centre", which we have 
ignored in our aggregative picture assune great importance for individual 
countries whose decline or propserity may depend on such changes. Never-
theless our siMple model isolates the general phenomenon underlying 
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particular cases, and helps us to analyse the genesis of underdevelop-
ment in history. 

Historical Genesis of Underdovelo -Fment- 

- We can broadly distinguish two phases of the relationship between 
capitalism in advanced countries and the pre-capitalist modes elsewhere. 
The first belonged to the period of primary accumulation of capital, one 
important element of which was the accuntlation of money-capital supported 
by the drain of wealth from the colonies. The Spanish plunder of Latin 
America, the sacking of Indonesia by the Portuguese and the Dutch, the 
French profits from the slave trade, the British gains from negro-labour 
in the West Indies and the loot of India - these Wore some of the episodes 
of this phase. A very conservative estimate of merely these would amount 
to over a billion pounds starling by 1800, which was "more than the capital 
of all the industrial enterprises operated by steam which existed in Europe" 
around that date . 29  Digby records estimates which for India alone put the 
figure for treasure taken between Plassey and Waterloo anywhere betweenE500 m. 
and £1000 n. 30  This unprecedented plunder left three continents impover-
ished, their domestic economies altered beyond recognition and part of their 
population decimated. Its impact on the modes of production differed as 
the modes themselves did but everywhere the prospects of capitalist develop-
ment dimmed and indeed any future development became a far more arduous task. 
In India, where as we have noted .  feudalism had disintegrated considerably, 
this plunder, with one stroke giving a shattering blow to the old mode and 
undermining the prospects of the new, plunged the economy into utter chaos 
and initiated the "development of underdevelopment". On the other hand, 
this plunder, analogous in effect to the accrual of vast surplus values in 
Europe, partly went into accumulation as money-capital and partly into 
luxury consumption which stimulated certain types of manufacturing industry.3 1  
The importance of this capital for the industrial revolution was pointed 
out by Brooks Adams in the following words: 

	the Bengal plunder began to arrive in London, and the effect 
appears to have been instantaneous ... the industrial revolution ... began 
with the year 1760 (the'battic of Plassey occurred in the year 1757) ... 
At once in 1759, the bank (of England) issued ec.:10 and £15 notes (for the 
first time)...' 32  

This transfer of wealth was merely an exaggerated form of a more 
general process - a drain of surplus, which has continued throughout the 
history of capitalism, from the backward countries to the advanced capital-
ist ones. The chief mechanism of this drain are unequal exchange in trade 

• relations 9 3)  transfer of profits, interest and dividend payments on account 
of foreign capital and different kinds of unrequited exports made by the 
backward countries. 	In this last category outflow on account of colonial 
administration, e.g. India's payment of "Home Charges" 34  to Britain before 
1947, and other similar items are included. Although this later drain 
is important, if not as a proportion of income at least of the economic 
surplus, it is an integral part of the overall economic structure en-
compassing both sets of countries which developed once capitalist mode 
was on its feet. This economic structure . - e.g. the -;a.ttern of inter-
national division of labour - which we discussed abstractly and briefly 
before lies at the root of the problem and this later, .'normal' drain 
is a necessary by-product of the maintenance of that structure. The 
development of this strucutro therefore forms the second phase of the 
relationship between advanced and backward countries. 
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' After the Napoleonic Wars the flow of machine-produced man-
factures multiplied and petty-production everyhwere buffered a severe 
setback. 	In 1822-23 cloth imports to the Bengal Presidency alone 
in India stood at a figure seven times that for 1813-14, while exports 
from the same area fell from 4,600,000 to 300,000 rupees. Spinners 
were affected there with a 	 . In 1825-6, yarn imports were 
81,000 rupees, but the next year the figure rose to 800,000 rupees. 35  
Those who survived this competition did so either due to marketimper-
factions - both geographical remoteness of switching to non-competing 
varieties - or by cutting into subsistence to sell cheap. Thus urban 
spinning and weaving were virtually wiped out while rural crafts though 

- crippled often survived. But their survival was not a proof of strength; 
many rural artisans fell gady victims to the terrible famines of the 

• late nineteenth century. 	While the old industrial base was destroyed, 
little now industry developed essentially as we shall see later because 

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

What did develop however was the production of commercial crops 
for the world market. To indigo and jute was added raw cotton in the 
1860's. The increased commercial production meant an increased need 
for credit and the money-lender-came to occupy a strategic position in 
the peasant economy. As peasants defaulted in years of drought or 
sluggish world demand, he gradually acquired rights over land. This 
polarisation of the agricultural sector with a mass of pauperised 
peasants and labourers at one end and a group of money-lender-cum-land-
lords at the other end (to which of course population growth contributed 
later), combined with slow industrial progress, resulted in the virtual 
stagnation of agriculture. Much of the peasantry had little surplus 
to invest, for in addition to rent and wage exploitation, they usually 
bore the iof burden of the vast state expenditure. Those with the 
surplus could invest it either productively or in usary and trade or 
could consume it. Given the uncertainties of agriculture and the 
virtually stagnant markets owingto slow industrial growth, the first 
was the least attractive channel 	Therefore techniques changed little 
and inso 	as cultivated area - and irrigation did noexpand much out- 
put changed little especially between 1890 and 1 947. 

A similar process of. destruction of local crafts, • integration into 
the world market as primary products and limited industrialisation wit14-3. 
in an overall context of free trade occurred in Latin America as well.' 
There wore of courseseveral significant differences, but two among 
these must be emphasised in the present context: (1) Unlike India, 
there was no direct colonial state. 	Instead, state poker was in the 
hands of classes which benefited in different ways from this very inte-
gration, i.e. landlords and "conprador" bourgeoisie engaged in trade 
with metropolitan countries. These tended to be the natural allies 
of metropolitan capital in perpetuating this particular economic relation-
ship. Of course in India too the colonial state had the support of 
landlords and comprador elements but it clearly represented in a direct 
manner the interests of metropolitan capital. (2) This capital was 
far more directly involved in the economy and especially in the agri-
cultural sector. There has been nothing comparable in India to the 
possession Of vast tracts of land by the United Fruit Company *,which 
feels directly threatened by any moves towards land reforms. 
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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, emphasis 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 growthAf 
world demand and the fierce competition of Dundee manufacturers. "i'v  
(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 as in Mexico or where industry could 
quickly create one by replacing partially the remaining petty prod-
uction as in.Indian textiles, an expanding market 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 developed for Vile home market, and most of them 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 oven 
smaller, (2) the minimum capital requirements were highand given 
the limited, markets, manufacturers tended to be monopolistic. More-
over, owing to the overall slow growth of the market, capital spilled 
over from one sector to another, from industry to trade and finance, 
so that the indigenous capitalist development tended to assume a 
zaibatus-type appearance. Simultaneously, luxury consumption was high 
- this last tendency this last tendency being strengthened by the demon-
stration effects of the consumption standards of the metropolitan 
bourgeoisie which got passed on through landlords and comprador 
bourgeoisie. 

This type of industrialisation was thus based on narrow markets, 
was limited in its range and depended essentially on the overall 
growth of exports. The inter-war years, which ushered in a major 
crisis in primary product markets even before the Great Depression, 
terminated this phase of industrialisation. Under pressure from 
the industrial bourgeoisie, departures in varying degrees were 
made from the system of free trade and the consequent pattern of 
specialisation. Protection was introduced in several countries 
in Latin America and also in India, and industries expanded to 
substitute for imports. 42 	Simultaneously at a political level 



the old alliance was under attack.: The 1929 crisis had 
serious political. repercussions.in  most Latin American • • 
countries, but not everywhere was the oldalliance, immediately 
ousted. In Mexico where the export sector was in foreign 
hands, the clash, with the state was the clearest. In 
.Brazil - the Vargas governMent, installed after the coffee 
oligarchy was ousted from power, pursued a policy of compromise. 

- In Argentina however the exporting Werests succeeded in re-
asserting their authority in 1930. 4'71,  Even where import-sub-
Stitutingindustrialisation was pursued,:it,too had clear. 
limitations. • Given the limited total markets, sooner or later 
A.t_had-to exhaust its potentialities. What was needed was a 
sustained stimulus by:the state.. •This was also necessary if 
the relatively more risky producer goods industries were.to -
:develop. ,3espita the development ofthe extensive railway. 
• net-work, India had an iasignifioant engineering industry at 
independence essentially because of the . cOlonial.goVernment's 
reluctance for a long time to give . a purchase guarantee.. In 
fact its insistence on purchase from abroad sabotaged the 	- 
possibility of an early development of locomotive production. 44  
• The involvement 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 specialisation and the new emphasis •on. 
:national de,ielopment.. 

In several . countries the. state has entered the industrial 
field itself as a producer and in varying degrees we find a state 
capitalist development, 45 	It has resulted in many cases in 
growth rates all round which were unprecedented in their: - 
histories, and which have put pressure on their resources. What 
are the limits to this development? _ . To answer this question 
we must analyse again at a general level the. nature of the 
new state itself. . 
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Nature of the  New State 

We need to look more closely at the break-up of the old pattern 
of imperialism and for this we must examine •be class-structure 
which developed under it. Needless to say the picture differed 
vastly between countries and our generalisations are abstract: they 
refer to a sort of "ideal-type" which does not correspond to any 
single country but is extracted from the experiences of several 
countries - mainly in Asia and Latin America 46 

Mention has been made of the landlords and comprador 
bourgeoisie. within these there were several different elements 
Landlards_for example included not only the large feudal lords 
owning dozens of villages but also small landlords who lived mainly 
nevertheless by the rent-exploitation of petty tenants. 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 ane smaller boureoisie 
confined to single industries or regions. Below this a sizeable end 
vocable petty-bourgeoisie developed: self-employed traders, small 
businessmen end the white collar employees, especially those employed 
by the state apparatus who usually exceeded in numbers the workers 
in organised industry. 47  The ruralcounterpart of the petty-
bourgeoisie was the middle range of the peasantry which neither 
hired in nor hired out labour to any significant extent. Above it 
were the rich peasants relying predominantly on hired labour while 
below were the poor peasants who often hired themselves out to 
supplement their farm incomes. Jll these different layers of 
peasanlry were subject to varying degrees of rent exploitation 
though the incidence of course was much higher in the lower layers. 
Finally the totally landless labourers, a substantial proportion of 
the total rural population, formed the poorest social class with 
irregular employment and subsistence wages. 48 

The challenge to the old political and economic order had the 
support in varying degrees of several Classes - not only the 
manufacturing bourgeoisie but the workers, petty-bourgeoisie end the 
peasantry as well. 49 where this challenge was led by the workers 
and Peasants as in China, the subsesuent break with the old economic 
structure was radical and complete, both internally in the sphere 
of agrarian relations and externally in the relation with capitalist 
metropolises. Where the challenge was led by the bourgeoisie, 
however, later development followed a totally different course. 

The bourgeoisie, on gaining ascendancy, instead of carying further 
the struggle against its erstwhile enemies, hastily reached a 
compromise with them nnd turned against its erstwhile friends end 
allies. Thiswas not unexpected . - the result of some special wickedness 
or folly - but followed from the objective situation in which the 
bourgeoisie 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 the socialist challenge, 
a thorough-going attack on landlord property might well rebound into 
attack on bourgeois property itself. 50  Se the new state which 



appeared was based on an alliance between the bourgeoisie end the 
landlords. Of course in thoprocess of forging thealience, certain 
reforms or cUtailment of "excesses" - e.g. the elimination-of the 
very big feudal lords - were carried out, but these were not as 
far-reaching as the boureoisio had promised earlier. Where the 
ruling class-alliance waS stable; the form of government was a bourgeois 
democracy with Often a federal structure. Where it was unstable 
owing either to challenge from below or to jnternal strife among the 
partners, a military dictatorship appeared. Moreover, given the 
acute conflicts in most underdeveloped countries (e.g. within the 
bourgeoisie between the monopoly and small provincial elements, • 
between the bourgeoisie_ and the landlords) 1  the tendency to pass from 
the first to the second form of government, albeit for certain 
periods, was ever present. 

Both forms gave the state an aura of great authority and 
impartiality. But in fact the basis of the state defined strict 
limits to its actions. As the arbiter between the ruling classes 
and between thorn and the masses, the state appeared to be placed high 
above society with extensive powers to interfere in its functioning, 
but it could not hit any element of the ruling alliance too hard for 
that would reduce the collective strength of Ale ruling classes by 
making them antagonistic to one another and hence more exposed to 
onslaughts from below. 	This lay at the root of the so-called 
" softness" of the state - the paradoxical situation where the state 
appeared #biquitous in its presence and intervention, yet peculiarlY 
impotent in effecting desirable • institutional changes. Within these 
broad limits, imposed by the need to preserve the ruling class-alliance, 
the specific form of state intervontion - was determined by the relative 
class-strengths. The existence of a strong and articulate petty-
bourgeoisie helped the small 'bourgeois elements in the alliance and 
checked the power of the monopolists. This could explain why in 
India the state sector became a permanent feature, unlike in Pakistan 
where as . in Japan earlier the state having built up enterprises sold 
them to private monopolists at low prices. 

The failure of the state was nowhere as glaring as in its 
efforts to mobilise resources for development. Before discussing 

-state action however, some general remarks on the subject mny be in 
order. The problem of mobilising resources has two major aspects - 
(i) greater • employment of available but unutilised resources in 
particular labour-time (ii) the mobilisation for productive investment 
of the economic surplus appropriated from those who arc already 
employed. The distinction between those two aspects may be seen as 
follows: by postulating certain "norms" as regards working-day etc. 
we can define the endowment of social labour-time. Only a part of 
it utilised and the remaining Unutilised labour, which - is'sometimes 
called "surplus labour", exists in the form of unomploument and 
under-employment, i.e. forced idleness for part of the year or a 
given job being shared by many each of whom "takes it easy". 51  
Of the utilised labour-time a part goes to replace the morns of 
production used up and to meet the consumption requirmont of the 
producers, the remainder being "surplus labour-time" or simply 
"surplus" in our sense though we often look at it in product terms. 52  
In any concrete situation of course there is an element of 
arbitrariness in identifying "unutilised labour" and "surplus" but 
this does not reduce 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 
and natural population growth have combined to intensify the pressure 
on available land to a degree where a large part of the rural labour 
potential remains unutilised. . An estimate for India of unemployment 
alone suggests that on average a labourer found employment on 220 days 
every year (i.e. forezhol.eoreazt of the day) while for 60 days ' 
though willing to work he could find no work. 53  The proportion of 
property income to the total, which is a rough index of the share of 
surplus, stands around 30 per cent in India end a similar figure in 
other underdeveloped countries. Though the surplus may be small in 
absolute terms, its high share indicates that a substantial proportion 
of income could be accumulated and a high growth-rate could be 
generated without adversely affecting the living conditions of the 
bulk of the population. Thus .  the usual argument - "a country is poor 
because it is poor" - that somehow a country's poverty constrains 
its growth-rate is completely erroneous. The potential growth-rate, 
which has little to do with absolute poverty, is high; if the actual 
rate is low it is because of the mode of utilisation of the surplus. 
Development effort thus requires (i) an alteration in the way the 
surplus is used and (ii) an increase in labour-utilisation. 

A precondition for improved labour utilisation is a more 
egalitarian distribution of land. Where 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 land exists, redistribution could still lead to greater 
application of labour and intensified land-use, though clearly new 
modes of agrarian organisation are called for: Unutilised labour 
could be pooled and set to work on small rural works or irrigation 
proects of common benefit, possibly on an ex post payments system, 
provided an adequate basis for cooperation could be created through 
a more egalitarian social structure, i.e. by removing the landlord- 
moneylender from his lending position. 54  This required a comprehensive 
programme, the two necessary elements of which were tenancy reform 
designed to eleminate rent-exploitation, and land redistribution through 
a ceiling on holdings. Such a pro,:ramme would simultaneously have 
curtailed the flow Of surplus into unproductive channels Thus 
organisational changes could have stimulated employment End output 
without necessitating large additional investment - almobt giving the 
economy "something for nothing" or for very little. 

What actually happened however was very different. Removing 
at most the upper crust of landlords, the state allowed the rest to 
function provided they took a direct interest in cultivation. This 
meant in practice that former tenants either appeared in the disguise 
of "helpers", "partners" etc. or actually lost their tenure and worked 
as labourers on the same land. On the other hand, land reforms conferred 
ownership rights on tenants of former large landlords on payment of 
a certain sum of money, which in effedt could benefit only the rich 
peasants who had moved up and smaller landlords and this class was 
then provided with incentives, technical information and cheap inputs 
to usher in a capitalist development in agriculture. Ceilings where 
imposed wore large and usually evaded and often holdings developing 
capitalist farming were exepted e  so that little radical land distribution 
took place. 
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Lenin, discussing the mergence of ca, pitalist agriculture, 
had distinguished between two paths - the Aierican path of "peasant 
capitalism" and the "landlord capitalism" of Pruesian Junkers. 56  
State policy in several unOerdeveloped countries - ark. this includes 
a large spectrum from heavily populated India at one end to Iran at 
the. other - attempted a curious mixture of the two, the exact 

• proportions of the ingredients varying etween countries according 
to the relative class-strengths in each. 57  But in anj case (i) 
this promotion of capitalism did nothing to improve labeer-
u'dlisation end 'indeed as we shall see later, may aggrevtete the 
situation further; (ii) the position of the p6orer classks, tenants 
and the landless was not much strengthened - where reforns•led to 
resumption of lend, tenants were pushed into the category cf 
labourers; 	traditional investment outlets in the form of 
usury etc. with a view to taking over poor peasants' lend cortinued 
to exist.- 

• As.for the second aspect of resource mobilisation, ie. 
raising. the share of productive investment in the economy, offer-vs 
were made in two directions: (1) to increase the share of surplus 
in national output through a relative shift in distibution in fabour 
of the so-called "thrifty" classes and/or The state, (2) to secure 
mainly through various indirect beans an a:tered mode of utilisation 
of surplus. The first kind of efforts werc generally more 
successful than the second. In a capitalist economy governed bY the 
profit-motive, production depends on demend .  so  there was no question 
as in a socialist economy of curtailing luxtry consumption through 
the restricted production of these goods; ceftsumption decisions 
themselves had to be altered. And the instruments available to the 
state for this purpose were very limited. Taxes, when they arc not 
evaded, may simply result in a trenfer of savings from the private 

. sector to the state. Even those which expli:itly discriminate against 
consumption and in fabour of savings may still fail to restrict 
consumption. Thus when the pressure to maintain the growth of 
consumption is strong among the upper-incomc groups, the state can 
do little to.restrain'it. And there is evie.ence thet the preesure 
was strong, possibly owing to a combination of international and 
internal demonstration effects. Since the slpposedly "thrifty" classes 
were not so thrifty after all, relative inccme shifts from the poor 
to the rich which took place for example when the. state used tax 
revenue raised largely through indirect texe3 on the poor to 
subsidise private . industrialists in various ways, were to a large 
extent squandered on luxury consumption. 101 course where the 
state itself invested and owned certain indultries the extent of 
"squandering" was less, but the difference wrs' only ono of degree. 
In either caSo, stepping up of investment imilied an Increased 
inequality in income distribution and yet sings did not increase 
adequately. 

Pakistan, only lately, hailed as a model Of success, provides 
• a very clear,emaple of the phenomenon,, The development stretegy 
placed considerable reliance on private enterprise and the poorer 
classes especially in the rural sector were sqleezed in several ways 
(e.g. licensing of scarce foreign exchange earled_primaray by 
agriculture to the industrial sector) toi:ncreee the surplus in the 
hands of urban industrial capitalists. So suc:ossful was the 
squeeze that an economist wrote in 1965, " the: vast mafjority of the 
Pakistani population probably have a lower strudard of living today 
than when the country achieved independence". !-'3 Yet it was 
estimated "that at least 63 to 85 per cent of thesavings transferred 
from agriculture are dissipated in higher consur;:ption in urban 
areas." 59 
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Savings estimates, though notoriously unreliable indicate gross 
domestic savings as a proportion of gross national product to have 
stabilised around 10% towards the end of Second Plan after an 
intial rise. 60  In India as well 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 and the 60's. Moreover, within this a slight 
fall in the private share was made up by a slight rise of the 
state's contribution, and this despite an increase in the income 
inequalities. The marginal savings-ratio, though the estimates 
are susceptible to the choice of base-year, could be no higher 

61 than 13-14%, and the figure for Pakistan was not very different. 
A part of the difference between marginal and•average•figures being 
due to lags etc., the average is unlikely to have been showing a 
trend increase beyond the levels attained. And these cases were not 
exceptional. In Brazil over a period 1939-1960, the savings ratio 
remained virtually stagnant though at a higher level despite a more 
rapid rise in productivity than in wages, i.e. a relative income 
shift in favour of capitalists. 62  For 12 of the countries studied 
by Chenery and Strout, the marginal rate of savings was actually 
found to be below the average ! 63. Thus while the share of surplus 
was often increasing its mode of utilisation changed little and if 
anything a larger share was being diverted to luxury consumption. 
Of course the burden of the increased surplus was distributed in 
different ways in different countries among the poorer classes, 
depending on the terms of trade between the rural and urban sectors, 
the relative movements of money wages, prices and productivity etc. 
but everywhere the growth of upper class consumption prevented even 
this increased burden from supporting .a larger investment programme; 
recourse to aid had to be taken. And this leads to a consideration 
of the compromise on the external front. 

Though a new state took over certain key sectors from old 
foreign capital and, by its very decision to industrialise and break 
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 internal opposition with the help of the metropolitan power. 
Besides there were economic reasons. Lacking in technology it had 
to turn abroad for help and as we saw, to achieve even moderate 
industrialisation and growth, it had to rely on foreign aid. Of 
course these could come from the Soviet Union as well and this gave 
the bourgeoisie room for manoeuvre, a certain relative autonomy vis 
a vis the metroplis. But Soviet help despite its importance and 
strategic role - example S of which are the building of India's heavy 
indUstry base, • the purchase of Cuban sugar after the boycott and more 
recently of Peruvian oil after the nationalisation - was limited. 
It could not match the aid requirement and forthe new industrial pattern 
with luxury goods occupying a leading role, its technological 
assistance was necessarily limited. Inevitably therefore the reliance 
on metropolitan capitals and states increased. 

Greater reliance itself need not always lead to greater 
subordination. 	Countries of Western Europe and Japan 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 those others was that even 
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' 
while takag this aid, they did little to eliminate the future need 
for it. 	The resource gap persisted and some writers even 

3 0.k suggesi Not 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 collaborators, 
(i) have a weak bargaining position in drawing up agreements (some 
of whiCh prohibit.research), (ii) 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 pat the country's 
exports could compote in the world market. c 5 

From the donor countries' point of view, the whole system of 
aid served two main objectives -.(1) 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 prikary overall objective 
'especially guarded by the leading metropolis - the U.S. - was to 
create conditions for the free play of metropolitan capital. 66 
From its very infancy capital has needed the support and protection 
of a nation state. Aid was a means by which the metropolitan state, 
by putting pressures on the underdeveloped state, supported the 
operation of its own national capital - be these trade or investmamt - 
in the latterts territory. Pressures for example were directed 
against policies of protection or of restriction of foreign Capital. 

. Protection in an economy not dominated by metropolitan capital 
already, was after all protection of domestic Capital, hence both 
measures were aimed at a negation of economic nationalism. And 
several underdeveloped countries succumbed to those pressures. No 
doubt the subordination was not complete and perhaps never could be; 
the domestic bourgeoisie could once again turn against metropolitan 
capital given a suitable international and internal situation  e.g. 
when assured of mass support without the fear of being swamped by 
mass demands. But given the basic and perpetual need for dependence 
on the metropolis, such insubordination Could only be temporary. 67  

Thus the relationship between the domestic bourgeoisie and 
• metropolitan capital has not beeh a rigid or fixed one. It has 
changed: a tendency towards greater subordination has operated along 
with periods of reversals... Nevertheless, all these 'oscillations 
have taken place around a point which itself involves substantial 
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subordination; e.g. a -few nationalisations . by a bourgeois state 
would still leave metropolitan capital in-dominant '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 . underdevelopeds 
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 
t6 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 organically 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 subordination; and the 
metropolitan state in turn encouraged the alliance with landlords. 
'So. the two mutually conditioned each other. The fundamental 
characteristics of the old state were reproduced to some extant 
though at a higher level. -Instead of the comprador - landlord - 
foreign Capital-alliance, we had . a new one between the national 
bourgeoisie, "progressive" or capitalistic landlords 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 characteristics. 

(i) Since it was accompanied by a greater squeeze on the masses 
to obtain a larger surplus, the demand for industries producing 
mass consumption good did not L)crease very much and indeed 
'substantial unutilised capacity - often developed in these industries. 
On the other hand industries producing certain types of investment' 
goods and goods for luxury consumption expanded faster. .These in 
any case required less labour per unit of capital; moreover, since 
they used foreign technology without any adaption to local conditions 
industrial employment increased ata very slow pace. An estimate 
for India has put the amount-of fixed investment required per 
worker for industry as a whole i.e. including small scale industry 
at 2o,00p rupees which is higher than the corresponding 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 goods. 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. And this 
"top-heaviness" was the physical counterpart to the strategy of 
financing investment by increasing the share of surplus which as 
we saw earlier was 'commonly followed. Consequently, despite the 
industrialization effort, the pressure of population on land and 
the basic poverty remained unaltered, e.g. the proportion of Indian 
population below the poverty line (defined to correspond to a food 
intake ensuring 2250 calories per head per day) is estimated to have 
remained constant at 4155 between 1960-61 and 1967-8, 71 
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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 and 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 industrialisation thus merely 
transferred a 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 pritary goods, high tariffs of developed 
countries etc. - but in many cases home absorption prevented euorts 
from rising to the extent possible even within these limits. 74  
The consequence was a chronic balance of payments probleffi to which 
of course (as we shall see later) 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 as 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 economies and the existence of uncertainties etc., 
the criteria for "efficiency" are exceedingly difficult to specify) 
but it need not be . unviable, i.e. lead to heavily import-dependent 
import substitution, provided available resources are mobilised to 
build up adequately the strategic industrial base. The trouble with 
underdeveloped countries especially the large ones with potentially 
large internal markets was not so much that they went in for import 
substitution but that they achieved so little import-substition 
.in depth. 74,  In other words there was p, wrong kind of import 
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 
was erroneous which ia doubtful in many cases. 

(iii) Simultaneously this very inability to mobilise resources 
left the economy without any cushion against contingencies. If 
aid was slightly delayed and certain important projects were held 
up, exchange could not be diverted from low-priority sedbrs to make 
good the resultant shortages and this often created a serious 
bottleneck affecting a large area. Similarly if there was a crop 
failure and immediate aid was not forthcoming, this spelled a 
serious disaster since the government often could not introduce 
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compulsory procurement and rationing. The contrast between China 
and India is illuminating: successive draught years in China after 
the. Great Leap did not lead to any famines or starvation while in 
India despite large aid drought in mid-sixties caused a famine in 
Bihar. 75  This the same factors which led to an overall scarcity 
of resources also implied that individual stresses and strains 
in the economy when they arose could not be dealt with. These 
caused therefore serious additional imbalances holding up the 
tempo of development. This type of "disproportionality crisis" 
which arises in any capitalist economy owing to the anarchy of 
production took on in the underdeveloped countries a new significance. 
Given the nature of their economies - predominance of agriculture, 
rigid reliance on aid etc. - it was both more frequent and more 
damaging. 

To summarise: the development which took place was top-heavy, 
continuously dependent on aid and often jerky and uneven. Moreover 
it failed to have much impact on the basic social problems of poverty 
and unemployment. 

It was natural that the policies behind such performance 
should be under attack. The alternative courae suggested by the 
ftetropolitan countries and agencies like the World Bank involved 
a change in policy in at least three directions: (1) a liberalisation 
of trade combined with exchange rate adjustments to promote exports 
(2) a greater emphasis on agriculture and (3) greater efforts to 
draw private foreign capital. This package of inter-related policies 
had been advocated by metropolitan agencies all along but only 
recently did several countries begin to accept it and its 
implications are becoming clearer. 

The New Course  (i) A more liberal trade policy with a do facto 
or de jure devaluation has of course stimulated exports in many of 
these countries but simultaneously imports have often gone up even 
more. Indeed this worsening of balance of payments seems fairly 
common among countries opting for "liberal" trade, though it is 
concealed by the greater foreign capital and aid inflow which 
accompanies such "liberalisation". In Thailand after the 1955 
devaluation and unification of exchange rates, the trade deficit 
increased, the total deficits over 1955-64 amounting to U.S $648m. 
Nevertheless there was an overall surplus in balance of payments 
except in 1958, make possible through aid and loans from the world 
Bank and the U.S. Similarly Pakistan's import liberalisation 
substantially widened the trade deficit. The deficit on commodity 
trade rose from 620 m rupees in 1959-60 to3000 m in 1964-65 and 
simultaneously foreign aid which totalled around $ 1.6 billion over 
1951-60 increased after 1960, total flow over 60-64 being 3 billion'. 
For the Philippines,, it is even doubtful if trade liberalisation 
stimulated exports at all. 76  

This is hardly surprising. Where exports are limited by 
sluggish world demand, changes in trade policy would of course be 
of little help. Where the limits to exports arise from an 
excessively high domestic capacity to absorb, mere. exchange rate 
adjustment which affects this problem through only indirect and 
tenubus channels would again be of little consequence. If it has 
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stimulated exports significantly 'it is because the simultaneous in 
import liberalisation' has generally made more goods available 
directly and also by perMitting better capacity utilisation where 
exchange scarcity had acted as a cottleneck. By the same token, 
however, a part of the imports' have directly or indirectly gone 

sint.0 satisfying residual pent-up 'demand at home. Similarly, 
another part of. the itports has purely replaced the domestic 
production of -Substitutes; thus being totally unnecessary from 
the country's point of view. 77  

Therefore this entire process of trade liberalisation has 
usually left the country aven'hore'indebted, retarded thc growth 
of import substitute industries and yet left the main problem of 
how to achieve self-reliant growth completely untouched. The 
Indian case superficially appears different as the balance of 
payments situation has improved considerably since the devaluation 
of 1966. But this is largely because during this period there 

has been a serious recession in the economy reducing home demand 
hence the demand for imports and encouraging a certain amount of 
forced exports. Thus even there the conflict between maintaining 
certain desired rates of growth and balance of payments stability 
has remained largely unresolved. 

Of course from the point of view of metropolitan agencies, 
this conflict is meaningless. Growth should be left to the operation 
of private including foreign capital. instead of being artifidially 
maintained by the government. The governPent . sheuld concentrate on 
investing -in overheads, providing adequate incentives for private 
capital and devoting greater energies to the promotion of agriculture, 
control of population etc. Thus the common theme underlying both 
the stabilisation policies of the I.M.F. 78  and the new course 
proposed by the World Bank, AID etc. is the emphasis on greater 
reliance on the free play of capital, from which it follows that the 

• economy should be exposed to the "winds of international competition" 
and the framework of economic nationalism which hot-house fashion 
had encouraged industrialisation should be dismantled. Free play of 
capital ihplies in effect the domination of foreign capital to which 
domestic capital if unaided by the state can never stand up. Let 
us see to what extent this new course can solve the social problems 
of poverty and unemployment. 

(ii) A greater emphasis on agriculture is highly. desirable 
provided appropriate  institutional changes have already been made. 
In many underdeveloped countries however, this emphasis has implied 
the prohotion of investment end technical progress. - e.g. the 
introduction of high-yielding varieties of seed, within the 
developing capitalist  relations. 	This in turn has accelerated the 
process of capitalist development in. agriculture-. Whatever its 
effect on output etc. this development is likely to accentuate 
the problem of poverty for the majority of the rural population. 
Let us look for example at ,  the Indian case. (a) The bulk of 
the peasantry is becoming relatively and in some cases absolutely 
worse off. The new technology ushered in by the "green revolution" 
requires a certain, minimum investment which is usually beyond their 
means. Moreover the increased profitability of agriculture is , 
reflected in an increase in land values .  hence land rents so that 
Small peasants cultivating on leased-in land while not getting any 



benefits from the new technology have still got to pay higher 
rents as'a result of it. 79  Besides where the higher . 
profitability induces the landlords to. undertake direct 
cultivation they resume land by evicting the tenants. Both 
these processes which according to observers are taking place 
in rural India, accelerate the pauperisation of small tenants. 
Together with population growth this would raise the proportion 
of wage labourers to rural work-force which is what in.fact seems 
to be happening. A comparison of 1961 and 1971 census data 
suggests that the proportion of agricultural labourers to the total 
rural work force has insreased in several states and nationally 
almost by 10.per cent. °° (b) Simultaneously this spreading 
capitalism has serious implications for labour utilisation. In 
the beinning the adoptian of new technology by making possible . 
double or triple cropping increased the demand for labour. However, 
it has been shown that the introduction of certain types of machinery 
- pumpsets, threshers,and tractors - would eventually push the 
demand down to even below the original level. 81  These machines 
and others like combine harvesters which are even more labour-
saving are being increasingly used end the turn down in labour 
demand has already appeared in certain areas, e.g. in the 
Punjah and Haryana states where labour-demand is expected 

82 according to one estimate to have dropped by 11% in 1968-69. 

Farm mechnnisation in a situation of unutiIised labour 
may appear paradoxical but is wholly rational for the capitalist 
farmer. Owing to the seasonal nature of agricultural operations, 
.despite the existence of unutilispd labour throughout the large 
part of the year, a certain lightness arises in the labour market 
during the peak.season. Since the very multiplicity of cropping 
imposes a strict time-schedule for agricultural operations, this 
tightness is intolerable for the capitalist farmer.. He is uncertain 
whether he can get an adequate amount of labour at the right time 
and if he does not - i.e. if he gets 90 labourers instead of 100 - 
the loss may be substantial. So .  he introduces machinery which 
however replace not only the 10 absent labourers, but the other 

. 90 as well. Moreover; he hires the machinery oUt to neighbouring 
capitalist farmers who even while not facing shortages may prefer 
to use these. If the rural economy was organised along collectivist 
lines, labour utilisation in peak seasons could be planned e.g. 
transfers from the .other sectors arranged to meet gaps etc But 
within the capitalist mode where the profit-motive dominates, if 
tractors guarantee profits, they are used irrespective of their 
impact on labour utilisation. 

The net effect on labour utilisation of course depends on 
a number'of factors e.g. rate of growth of output, rate 'of growth 
of output, rate of speed of machinery etc. but we can safely say 
that the problem far from nearing solution will groN more acutely, 
if no other reason at least owing to population growth. 83  

(iii) 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. 
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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. 94  Moreover within this growth 
there has-been a relative shift away from traditional lines - 
public utilities and 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 1930-60 
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 finanee,•utilitios, tea and juteAms been on the decline. The 
nationalisation of the Imperial Bank of India removed it from a 
dominant position. A number of agency houses changed 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.

87
Petroleum and manufacturing have' been again 

the favourite fields 	and the form of investment has been through 
subsidiaries or •join ventures whore foreign capital has minority 
holdings bUt•a dominant position through the control over technology. 

Taking the old and new together, foreign capital holds a 
. substantial end often a strategic position in the underdeveloped 
economies. An estimate puts the book value of U.S. direct 
investment in Latin American.and Caribbean region at $12,989m. in 
19.68. The same year U.S. subsidiaries in Latin America exported 
$4,500m. or 35% of all Latin American exports and the share in 
manufactured goods alone was 41%. Of course in case of specific 
countries - Venezuela (oil),. Chile (coRRer), Honduras (bananas) - 

. the share in exports .waa 75cA,  or more. 'm In India, the sales, of 
branches of foreign companies and "foreign controlled rupee 
companies" - a term used by the Reserve Bank to cover subsidiaries 
.and certain minority ventures - as a proportion of those for all 
public and private limited Companies stood at 29.7 per cent in 
1967-68. An estimate which includes a wider range of minority 
ventures - those indirectly controlled through technology etc. - 
iAlts the figure at 46.8% E3  In specific branches of manufacturing 
- chemicals, rubber, electricals etc. - which inidentally are the 
fastest growing and the most profitable areas, the share of 
foreign companies is substantially higher.. 90 ' 

.While this rapid growth has taken place, there has actually 
been.an outflow of surplus from these countries. Over the period 
1950-63 the net outflow of surplus from Latin America on account 
of private foreign capital has amounted to.$7.5.billion. 91  The 
net outflow from India between 1956-61 was 672m. rupees, which has 
increased much since then. 9 2  Moreover, those official figures 
grossly understate the actual figures involved since- excessive 
charges for materials and spares, payments for unnecessary goods 
and services etc. are not included. To give an example: international 
oil companies which refine in India crude oil imported . fromthe 
Gulf area fix crude prices. The •prices were exorbitantly high so 
the Soviet Union offered to sell crude on barter terms to India. 
The Companies refused to handle it and it has been estimated that 
Russian crude would have saved India $140m. of foreign exchange 
annually, about 10% of the total annual export 'receipts in the • 
fifties. 	Thus the actual outflow even if small compared to 
the national income, is usually a large part of the mobilised surplus 
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and also exchange receipts. 

This of doUrse has been a general phenomenon. - 7henever 
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 49500 m. more as income than 
they sent out as capikl, while at the same time expanding foreign 
holding by 022,900m. 79' When Britain was the leading metropolis, 
between.1870 and 1914, her net export of capital amounted to £2400m. 
while the income received was £4100m. 95  When capitals based on 
different metropolitan countries operate within each other's 
territories some of these flows if they occur cancel each other out. 
But when they operate within underdeveloped countries, all the 
flow of surplus is eventually only one-way. 

Thus the outflow of surplus is only a particular 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 research etc. 
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 metropolitan capital only a 
limited interest in the peripheral countries, its real theatre of 
action being the metropolitan area generally, and its own metrol5olis 
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 indeed whenever 
possible the domestic state has judged it so. ';'hen it raises a large 
part of its funds within the underdeveloped country, or seeks to 
preserve its technological monopoly, it is doing what is normal for 
any capital and rational from its point of view, and yet this raises 
the cost to the domestic economy. This Conflict must also be borne 
in mind in assessing the prospects of foreigcapital-Lgenerated growth. 

Clearly a distinction between mineral investments and 
manufacturing investments must be made here.. The location of the 
first type of investment clearly depends on geographical factors 
of availability of minerals...Hence'a mere "OPening'of doors" may 
net lead to Much inflow of foreign capital in all Cases. .Moreover 

. even when foreign capital does come in to develop the . minerals, the' 
linkage effects of such development on the rest of the ecenomy are 
Usually very weak. Most of the maehinery and Materials for current 
operation come from the metropolis. Of Course part Of the proceeds 
go for the remuneration of labour but this is usually small since 
the techniques employed are highly capital-intensive. Even a part 
of this in any' case accrues to foreign personnel, who fill 
managerial, semi-managerial and skilled positions'and whe either 
send horn their'salaries or consume imPorted - goods. Local currency 
expenditures generated by such investments rarely exceed 15-20% of 
the value of tetql product, a figure not likely to be altered much 

. even if we take into account the taxes paid locally. 96 
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Thus the foreign sector is usually a little island in the 
domestic economy, strongly limked to the metropolis benefitting at 
most a small part of the local population with no effects 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 one" with one important difference - part of its 
mineral resources have been depleted. 97  It is often argued that 
but for foreign capital, these resources would not have been 
developed anyway. But (i) even if this was true, the above argument 
suggests that development of this kind has little impact on the 
domestic economy, (ii) moreover this is irrelevant since the very 
introduction of foreign capital perpetually maintains the country's 
dependence on it and justifies its own existence owing to its 
perpetual control over technology and markets. 

Investment in manufacturing is governed by rather different 
considerations. The substantial growth of manufacturing investment 
has been a result of two sets of factors - (i) the enormous 
centralisation of capital that has taken place in recent years, 
leading to the emergence of giant corporations which usually is a 
precondition for their going multi-national, 98  (ii) the political 
and economic changes following the break-up of empires. In a sense 
of course the break-up of empires MIS a reflection of these changes 
which had begun earlier but which gathered momentum subsequently. 
Along with empires, exclusive preserves were broken up allowing for 
greater competition between metropolitan capitals and also between 
these and the domestic national capitals which were sheltered 
behind protective walls. Simultaneously the operations of the 
underdeveloped states expanded their domestic markets. To jump 
tariffs and participate in this market, metropolitan capital 

. established enterprises - subsidiaries or joint ventures - in these 
countries whore previously the markets wore supplied through trade 
from production carried on in the metropolis. 	In the 
collaboration agreements 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 allowed to a few neigh-
bouring countries or to virgin territory olswhere. 100 

This investment thus being predicated upon an expansion of the 
• local market to which it responds, cannot be expected to initiate 
such an expansion itself. Thus growth must be generated by other 
factors to attract foreign capital; foreign-capital-generated growth 
is a rather remote possibility. Moreover even growth generated by 
other factors runs into difficulties owing to its operation. 7ith 
growth the import-bill increases and foreign companies with their 
surplus capital outflow and excessive capital imports etc. 
contribute to the inflated import-bill. Simultaneously, however, 
exports are restricted from the most dynamic sectors where foreign 
companies usually operate. Consequently the balance of payments 
problem is exacerbated. But any slowing down of growth as a result 
of it makes things even worse: foreign capital loses interest in the 
country in question and surplus outflow increases. • The whole problem 
can possibly be checked and balance of payments strengthened by 
drawing even more foreign capital through greater concessions and 
guarantees etc. but this increases the potential threat to the 
economy. Thus to rely on foreign capital to generate grafth is 
both uncertain and would presumably require ever increasing guarantees 
and concessions. 
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Finally, there is a third type of foreign capital inflow whose 
potentials for generating growth are prima facie greater. This is 
capital drawn to underdeveloped countries for locational reasons 
(the existence of cheap labour etc.) to meet not local but international 
demand. Typically as we saw in sections 2 and 3, such investments 
have been historically limited since capital has usually tended 
to gravitate towards the metropolis. It is argued that this pattern 
may be changing. Though several of the examples cited - Hong Kong 
being one - are rather special cases hence not very convincing 
generally, some change may be indeed taking place e.g. Mitsubishi 
have shown an interest in setting up plants in India to meet World 
demand. 101  Nevertheless the scope for such development seems limited: 
(i) even if such plants are set up in urban centres, the technology 
employed may still have to be fairly capital-intensive to compete 
internationally in an effective manner, in which case these centres 
will also become little islands much the way that mineral centres 
have been. 102  Even within these moreover, the wages of local 
labour cannot be very high - or even as high as in mineral 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 and revolutionary unrest are bound 
to increase. These or even the fear of these are likely to keep 
foreign investment of this kind limited. This may be the tragedy 
of metropolitan capital. Having shunned these countries throughout 
the last hundred years, it has created a situation so explosive that 
even if it wishes to enter these countries now, it dare not. The 
masses are increasingly, demanding more radical change. 

ProsPects for Development: Summary and Conclusions - Let us pull 
together the threads of the argument. The capitalist mode of 
production was set upon its feet through a process of primary 
accumulation which by expropriating petty-producers simultaneously 
achieved two objectives: (i) Two groups were created - those few 
in whose hands the means of production and subsistence were 
accumulated and the large mass of producers who now had nothing to 
sell but their labour-power, and (ii) a market was provided for 
the producta of the new mode within which these two groups "came 
face to face and into contact"., • Once on its feet, though capitalist 
production relied to . a greater extent on internal appropriation of 
surplus value for accumulation and production for the internal market, 
primary accumulation in one sense continued side by side: petty 
producers were expropriated continuously. .Indeed smaller capitalists 
began to be expropriated as well, leading to a. centralisation of 
capital. "Jhile primary accumulation destroyed the pre-capitalist modes 
in the colonies and semi-colonies, the development of capitalism which 
resulted was geographically unevenly. distributed owing to thd 
existence of "external economies" in the broad sense, i.e. the fact 
that capital where it takes root drams capital to it. Thus 
development at one pole - the metropolis - was accompanied by under-
development at another - the periphery - the latter characterised 
by integration into world trade as primary producers, and by the 
existence of a "relative surplus population" which had to survive 
as best it could. This entire process of development-underdevelopment 
at an international level took place through the medium of a colonial 
or comprador state. The slow evolution of the present institutions 
and the population growth did not precede this "development of 
underdevelopment" but followed in the wake of it. 
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• 	 This pattern Was challenged by' liberation movements in 
' "peripheral" countries, in many of which the national bourgeoisie 
emerged as the dominant force. In its efforts to' start an indigenous 
capitalist development this bourgeoisie faced certain unique problems - 
(i) it had no colonies left to acquire (ii) simultaneously having 
been colonised it inherited a far poorer Country and population 
growth was constantly making matters werse, 	it arrived also 
at a time when the world capitalist system was being politically 
challenged, so that it was afraid Of pressure from below and 
(iv) fiaally with all this, its :own failings made it incapable for 
the task. Having grown Up in the shadow of the metropolis it 
tried to emulate its metropolitan counterpart in several ways, not 

least in the pattern of consumption. 

Its problems were such as to require bold and unorthodox 
measures, It could for example have used the'vast*mass of unutilised 
labour for capital formation if it could overhaul the rural institutions 
but its political •instict was to ally itself with the landlords and 
after some patchy land reforms settle down to the business of promoting 
a sort of rural capitalism from above. Since the surplus value 
generated within the tiny capitalist sector was inadequate, primary 
accumulation had 'to supplement it and 'took the forM of drastic squeeze 
on the consumption of the masses, e.g. the poor peasantry and the 
landless labourers. In tddition whore the resulting development was 
concentrated in a certain region, the old metropolis-periphery 
relatienship was reproduced within the country. 

However with the rising consumption of the bourgeoisie and the 
landlords even this primary accumulation was insufficient and capital 
had to.be  borrowed from the metropolitan centres. In any case for 
political reasons the bourgeoisie had to re-ally itself with the 
metropolitan. bourgeoisie -soon after independence though at a higher 
level .. Besides the continued dependence on borrowing sapped the 
foundations of the bourgeoisie's programme of  independent national 
development. It was under pressure to dismantle the.systen of restrictions 
on trade and foreign 'capital which had developed since independence - 
and in several cases succumbed to the pressure at least partially. 

But such a more "liberal" economic regime is. no more likely 
to 'bring all-round development than the earlier restrictive one, The 
new regime represents .  a tendency towards.the.re-establishment in a 
more complex form of the nineteenth centUry pattern of free trade and 
free capital movements which was responsible for generating under-
develoPtent in the first place. Indeed the so..-called "liberalisation" 
is a part of the process of centralisation of-capital.at-an 
international level - the swallowing of small capitals growing behind 
tariff-barriers and other restrictions by the large Pries. This 
"liberalisation" 'will once again leave the groWth of underdeveloped 
countries to the vagaries of international capital. - At best,  oven 
asSuning that this capital is in fact moving geographically out of 
the LetropoliS, it would make a segment of the underdeveloped country 
a lateral extension of the metropolis. The - technology apart from 
minor modifications' would roughly be the samas:in the metropolis 
Hence even sustained growth in this segment would leave the problems 
of labour utilisation and poverty untouched, problems which are 
becoming more serious because not only the population growth 'but also 



the labour displacement consequent upon the growth of rural 
capitalisn. 

Hence the current debate among academic economists about 
the pros and cons of "liberalisation" centres around the relative 
roles of national and metropolitan capital. The real ouestion 
however is the extent to which capitalism itself is adequate. No 
have .argued that capitalist growth in either form will have little 
impact on the social problems facing underdeveloped countries. 
The set of institutions required for solving those problems can be 
created only under a different mode. 
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NIXON'S "NEW" ECONONIC POLICY 

Paul Mattick (1) 

Economic theory is one thing and economic policy 
something else. However, economic theory can always be 
adapted to changing circumstances. The practical economist 
need not be at a loss, or rather, since there are various 
ecohomic theories, one can be replaced by another that 
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-regulating" market mechanism, which did not 
live up to its reputation. Aside from such obvious 
charlatans as Milton Priedman, however, the economic court 
jesters had known all along that the mixed economy was 
here to stay and could no longer function except through 
increasing government manipulation. 

The whole apparent prosperity since 1950 was such 
only because tho market demand was maintained and enlarged 
by the continuous growth of government-created "demand". 
This non-profitable part. of total social production required 
monetary inflation in order to shift its expense from 
capital to the population at largo. Nonetheless, oven under 
these conditions, and duo to the extraordinary increase in 
the productivity of labor,. it proved possible to have 
the semblance of a real prosperity with rising profits, 
rising wages, and a rising government debt. Full emp-
loyment, it was now said, implies inflation; one cannot 
have one without suffering the other. Why this ,should 
be was never made clear, because bourgeois economic 
theory does not differentiate between profitable and non-
profitable production. 

Cenfidence in this newly discovered mechanism of 
continuous prosperity by continuous inflation was slowly 
eroded by the process itself. Demand and production fell 
off despite increasing government budgets, occasioned by 
the war in Vietnam and the general expenses of imperialism. 
There arose a situation in which steady inflation was accom-
panied by growing unemployment, indicating that the 
profitability of capital was not such as to warrant its 
further rapid expansion. But full employment requires 
an accelerating profitablo accumulation of capital. 
How to bring this about is the sole concern of all economic 
policy. 

Profits, on which accumulation depends, are that part 
of total production which falls to the capitalists. The 
greater it is, relative to wages, the better the chances 
for a progressive capitalistic development. The expenses 
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of non-profitable production, as exemplified by the larger 
part of government-induced demand, diminish the profits 
available to capital. To have a faster rate of capital 
expansion thus implies the reduction of wages relative to 
profits, as well as a reduction of government expenditures. 
This can be brought about by either deflationary or 
inflationary methods. Each has its shortcomings and its 
advantages, but the adoption of one or the other is seldom 
a question of choice. 

Inflation, as determined by government monetary 
policy, implies that prices rise faster than wages thus 
raising profits. Without this effect, it would be 
entirely senseless. Deflation implies the outright fall 
of wages relative to profits. Usually, deflation was not 
resorted to as a conscious policy, but was an expression 
of the businoss-cyclo, which surprised the capitalists no 
less than it hurt the workers. To get out of a depression 
by inflationary moans was the content of Koynosian theory. 
It was soon as a short-run measure loading to a now upturn 
of business activity and to the restoration of price 
stability. 

The short-run molsure became, however, long-run 
and therewith self-defeating. Although full employment 
was somohow kept up, it was so only by the perpetuation of 
the inflationary process and the steady enlargement of 
tho non-profitablo government sector of production vis a 
vis the profitablu private sector. Inflation has boon 
waplainod" as a vicious circle - wherein wages push up 
prices and prices, again, wages - duo to the fact of full 
employment. By allowing unemployment to grow, this 
inflationary spiral was supposed to end. 

Unemployment grow, however, not only because of some 
unemployment-producing cut-backs in government oxnondituros, 
but also for tho more general reason of declining capital 
investments. It was the lattor, far more than the quite 
limited ability on the part of the govornmont to cut 
expenses, that accounts for the rise of unemployment which, 
at the end of 1971. exceeded, in official terms, six per 
cent of the working population. What had come about was 
not a mere maladjustment between supply and demand, whereby 
the latter drives prices up, but a real depression, such 
as the "new economics" had proclaimed was a thing of the 
past. 

Despite all the "built-in stabilizers", the economists' 
"gamesmanship" and thoir "fine-tuning" of the economy, the 
inherent crisis-mcchanism of capital production assorted 
itself and brought about a situation ending tho "trade-in" 
of inflation for full employment by producing unemployment 
with inflation. The inability to handle this now situation 
at first found oxprossion in the pro-Keynesian hope that 
things will settle thomsolvcs by letting thorn drift, that 
the presumed "equilibrium mechanism" of the market 
relations would load, at some cost, to a now stability, 
harmonizing wages, profits, and prices. This was the "old 
Nixon" looking with favor upon the laissoz-fairo fantasies 
of Milton Friedman. 
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Of course, to have both unemployment and inflation 

is a doubly offoctivo way of raising profits relative to 
wages. Yet, too much employment and too much inflation 
arc dangerous paths which may disrupt the social fabric 
nationally as well as internationally. It would be 
particularly perturbing to the Nixon Administration, 
finding itsolf shortly in an election contest. Thus the 
laissez-faire interlude was quickly discarded in favour 
of Keynesian policies far more radical than those envisioned 
by its originator. Friedman was, so to speak, displaced 
by Samuelson, who welcomed Nixon to "the club" but advised 
'him that "Rhetoric cannot itself bring new jobs. This 
takes fiscal spending, bigger budget deficits," (2) - - 
and therefore more inflation. Howovor, Samuelson doos 
not really suggest full employment by way of more inflation, 
but only some reduction of unemployment by allowing for a 
reasonable rate of inflation; that is, ho suggests 
continuation of the policy which has just failed. 

The government economists tried to dramatize their 
now policies by giving them a sense of urgency. There 
was Phaso One, designed as an emergency moasuro to freeze 
wages and prices so as to halt the inflationary trend. 
The Second Phase is to be of a more permanent nature, 
sprouting a systematic incomes policy by direct administrative 
measures, such as had once boon the ideal of the late 
British Labour Government. Whereas Keynes had boon content 
with monetary and fiscal moans, Nixon adds to thorn 
moasuros which had hitherto boon considered "socialistic" 
and therefore taboo. However, even though Nixon has boon 
congratulated by the Labour Po.rty's Mr. Wilson for finding 
the right solution to the capitalist dilemma, the program 
failed to disturb American capital. 

Still, coming from Nixon, this program appears as 
astonishing as his scheduled trip to China. In Samuolson's 
view, it is a reversal on the ordor. of Loninis turnaround 
at tho introduction of his Now Economic Policy in 1921. 
In any case, it takes the wind out of the sales of tho 
Democratic Party by annexing part of its domagogaory. 
Galbraith found himself plagiarized but could not very 
well denounce what he himself proposes. But, as the 
spokesman of the First National City Bank remarked, You 
can load an incomcs 'policy to wator, but you cannot make it 
drink." (3) The bourgeoisie is not worried, not because 
incomes policies have =whom succeeded, but because, to 
the degree to which they have boon successful, they have 
boon a boon to the capitalists. Nixon knows, if not 
theoretically then certainly instinctivoly, that capital 
depends on profit and on increasing profits in order to 
thrive, Any incomes policy - whatever its specific 
character - must be subordinated to the profit roouiremonts 
of capital accumulation. 

Tho legal foundation of the incomes policy is the 
Economic Stabilization Act of 1970, which is to be extended 
into 1973. It authorizes the President to issuo and 
enforce regulations over prices, wa9;os and rent in order to 
control inflation. It may also come to include interests 
and dividends, but, thus far, according to Nixon, "this has 
not boon necessary because of the continued success of tho 
current program of voluntary restraint." (4) A whole 
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bureaucratic apparatus has been established to determine what 
wages and what prices may rise, or remain the same, and to 
find some means to enforce those decisions; Taking the 
endeavor for a moment seriously, it is of course clear that 
it is far mcro difficult to control the myriad of prices 
than to control the relatively few wage-agreements, and 
that the control of tho latter will be far more rigorous 
than the control of prices. But this is precisely the 
point; if one can stop  wages from rising, one can slow down 
the rise of prices. Combined with a continuing increase 
in productivity, not reflected in price changes but in 
quantities of commodities produced and sold, wage and price 
stabilization is one way of raising the profitability of 
capital. To be sure., there exists also a Productivity 
Commission which, however, will concern itself not so much 
with wage increases based cn productivity gains as "with the 
contributions of productivity to the economic stabilization 
program." (5) It is the latter, not productivity itself, 
which will be the touchstone for further wage increases. 

If capital has nothing to fear from Nixon's 
innovation because "incomes policy has initially tended to 
divert income away from labor," (6) it has found the 
somewhat reluctant support of the trade unions, Asking, 
for appearances' sake, for a non-governmental body to 
regulate wages, they were thus rewarded and are now part of 
the machinery which tries to reduce the rate of inflation 
at the expense of labor. This did not, of course, prevent 
Mr. Meany from raising his yearly salary from 70,000 to 
90,000 dollars despite the wage freeze. However, the 
unions' participation in the "anti-inflation" program is only 
logical, for their very existence and well-being depends 
on an expanding capitalism and thus upon the restoration 
of its necessary profitability. To work in this direction, 
has now been made easier, 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 economic 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 busimss. Instead of increasing 
government spending outright, Nixon attempts to enliven 
the economy through the expansion of private capital. 

In this manner the deficit is expected to rise to 
$28 billion, exceeding that of 1971 by $5 billion. To 
make the deficit more appealing, the economists invented 
the concept of "full-employment budget", that is, a 
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budget which under those imaginary conditions has sot itself 
a coiling with respect to deficit-financing. However, the 
government is not committed •to honor, its budget projoctions. 
If the stimulation of private business should not load to 
the hoped-for upturn, now money can be injectod into the 
economy to create an artificial upswing through direct 
government spending. And perhaps, though it is doubtful, 
the combination of both the tax presents to private 
businees and greater government expenditures maydo the 
trick of creating a temporary pseudo-prosperity impressive 
enough to keep Nixon in the White House. 

This vould moan, of course, that the general trend of 
economic expansion by way of government deficit-financing, 
which implies the erosion of private capital and of the 
market economy, had reasserted itself despite Nixon's 
avowed determination to call a halt to it. It should be 
clear by now, however, that it is far too risky to allow 
the old business-syclo to run its course, for it would 
involve depressions of such severity as to put the system 
itself in question. On the other hand, always to give in 
to the trend is no solution oithor, but only a slower 
road towards eventual destruction. The bourgeoisie has 
neithor theory nor practice to deal with this situation. 
All it can do is to vacillate betwecn inflation and 
deflation, between more or loss government intervention, 
in an awkward reaction to changing conditions beyond its 
control. 

At this time, and under the guise of "anti-inflation", 
it is once more government intervention and inflation 
which has boon elected yo - arrost tho business decline' in 
the empty hope that "stimulation" will load to real per-
formances. But doficit-financing is only a form of 
deferred taxation, and unless there, should be a world-wide 
capital expansion of hithorto-unkown proportions, or unless 
the public debt is being repudiated and capital, to that 
amount, expropriated, the curront doficits will only 
incroase taxation at some future date. In any case, it 
is not by monetary and fiscal means, nor by legislation, 
that capitalism can reach a rate of expansion guaranteeing 
full employment and general satisfaction, but only through 
the actual production of enough surplus-value, or prcfits, 
which would allow for the further capitalization of the 
already existing mass of capital. Government policies 
are not so many ways to load to ouch a state of affairs, 
but an expression of the actually existing difficulties 
in the way of a progrossivo capital accumulation. 

- 	Nixon's desperate attempt to reverse a disappointing 
business trend was not, and could not bo, rostricted tc 
the United States. In violation of existing internal 
agreements, he surprised the world last year with the 
suspension of the dollar's gold convertibility and an - 
albeit shortlivod - ton per cent import surcharge, in 
order to overcome a persistent payments deficit and to 
force a realignment ofoxchange rates that would improve 
America's competitive position in international trades. 
With this, tho monetary system, as ostablishod in 1944 
in Bretton Woods, came to an end and - at this writing - 
no now one has yet boon devised to take its place. 
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International competition operates economically, 

politically and militarily. Among its various economic 
moans are not only thosc provided by productiVity 
differontials but •Aso govornmont measures, such as 
tariff regulations and the use of money as an instrument 
of competition. To bring some order and constancy into 
international transactions, international agreements are 
made. Prior to Brotton Woods, the impenetrable monetary 
jungle was to be overcome through the establishment of tho 
dollar standard with a fixcd relationship to gold. The 
value of other major currencies was determined by fixed 
parities to the dollar. The dollar was a reserve asset and 
as such convertible into its gold equivalent. With the 
exception of America, all countries had boon impoverished 
by the war. There was a groat demand for dollars and the 
so-called "dollar gap" hampered the restoration of 
international trldo for many years. But in time this 
changed again, and, whore there had not boon enough dollars, 
there are now too many. 

The reversal came about through tho revival of the 
war-torn nations, but was largely fostered by American 
expenditures connected with the Korean war, the cold war 
in gonoral, and finally the war in Indochina. There was a 
groat amount of American capital investments in Europe, 
and though tho American balance of trade remained favorable 
until 1971, it did not offset the outflow of dollars duo 
to capital exports and gcvornmont expenditures. dith the 
balance of trade also turning unfavorablo, and with no 
feasible way to halt the export of capital and to reduce 
the expense of imperialism; the a - nsistontly negative 
payments balance began to upset international economic 
relations by forcing American inflation upon other nations. 
But the increasing imbalance also implied that the growing 
quantity of dollars hold by other nations made their 
convertibility into gold quitc illusory, which was bound to 
bring about the dollar's devaluation in toms of gold, or 
the elimination of the gold-exchange mechanism. 

Nixon did not, at first, devalue the .  dollar in terms 
of gold, nor did ho choose to honor tho gold-exchange 
agroomont "down to the last bar of gold"; but ho cut the 
dollar loose from gold altogether. Based on gold, the 
dollar appoars as commodity-money, the symbol of a real 
asset, with a definite value, either in terms of production 
costs, or in such terms as modified by supply and demand. 
within the national frame, money has since long ceased 
being commodity-money but by necessity remains nonotholoss 
acceptable. If tho world wore one nation, with one 
government, this a:uld conceivably be repeated on a world-
wido scale. But this is a world cf competitive capitalist 
nation states, all partaking, with more or less success, 
in the exploitation of the world's population. There 
arise imbalances in trade and payments relation, which 
may never average themselves out in thc course of time, and 
therefore require a universally acceptable and relatively 
stable asset to roalizo temporary or permanent advantages. 
Without a gold backing, however, the dollar is just a 
claim on American rcsourcos which, if not immediately 
satisfied, may, in the course of further inflation, dwindle 
down to nothing. This also holds true for the dollar 
reserves of other natims. 
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The dollar inflation, while functioning as an 
instrument of American imperialism and American capitalist 
exports, also aided the rapid capital development of the 
European nations. Money  goes where profits and interests 
are highest and they were higher in the expanding'European 
economies than in the relatively, stagnating United states. 
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-sided, and that 
repatriation of profits firom foreign investment would 
compensate for the further outflow of capital and restore 
the payments balance. But even though the last few years 
have witnessed a large flow of European capital to the 
United States, and though profits have been repatriated, 
the American payments balance has remained unfavorable. 

Monetary depreciation, being; world-wide and proceeding 
in Europe and Japan even more rapidly than in the United 
States, there was no way for America to gain trade 
advantages by inflationary means. At thc same time 
productivity, by increasing in the extra-American capitalist 
nations, restored their competitive ability vie a  vis the 
United States. American tariffs found their counterpart 
in theetariff policies of the European Economic Community. 
A situation arose whore American imports began to exceed 
her exports. With all this, the monetary arrangements, 
as established, in 1944 and at one time implying advantages 
to the United States,'bocame disadvantages. To alter this 
situation, Nixon tries to force a now and more advantageous 
alignment of currency parities upon the reluctant competitor 
nations in order to improve the United States' world trade 
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 Dr less acceptable is 
shown in their, recognizing that their own foreign trade is 
even more indispensable to the functioning of their 

• economies than .  holds true for the United States, where 
foreign trade plays a relatively lessor :  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 share of tho world economy, would be even more 
disadtrous for other nations than for the United States. 
With this condition given, the 'stage was sot for inter-
'national bargaining for shares of the available profits. 
Nations will accept some losses in order to avoid greater 
ones. This objective advantage was utilized by Nixon to 

• force other nations to partake in the attempted reduction 
ofthe payments deficit . by providing Atherica through 
political moans what dho could apparently no longer reach 
by way of economic competition. Yet, what is taking place 
here is simply a redivision, not an enlargement, of the 
existing profitable trade and the gain for, one side implies 
a loss for the other. 
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• At this writing, the problems stirred up by Nixon's 
"Now Economic Policy" are far from being rescolved. The 
so-called Group of 10, that is, the dominant capitalist 
nations, have agreed on a realignment of the par values 
of their currencies and on wider variations of exchange 
rates around the now parities. rihile newly fixed, there 
is a greater flexibility regarding alterations of exchange 
rates. The United States reduced the value of the dollar 
in terms of gold by a few percentages and lifted the 10 
per cent import surcharge as her contribution to the 
international compromise. The new situation constitutes 
a devaluation of the dollar in terms of other currencies 
by about 12 per cent. The "gold window" remains closed 

• for the time being, and there is talk of demonetizing 
gold altogether in favor of the imaginary "gold" backing 

• of Special Drawing Rights (SDR's), which had been invented 
to minimize the gold losses of the United States and to 
gain time for straightening out imbalances in the payments 
system. 

The agreement, however tenuous, needs to be 
justified in terms of economic theory, and because, at this 
stage of the game, America is obviously profiting from it, 
it is asserted that  

"hiutorical experience contradicts the belief that 
variations in exchange rates and uncertainty in 
the exchange-markets are obstacles to foreign trade. 
Never have exchange rates of major currencies been 
more uncertain than in the period from 1967 to 1969, 
and ... yet, the growth of foreign trade surpassed 
all previous records in thee° very years ... No 
doubt, many traders lost business in these years, 
but their losses were more than offset by gains 
made by other traders. We hoar always the complaints 
of the losers, while the cheers of the gainers 
remain inaudible." (7) 

This Olympian attitude, looking beyond gains and 
losses to behold the progress of trade as a whole, will 
not impress the losers, nor prevent them from trying to 
reach the ranks of the inaudible. It means sharper compet-
ition, if not in monetary terms, then by more direct 
economic and political moans, Contrary to appearances, the 
money aspect is actually the least important of the capit- 
alist economy: it merely brings to light all the difficulties 
that underlie its market relations. There would be no 
monetary problems, or, for that matter, marketing problems 
of the kind presently experienced if the capitalist economy 
would function in the way it could be functioning effectively, 
that is, by an accelerating capital expansion. Although 
profits are realized by way of trade, they are not produced 
by it. The increase in trade, as noted by hachlup, 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 conditions 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 reason 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 nations. may realize that their own 
destiny depends on the economic 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 effects of 
devaluation, that is, that American capital exports should 
be curtailed rather than the trading surplusses of other 
nations,.. But the export of capital and mounting expenditures 
on' the part of the American government aro not policies 
that can be exchanged with others of a loss detrimental 
nature, but are nescapable necessities of the capitalist 
system at its present state of over-accumulation relative 
to its profitability. Since the other industrialized 
countries are under the away of the same imperatives, the 
possibilities for finding political •solutions to the 
arising economic frictions between the various capitalist 
powers are quite limited. The current "solution" of the 
world monetary crisis can only be a make-shift arrangement, 
bound to fall apart as the economic crisis intensifies. 

This crisis is of a world-wide nature, even though 
it grips some nations sooner than others and with varying 
severity. The slow-down of capital expansion is becoming 
an international phenomenon, implying falling profit rates 
and growing unemployment everywhere. Profits have been 
declining in Japan throughout 1971, and as regards Western 
Europe, according to the Organization of European Cooperation 
and DevOlopment, "a profit s ,4ueoze of unprecedented severiTY'r-
may reduce capital expenditures below the 1970 level, With 
all this contradiction, the terms of trade turned even 
further against the less-developed countries and the 
expanding crisis embraces the world as a whole. Under those 
conditions, all countries, following the example of the 
United States, will be forced to safeguard their own 
specific needs before considering the over-all re(uirements 
of the capitalist world economy, even though it does consti-
tute an interdependent entity. The same fiscal and monetary 
stimulations which prop up the American economy will serve to 
"stabilize" the economies of Japan and Western Europe, thus 
hastening the inflationary trend and disrupting international 
economic relations still •further. 

No real solution for either the domestic or the inter-
national crisis can be found by monetary or fiscal moans. 
Although a crisis may be postponed in this fashion, it will 
be so only at the cost of even greater difficulties at a 
later time. However, one cannot stop inflation byway of 
inflation, which is the unavoidable result of governmental 
counter-cycled interventions in the economy. This being so, 
the desired payments equilibrium cannot be reached. Only 
in so far as Nixon's "now" economic policies succeeded in 
raising profits and depressing wages, and only to that 
degree, will the present crisis be alleviated. But that 
is a policy as old as capitalism itself. 
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.A . EUROPEAN AO SPACE INDUSTRY? 

Mary Xaldor (1) 

The multinational aerospace firm is in its infancy. 
Over the last decade, we have soon the consolidation of 
aerospace industries domestically and the growth of inter-
national collaboration in the production and development 
of aircraft. But, up till now, the firms themselves have 
largely remained within their national boundaries and, 
because of their dependence on state spending and their 
role in the nation's military effort, they have boon 
ideologically identified with national sovereignty. The 
purpose of this paper is to examine the current pressures for 
international mergers and their political implications for 
the growth of a Host European entity. 	' 

The pressures for international mergers arise from 
two factors, the rapid pace of technical advance, which 
requires an over-expanding capacity for production and 
development, and the limitations on European military 
spending. Rapid technical advance is powered by the 
competition between aircraft firms. It is a competition 
that at once reflects and reinforces the military competition 
between nations. The development of a now aircraft, that 
is faster, has a greater payload, or improved methods of 
tracking tara,ts than its predecessor, can made all other 
aircraft of the same type obsolescent. In Europe, whore 
the domestic markets are generally dominated by one or two 
firms, technical advance is necessary to ensure that the 
Government does not buy from abro,d and that there: is 
continued expansion in the export market. 

Technological advance, in the aerospace industry, 
can be expressed in terms of product improvement. Each new 
aircraft is more complex than its predecessors and is con-
sequently more expensive to develop and produce. For 
example, it cost $50,000 to build a fighter aircraft in 
WII compared with around 02m. for the Viet-Nam Var. 
Similarly, a medium military transport cost $100,000 to 
produce in WWII and $6,300,000 (2) during the Viet-Nam War. 

This increase in costs could reflect either an 
increase in the capacity - plant, machinery and labour - 
needed to develop and produce an aircraft within some 
fixed period, or an increase in the time taken to develop 
and produce an aircraft. In fact, it refolcts the former 
since time is the crucial element in the race to capture 
the market. There is no point in developing and producing 
an aircraft that is obsolescent when it enters service 
with tho armed forces or airlines. Thus, each new aircraft 
will reouire an expansion of the development and production 
capacity. 

This expansion is largely financed by States. In 
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 civil aircraft. (3) In Prance, 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 limit 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 alternative ways to finance the expansion 
- encouraging exports and civil production - and in 
stemming the expansion by narrowing the range of products. 
The pressures for European mergers results from the 
attempt to narrow the range of products. 

The narrowing of the range of products has occurred 
domestically through insistence that different branches 
of the armed services should use the same aircraft, and is 
now occurring internationally, through agreements that 
different nations should use the same weapons jointly 
produced and developed. The advantages to Governments of 
narrowing the range of weapons'arc twofold. It involves 
a saving in Research and Development expenditure; two 
weapons reeuiro more development capacity than ono. And 
it can involve saving through extending tho production 
runs for particular weapons. Thus Sweden has managed to 
maintain an advanced aerospace industry at much less cost 
than either Britain or France. The Swedish Air Farce has 
three combat aircraft types, compared with 8 for Britain 
and 10 for France. All three air farces possess roughly 
the same numbers of combat aircraft, around 800. (5) 
Nevertheless, such savings do not reduce or maintain the 
'level of development and production capacity, they merely 
slow the rate of expansion. Each new weapon is vastly more 
complex than its predecessor, and oven if one weapon replaces 
three earlier weapons, it will involve an expansion of 
capacity. The TSR-2 bomber, had it not been cancelled, 
would have cost twenty times more to develop and ten times 

• more to produce than the Canberra which it was intended 
to replace. (6) 

The narrowing of the range of military projects 
requires industrial rationalisation. Each company, secure 
in the belief that the Government is committed to its 
viability, will prefer to bid for individual contracts 
rather than to undertake projects in cooperation with 
othef' firms. The risk that capacity will be lost through 
failure to distribute contracts fairly among• different firms, 
has successively led European Governments to recognise the 
need for rationalisation. The number of European aerospace 

• firms has been drastically reduced over the last ton yours 
- a reduction which has only taken placo under Government 

• coercion or through promises of a juicier future. 

The fi/nt major reorganisation of the British 
Aerospace industry occurred between 1957-60. During 
that period, the number of airframe companies were reduced 
from 17 to 7 (4 of which were very small) and the number 
• of aeroengine companies from 7 to 3 (one of which remained 
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small). The mergers and takeovers which brought about this 
reorganisation occurred at Government behest, with the 
sanction of now contracts behind them. Although the nature 
of the reorganisation was largely determined by the firms 
themselves, (7) the overall reorganisation was made 
necessary by the Government's declared policy on the future 
allocation of contracts. As Mr. Thorneycroft, then Minister 
of Aviation, stated in 1962: 

"In exchange for the formation of these groups, pledges 
were given to this industry. They were that, in future, 
orders should, save in exceptional circumstances, be 
concentrated on tho groups themselves. Pledges were 
given that increased support should be given to civil 
projects. They were that we should seek to harmonise - 
and I think rightly - the military and civil requirement, 
and that we should back all this with a substantial 
programme of research." (8) 

Sure enough, new orders were forthcoming when the integration 
was completed and the 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 
airframe companies, Beagle Aviation and Handloy Page, have 
gone out of business, as a result of bankruptcy. Rolls 
Royce took over Bristol Siddeley Engines in 1966. 

The same kind of process has occurred in France, West 
Germany and Italy. In the French nationalised sector, the 
process of rationalisation has gone fairly smoothly. 
Between 1954 and 1969, five airframe and missile 
companies have been reduced to one, Aerospatiale, while the 
State aeroongine company SNECMA has absorbed one of the 
two private aeroengine companies, Hispano-Suiza. In the 
private sector, less direct forms of Government intervention 
have proved necessary. Approval of an order for 100 
Mirage F-1 aircraft was used as a lever to force serious 
negotiations between Dassault and Breguet. Further, the 
new company, Dassault-Breguet, has been granted exclusive 
rights to fixed wing military airframe contracts. In 
West Germany, over the last three years the number of 
aerodpace companies has boon reduced to throe, while a 
recent merger in Italy, between Fiat and Finmeccania 
produced a new company Aeritalia. 

Yet domestic mergers, by themselves, have not proved 
sufficient. To further narrow, the range of projucts, most 
European Governments have adopted the policy of inter-
national collaboration on major weapons systems, as well 
as on civil aircraft, such as Concorde and the A-300 
airbus. International collaboration has long been an 
objective within NATO, for it has been regarded as a. method 
of achieving the standardization of equipment between 
member nations. But, until the mid-sixties, attempts to 
develop standardization through common production largely 
floundered on the conflicting interests of European defence 
industries. 
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A number of major products wore initiated during 

the 'fifties under the NATO "umbrella" but none of those 
can really be said to have advanced the cause of common 
procurement. Their major impetus, and their major 
consequence, was the development of defence industries 
among those European countries who lacked an independent 
capacity for the development and production of weapons. 
Whore the projects conflicted with development of 
independent defence industries, notably in Britain and 
France, they were spurned. 

The main projects of this period were two indig-
enous European projects, initiated by NATO itself - the 
Ge91 light strike fighter and the Breguet Atlantique 
maritime reconnaissance patrol aircraft - and a series 
of American weapons jointly produced under licence in 
Europe - the F-104G Starfighter aircraft, and the Hawk, 
Bullpup and Sidewinder missiles. The first two projects 
were adopted as a result of NATO competitions. While 
most countries recognised the value of entering the 
competition and the advantages which would accrue if their 
designs were adopted, few countries were prepared to 
participate once the design had been chosen. In the 
case of the G-91, an Italian design, only Germany, which 
had no design capacity, was prepared to participate in 
programme and purchase aircraft once it had been adopted 
by NATO. The French, who had offered two alternative 
designs, refused to purchase any aircraft at all. 
Similarly, when the French design for Atlantique was 
adopted, Britain, whose A.V. Roe design had boon rejected, 
opted out of the programme entirely. Indeed, despite 
participation in the production programme by the Dutch 
firm Fokker, the Belgium firms SABCA and Fairoy, and the 
German firm Domicil., only 87 planes wore eventually 
purchased; 40 by France, 20 by Germany, 9 by Holland 
and 18 by Italy. 

The American projects wore accepted by NATO but 
wore largely an American initiative. They were the 
product of two factors. One was the American belief, 
especially after Sputnik, that the overall level of 
•technology within the alliance must be raised. The other 
was "the recognition that tho development of European 
•defence industries must not compromise the position of 
the American defence industry; an additional factor was 
Amcrican concern at the balance of payments deficit. 
Thus, American firms were actively encouraged to parti-
cipate and benefit from this development. All the 
projects were ambitious in the sense that they all 
involved a largo number of European countries, and they 
all succeeded in enlarging Europe's capacity to produce 
woapons. But all the projects were vary costly - the 
European versions of the weapons were much more expensive 
in terms of unit costs than their American counterparts 
- and they left behind them a considerable resentment 
against American dominance in Europe. This was, of 
course, particularly true for Britain and Franco, who 
were producing independently designed weapons which 
could perform equivalent functions. They participated 
only in those projects where their capacity was limited; 
France participated in the Hawk surface to air missile 
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project (Britain had its own Thunderbird) and Britain 
participated 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. This is - a relatively 
recent project started in the mid-'sixtios 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 Franco. The 
American firm Raytheon is the prime contractor and the 
Governmental Management Agency is almost wholly American. 

' Despite the size of these projects, they accounted 
for only a small part of the total European expenditure 
on armaments. (10) But a major change was .under way. 
By the early 'sixties it was beginning to be realized 
that if European countries, and more particularly Britain 
and France, were to compete with the United States in 
certain advanced industrial sectors, an enormous expansion 
of capacity was going to be necessary. And it was also 
realized, at any rate in certain circles, that neither 
country was going to be able to raise sufficient resources 
to finance this expansion of capacity, and that the 
military market was not sufficiently large to ensure that 
capacity, once expanded', would be fully utilized. The 
solution was a sharing of capacity and a sharing of 
markets through common procurement and production. Apart 
from thc Franco-Gorman Transall tactical transport and 
the Anglo-French Concorde, this solution was not adopted 
on a large scale until'the mid-'sixties when a series of 
inter-governmental agroements were signed in Europe. 
Those incl&,ed a number of joint aero-engine projects, 
the Anglo-French Jaguar, the Anglo-French helicopters - 
'Lynx, Puma and Gazelle - the A-300 Airbus, the VAK-191 
STOL aircraft, the F-28 airliner, the Franco-Gorman 
missiles - Hot, Milan, Kormoran and Roland, the Anglo-
French missile Martel, and, somewhat later, the Anglo-
Gorman-Italian multirole combat aircraft (MRCA). It is 
estimated that in the period 1969-74 MRCA. and Concorde 
alone will account for 34% of Europe's £6,000m. aerospace 
turnover. (11) 

It is evident that those agreements wore dictated 
by industrial need rather than strategic interest. First, 
they incliido a number of collaborative projects of a 
civil nature. Secondly, in perhaps the most advanced 
sector of the defenceindustry, the aero-engine-sector, 
inter-company -agreements proceeded inter-Government 
agreements. Rolls Royce for example signed general 
co7operative agreements with the US company Allison in 
1958 and with the German company MAN (now MTU) in 1960. 
Both these agreements led to joint aero-ongine development 
projects, which were later sponsored by Governments. That 
the finance problem is more serious in the aoro-engine 
sector is indicated by the fact that R & D expenditure 
on aero 7engines is generally reckoned to be 300 times the 
unit price, while that on airframos is reckoned at only 
30 times the unit price. 
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Thirdly, all of the new joint projects Wore initiated 
outside the NATO framework through bilateral or tripartite 
inter-Govornmental agreement. In recognition of this 
trend, NATO has abandoned the old system of promulgating 
common requirements and instead has accepted that any 
project sponsored by two or more nations can be listed 
as a NATO requirement and recommended to other members 
of NATO. Indeed, the nations sponsoring the project 
need not both be members of NATO - thus Jaguar and the 
Anglo-French helicopters have now been accepted as NATO 
requirements. (12) NATO also recognized the important 
role of industry in collaborative projects when it 
established the NATO Industrial Advisory Group. This 
body mot for the first time in October 1965 to explore 
how companies rather than Governments can initiate joint 
projects. (13) 

Finally, it was the participation of Britain and 
France that ultimately wrought a change in the nature of 
European collaboration. For the other European countries, 
joint collaboration was seen as a means of establishing the 
capacity to produce advanced weapons. For Britain and 
France, joint collaboration was soon as a means of 
maintaining their independent capacity in the face of 
rising resource rec,uirements. In the French case, 
joint collaboration was the inevitable consequence of the 
development of the force de frappe and the reduction in 
credits for conventional equipment. In the British case, 
•joint collaboration was only seriously considered with 
the crisis that racked the aerospace industry after the 
cancellation of TS13.-2 in 1965. 

But it appears that there are bitter lessons 
still to be learned. For joint collaboration has by no 
moans solved the problems it was aimed to solve, although 
it may have mitigated them. The cost of international 
programmes tends to be higher than purely national 
programmes. The extent of these costs is difficult to 
estimate since, except in the case of projects jointly 
produced under US licence (all of which required the 
creation of new facilities, and the training of new 
personnel), there aro no equivalent national programmes 
with which to compare them. In 1964 Brigadier General 
Vandevantor stated that: 

"Experts 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 required, 
this figure can rise to 30 to 50 per cent. He estimated 
that Jaguar, (15) Atlantique and Transall cost 5e more 
to develop than they would have if developed on a purely 
national basis. (16) 
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Finally, yet another estimate was meted in the 

report of the finance committee of the French National 
Assembly.for 1971. This report contained severe 
criticism of the Jaguar whose unit cost has risen from 
an original Fr.5m (Z374,000) to Fr.25.5m(Z1.9m) for the 
strike version and Fr.23.3m (Z1.75m) for the trainer 
version. The report .quoted an article by General 
Lissarague in Forces A6riennes Francaises, in which ho 
stated that: 

"It could be said that if N is the number of 
partners, the price of an aeroplane produced 
collaboratively is ceual to the prica of the 
same aircraft built in one country, multiplied 
by N (in reality it is sometimes more)", (17) 

The increase in costs is partly due to the obvious 
problems of administration and transportation. But, more 
importantly, they are duo to conflicts in national 
industrial interests. These conflicts are reflected in 
the difficulties of achieving common specification and 
the equitable but often inefficient work-sharing arrange-
ments. Disagreement over common specifications generally 
reflects differences in manufacturers' capacity, as 
illustrated in the controversy over the radar for the 
multi role combat aircraft. The British RAF wanted Ka 
band radar for mapping and X band for terrain following. 
The German Luftwaffe wanted Ku band radar for both 
functions - the dffference being occasioned by RAF 
emphasis on identification and Luftwaffe emphasis on 
detection. Not surprisingly, the Ka band and X band 
radar has boon developed exclusively by Elliot Automation 
and Forrnnti Ltd. of the UK, while Ka band radar was 
offered by Texas Instruments and General Electric of the 
US, with goneroub provision for West German participation. 
In the end the Ku band radar was chosen, partly because 
it was cheaper and partly because Britain was already 
assuming design leadership of the airframe and engine, 
having secured an important victory in the adoption of 
the two-seat dual-Lngined version as against the single-
seat single-ongined version originally preferred by 
Italy and viest Germany. 

The expori.ance has left the British aerospace 
industry somowh ,-..1A disenchanted with international 
collaboration. In a recent report, the Society of British 
Aerospace Coillpanies notes that one of the main disadvan-
tages of oOflaboration "from Britain's point of view, is 
tho surivnder of technical expertise by the technologically 
more advanced partner". And it recommends that: 

"In. negotiations over design leadership the 
equipment sector should receive consideration 
equal to' that given to the airframes and 'engine 
sectors.". (le) 
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The second factor accounting for the increase 
in costs is the work sharing arrangements. In almost 
all cases, two principles have boon adopted. In the 
stage of development, national work shares have corres-
ponded to the financial contribution of the respective 
national Governments. In the case of bilateral agree-
ments, the financial contribution and consequently the 
work shares have generally boon distributed equally. 
This has, on the whole, involved the construction of 
several prototypes simultaneously in each country and, 
consequently, a considerable amount of duplication. 
This is especially true where the participants are at 
unequal levels of technological knowhow requiring some 
kind of licensing arrangement from the more advanced to 
the less advanced partner. 

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

"the desire to achieve 'fair' shares of 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 required to 
develop and produce an international project as compared 
with that required 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 necessary 
development capacity. Thus, for example, an increase in 
development costs of 3M over a purely national project 
will represent an expansion of development capacity of 
30E-, over one national project or, which is more likely 
to be the case, a reduction in development capacity of 
35='" over two national projects. 

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 
ptoduce a purely national project with the same 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 quantity 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 
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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 
reduction in the growth of development capacity but 
little or no reduction in the growth of production capacity. 

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 produce major military or civil 
aircraft or space programmes. Moreover, international 
collaboration has replaced not one but several projects. 
The effect has been a considerable reduction in the growth 
of development capacity . (almost to zero) and some reduction 
in the growth of production capacity. In contrast, 
Germany has never developed and produced independent 
advanced t•chnology - projects, and international collabora-
tion has led to a substantial increase in both development 
and production capacity.. 

The consequences of international collaboration 
are viewed with concern in certain circles. Among the 
more advanced sectors of Europa's defence industry there 
is concern lost the oeuttable sharing arrangements will 
involve the loss of their comparative advantage, the 
transfer of development capacity from the more advanced to 
the less advanced partners. For governments, the 
phenomenal rise in the costs of individual projects has 
largely offset the advantages derived from sharing 
development costs. vihile the failure to reduce the 
growth of production capacity has compounded the pressure 
to increase domestic procurement and exports. It is 
widely being suggested that these difficulties might be 
overcome by the creation of international defence companies 
or consortia. These giant firms would bid for now 
contracts and apportion work according to their common 
interest in minimizing costs rather than to the national 
interest in maintaining or.establishing certain typos of 
capacity. This would lead to national specialisation, 
concentrating work in those areas which are most efficient, 
bonefitting the more advanced sectors of the industry and, 
through the avoidance of duplication, enable a reduction 
in the growth of both development and production capacity. 

It is noteworthy that the most enthusiastic proponents 
of these proposals are those firms which at present enjoy 
a comparative advantage and the Governments which are 
experiencing the most severe constraints on military 
expenditure. Thus, for example, on the Government side 
it has been Mr. Davies, the British Secretary for Trade 
and Industry, and Mr. Corfield, the British Minister for 
Aerospace, who have called for the formation of trans- 
national European Companies in advanced technology sectors. 
And on the industry side, Rolls Royce and Dassault- 
Breguct have boon among the leaders in taking steps to 
bring this about. Dassault-Breguet can be said to be 
the last European aircraft company independently developing 

, a major combat aircraft and any consolidation of Europe's 
airframe industry is likely to be concentrated around this 
company. In June 1970, Dassault, together with the 
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Dutch-German firm VFW-Fokker (Europe'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 aerospace 
industry and they requested that the Commission take steps 
to integrate the aerospace industry on a community-wide 
basis. Rolls Royce is the giant of Europe's aero-engine 
companies. with 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 aero-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 Volvo, 

Interest in these developments has not, however, 
been confined to the above companies. Panavia, the 
consortium of MBB, Bile and Fiat, established to administer 
the MRCA project, recently announced a plan to produce an 
advanced strike/trainer aircraft as a private venture. 
In announcing the plan, Allen Greenwood, Chairman of 
Panavia and Deputy Managing Director of BAC, made it 
quite clear that he regarded the plan as an important 
step towards European integration in aerospace: 

In our view it is better for European industry 
to select its own partners and then jointly use 
their combined skills and facilities to provide 
competitive solutions for Europe's aerospace needs. 

In Panavia, we believe we now have such an assoc-
iation. It is a very strong one and it is backed 
by the resources of three of Europe's biggest 
aerospace companies which between them employ 
65,000 people." 

In a similar vein, Boelkow, Deputy Chairman of Panavia 
and head of MBB, stated: 

"Wo are moving towards fewer but stronger aerospace 
groups in Europe. Those will be formed through 
the initiative of the loading aerospace companies 
and will have a truly European basis. 

The result of this trend should be increased 
efficiency, an improved competitive position in 
the world market and a much better ability to 
handle all programmes in Europe." (20) 

Those views are not universally accepted. Indeed, 
there arc very powerful constraints against the continu-
ation of this trend. For if it is to proceed any further 
it will reouirc Government backing. First of all, not all 
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sectors of industry are convinced that they will benefit; 
there remains a belief that Governments are committed to 
the survival of national companies. That belief will 
have to be eroded. Just as coereion was necessary to 
bring about domestic mergers, so Governments will have to 
indicate that the alternative to international mergers is 
the loss of contracts and ultimately bankruptcy. It is 
the smaller and loss advanced companies that are likely 
to suffer. 

Secondly, the integration of Europe's aerospace 
industry will also recuire the integration of Europe's 
procurement system. Governments will have to agree on 
common requirements. Clearly, the disagroomen,s about 
specifications will be less once national industrial 
interests are subsumed under multinational companies, 
but they.are unlikely to be removed entirely. Further, 
there will be difficulty in reaching agreement on 
financial contributions to development. The current 
principle of balancing contributions against work shares 
will no longer have any relevance. At the same time, 
contributions can hardly be balanced against future 
production orders since this would involve unnacceptably 
early commitments. And then there are a number of smaller 
items on which there will have to be some agreement; 
cost-accounting principles, insurance, compensation for 
exchange rate alterations, taxation, etc. 

But a common European procurement sy‘stem would have 
momentous political implications; implications which many 
would oppose. First, the process would load, as noted 
above, to national specialisation but it would not be 
equal specialisation. The manufacture of airframes 
might be concentrated in France, and the manufacture of 
acro-engines and equipment in Britain. This would moan 
the sacrifice of national military self- sufficiency - 
something which has long been associated with national 
sovereignty. 

Thirdly, a common European procurement system would 
have divisive effeets on NATO. The object of the system 
would not be the same as that held by NATO during the 
Tfifties; a strengthening of Europe's defence against the 
Warsaw Pact; that is hardly neeessary in the improved 
European atmosphere. Its objeet would be to improve 
Europe's competitive position vie a vie the United States, 
both in the European context 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) 

Finally, and perhaps most importantly, a common 
European procurement system could lead to the creation 
of a European "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 enormous power to 
perpetuate an arms race with all its frightening conse-
quences for the world as a whole. 
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But the picture is perhaps not as black as all that. 
For oven 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 rate, there may come a time when 
even an integrated Europe can not afford to finance the 
continued expansion of capacity. On present estimates 
the MRCA will cost £450 million to develop and £1,500 
million to produce. The increase in cost on the airframe 
is said to be "normal" - whatever that might mean - but 
thedevelopment of the aoro-engine is causing difficulty. 
Past experience suggests that one can expect the costs to 
rise threefold, at the least, making a total cost of 
£6,000 million, to be born in varying proportions by the 
British, West German and Italian Governments. This is 
nearly five times what the TS-2 would have cost had it 
not been cancelled because, among other things, it was 
too expensive. It is questionable, even with an 
integrated industry, whether European Governments will 
be able to afford MRCA's successors. Social pressures 
against the expansion of defence budgets may force 
European Governments, in the long run, to dismantle the 
more advanced sectors of their defence industries. 

And the same may be true in the United States. 
There is, of course, much further for the United States 
to go. Military spending is nearly four times greater 
than the total spending of the European NATO members 
and the integration of the American aerospace industry 
has hardly begun. Further, should the European industry 
collapse in the absence of disarmament, the continued 
growth of the American industry will be enhanced. There 
may come a time, if nothing is done to stop the process, 
when an American monopoly will servo the military 
requirements of all Western countries and most of the 
third world. The absence of inter-firm competition would 
slow down the rate of technical progress, but in so doing 
it would solve those contradictions in the aerospace 
industry which could load to its collapse. 
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THE QUESTION OF UNEQUAL EXCHANGE. 

A CRITIQUE OF POLITICAL ECOWAY, 

Christian Palloix (1) 

In the last ten years, French Marxist economists have started 
a vast debate on the different 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 
"unequal exchange", a question which has been almost totally ignored 
until now in world Marxist theory. (2) The debate is curren4y 
being pursued at the level of the theory of imperialism. (3) The 
pioneer of these works has been Henri Denis 4) who has, successively, 
attracted the attention of Arghiri Emmanuel 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 Marx's 
law of international values, despite the fact that many Marxists 
discuss matters in terms of "equivalent exchange" at the internat-
ional level. 

It is thus important to answer a first objection: 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 definition, presents the. values exchanged as being equivalent. 
But, in Marxist dialectics, one may v ery well have on the one side 
the equivalence of exchanges and on the other their non-equivalence; 
this depends first of all on the theoretical plane at which the 
discussion is taking place. Thus Karl *ia.rx demonstrates how on the 
one hand, in circulation,  the value of labour power is exchanged for 
that of the subsistence goods necessary for its maintenance and 
reproduction - equivalent for equivalent .  - and how on the other hand, 
in the process of production,  the capitalist receives from labour-
power a value superior to tat -which he gives back to it in the form 
of wages - non-equivalence (10). It is a bit the same on the 

'international plane: the apparent equivalence of international 
exchange in fact conceals a profound non-equivalence. - 

It may seem at first sight, then, that "unequal exchange" is 
only a new conceptualisation ofa phenomenon known as the "deterioration 
of the terms of trade"; in fact, this expression is precisely the 
mystified form of the inequality of exchange. First, the thesis of 
the deterioration of the terms of trade implicitly admits the 
possible realisation of an equivalence, an equilibrium value which 
is not obtained because of the specific conditions of world supply 
and demand; (11) on the contrary the concept of unequal exchange 
implies above all the non-equivalence 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 points 
to a shift of non-equivalence in thesense of increased inequality, 
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 international 
relations of production,: 

It remains true, however, that if Marxists are right in 
referring to "unequal exchange" they are faced with different more 
or lets contradictory solutions to such a question, as we know from 
the debate between Emmanuel and Bettelheim. This debate, which has 
considerable political relevdnce not only for anti-imperialist 
struggles, but also for the internal level of the class struggle, 
is neither accidental nor. fortuitous, It expresses . a break in Marxist 
theOretical production, under theinfluence.of different Currents 
or 'tendencies. -  ..aach an argument outlines two problems of'political 
economy, which must first be totally clarified, 

I, WHERE IS POLITICAL ECONONY GOING?. 

For Marx, political 'economy Was. bridging science, the 
bridging scienceof "society" (12) in its historic development. No 
artificial barrier separated the scientific components of science 
from those of society; Marx was rot only an economist, but a 
philosopher, a historian, a sociologist, a political scientist... 

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 tat it has lost any significant 
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 Marxists thembelves who either 
reject political, economy - saying it is non-Marxist (110 - or who 
proclaim their economism, while taking care' to limit themselves tc 
that economism - which is then defined, as the science of quantification 
restricted to the concrete - and to leave tO the philosophers, 
sociologists or historians the tusk of building an all-embracing 
science in which economics would only have a secondary place, (15) 

Let us leave aside, for the limited aim of our argument, the 
problem of the theoretical unity of social sciences, and;concentrate 
on the development of political economy which we refuse to reduce 
to "economics", "economic analysis" or !"econometrics". 

Political economy is at entitled to the name of social science 
as sociology, political science', psychology, histOry are 	and 
we will start off with the definition of Scientific given to us for 
this field by Lucien Seve: 

-"A definition whereby one grasps with precision the very 
essence of ore's object - and linked with this definition, 
the satisfactory method to study this object; 

"basic concepts whereby the principal.elemerts are expressed, 
and in particular the determining contradictions of this  

• essence - tools which allow one to look for the fundamental 
laws of develol,ment of the object under study with a likelihood 
of success, and thus lead, insOfar as it depends on that 
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science, to mastering this object in theory and in practice, 
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 into a scientific 
method which allows him to master the level of appearance in theory 
and in practice, whereas Althusser remains indifferent to appearance 
as such; for him appearance lies outeide 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 any correvondence between the essence 
and the appearance, and necessarily resorts to a structuralist 
method - be it recognised or not - to functionalism even, to 
develop the bases of a practice at the concrete level, On the 

• basis of this division the economist is greatly tempted to leave 
the study of essence to the philosopher or the sociologist, and 
to. give himself over entirely to economic phenomenology; the test 
of such a phenomenology would be the' use of econometrics. .(17) 

Althusser's works have, in this respect, had a considerable 
influence, through an effect of attraction and repulsion, . 
polarising the orientation of everybody's works, either towards 
the essence - as the orientation of Bettelhein's works testify - 
or towards the appearance - as in the cases of Henri :enis and 
Emmanuel •  

It seems to me that this is going rather fast and ignoring 
the bases of iarxist political economy, in particular its method, 
the translation of essence into appearance. In contrast to those 
who, placing themselves at the level of the concrete, today think 
that the'progres of economic analysis is measured by progress 
in quantification and the assimilation of maths)  Karl Marx stated 
clearly that any progress in economic science rested,primarily on 
an effort to conceptualise, a true support for knowledge. Karl 
fiarx however, also tells us that conceptualisation remains sterile 
if it is incapable of finding the -method which gives it a grip on 
the concrete. Full and comJete !sarxist theory resides neither in 
the essence - the theoretically abstract - nor in the appearance - 

' -phenomenology - but in the "theoretically concrete." 

Thus, concerrin;', the original scientific a j:,proach in terms 
of abstract theory via conceptualisation, Karl l'arx writes: 

"It would seem to be the proper •thing to start with the 
real and concrete elements, with the actual preconditions, 
e.g. to start in the sphere of economy Nith population, 
which forms the basis and the subject of the whole social 
process of production. Closer consideration shows, however, 
that this is wrong. Population is an abstraction if, for 
instance, one disregards the classes of which it is composed. 
These classes in turn remain empty terms if one does not know 
the factors on which they dend, e.g. wage-labour, capital 
and so on These presuppose exchange, division of labour, 
prices, etc," (18) 

But he refuses to deal merely in abstraction, since 
economic reality is a Concrete reality, and concerning 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 n4Mber of Marx's works as too Hegelian - namely that merely 
abstract.knowledge is incapable of grasping reality. 

• "Hegel accordingly coneeived the illusory' idea that the 
real world.is_the result of thinking which causes its 

• own synthesis, its own deepeningand its own movement."(19) 

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

the method of advancing from the abstract to the 
concrete is simply the way in which thinking assimilates 
the . concreie 63:1.C1 reproduces it as concrete thought.." (20) 

The 	 p.-ColPro of r)olitical economy is clearly not 
only a proce:-..- 	ab:4t3-ziotian, but a process of "translation" of 
the essence jvt.) Fpp(.;avance. Its field is that of the "theoretically 
concrete". T'S 	 the difficulty of the transition from 
essence to opr,t-rilane is one thing,'but in no way does it demonstrate 
the futility of such an effort. 

• Of course, a work such as the Grunclrisse does not really lead 
to the mastery (-)f he concrete as 	c,nTree'sed in the outline 
given. (21) It is only in CaTiiti that the two theoretical levels 
of knowledge in political economy emerge with, on the one hand, 
the theoretically abstract - ie , VoloMes'I and II of Capital  
which deal with the processes of production and 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,newformUlations 
which Allow the passage from the essence to the appearance are 

. set out. (22) 

What is the theoretical key to the passage from' the essence 
to the appearance, from the theoretically abstract to the 
theoretically concrete? On what terrain is it located? It is 
that of historical materialism,the - expression of the development 
of the contradictiorAof the capitalist 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 centradictiens of the 
level of essence, i.e. between the relations of production and the 
level of the productive Threes. They deterMine , within the 
theoretically concrete, i.e. the total prodeas, the fundamental 
contradiction between creation and realisation of the social product 

, in general and of surplus value in particular (23) from which all 
concrete contradictions On specific points derive. . 

Indeed, the difficulty of translating essence into appearance 
(be it from exchange value to the prices of production, or from 
production-circulation to creation-realisation), resides essentially 
in the .transition which takes place on the field of historical 
materialism,' in the sense that the appearance grows as a historical  
product. 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 
and circulation of values which are realised by definition - 
these schemes are an abstract theoretical expression 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 1.1 1  > M 
C : commodities 
C : constant capital with c < c 1  or 	c 	c/ 
v : variable capital with v <. v 1  or 	v > v 1  
s : surplus value 
P : profit with s < P or 	s > P 
p' : rate of profit 
w Labour-value with w' : international value 
L : price of production with L 1  : international price 

of production. 

We obtain the following diagram (the all too obvious mechanistic 
approach of which will be forgiven): 

I Production process II Circulation Process 
as such 	 as such 

1, Abstract theoretical 
knowledge (dialectical 
knowledge) 

M.-0:X' 	1 	C-M-C 
I 

- production of sl 
- reproduction of 

1 candy  I 

,- circulation of capital ii 
1- circulation of surplus' 

value 

Historical materialism 

3. 	Concrete theoretical 
knowledge (dialectical 
materialism) 

' 

NI/ 

Law of unequal developmeiii .  
Law of the tendency of the rate of 

profit to fall, 

of 
realisation) 
(Process Dept. I 	ci + v4 + pi  = Li 

Dept.II 	c 	+ 
v2 	P2 = L2 

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 1  and p; 
_ a theory of the valorisation and depreciation of capital to 

determine c' 
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However, as far as the theory of distribution is concerned, 
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 Emnanuel's research, where the wage is an 
independent variable - in relation to what? - which contains a moral 
and a historical element (24). All the political conclusions which 
he draws from the schemes of unequal exchange only hold because of 
the chronological 7  not the theoretical - split between value and 
prices, of production, and from the autonomous character of the wage-
level, which is explained by the fact that it is located at the 
level of appearance alone on the plane of economic phenomenology. 
Similarly Piero Sraffa, whose admirable ambition is to develop the 
theory of prices of production as it was'left to us by'Marx, 
considers the wage to be a given, not subject to economic analysis (25). 
EMManuel's and Piero Sraffa's works, in other respects so encouraging 
to the development of Marxist economic 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 imoverishment of political 
economy, a renunciation 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 Emmanuel 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 Emmanuel refers to simple commodity production 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 reality.of 
which he no longer perceives the essence. 

From there on, the main theoretical question that needs to be 
solved by political economy is the "passage" from value to the price 
of production 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 understanding of the question of 
unequal exchange - can be blamed for, is the fact that he takes the 
inequality of exchanges as an end in itaelt. But in fact, unequal 

\ 

exchange is merely a link between the growth reeirements of some 
economies (requirements determined by the contradictions of the C.H.P.) 
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 
into the price of production in a closed economy. . 

'We must realise that political 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.p4E% 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. FROITVALUE TO PRICE OF PRODUCTION IN A CLOSED ECONOMY, IN THE 
LIGHT OF THE CONTRADICTIONS OF THE C.M.P. OF THE DO-INAPT ECONOMIES. 

It is certain that real theoretical progress concerning_ the 
transformation of value into price of production has been limited. 
Indeed, with regardto the method of transforming w(ci-vi-s) into 
L(c'+1,0-1-p), Karl Marx only achieved a partial transformation since 
L results solely from the transformation of surplus value into 
profit, while c 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 develorment 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 deficiency 
our aim is merely to trace the transformation of surplus value 
into profit, to find its preoise significance; this constitutes, we 
admit, a first limit on the developments that can be .worked on 
later when we extend an unsatisfactory apparatus of analysis to 
the problems of the international economy. 

1. The si nificance  of the price of production in relation to 
the contradictions of the C.M.P. 

Arghiri Emmanuel 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 production 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-capitalist) commodity production 
in which each producer owns his own means of production, and 
these are inalienable; 

2) The case of Capitalist production at a low level of 
development 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 Emmanuel, 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 itself on the process of value - 



that the price of production, which. emphasises the inequality of 
development of the different branches of industry,'manifests,itself. . 
aomanuel'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.exdhange then ceases 'to be an end result, the scope . Which 
it is given, bythe writer, and becomes nothing more than a Means  
of accentuating the gaps in development. 

Because of the laiv of unequal development between branches 
. of industry or between nations as a product of the development • 
of the contradict ons.91: the C.M.P., if the exchange of commodities 
took place at the labour-values which give rise to those contra-. 
dictions, any' progress in one branch.- i.e, an accumulation of the 
material means of production - would lead to 4 smaller rate of . 
profit (29):  for itself than for the backward branches. Such . 
penalisation would' ipso facto annihilate any progress in the C.M.P. 
•In,order for capitalist production to develop on the 'Iosis of 
dynamic.branches s - 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 
circulation. 

• Which is the factor, in the total.process, - which 
iently,dominant.to effect this distribution?. It is capital,' 
through its insertion in the socio-economic structure: , 	j 

"The whole difficulty arises - from the fact that commodities 
• are:not . exChanged . simply as commodities but as products of 

capitals, which claim participation in the total amount . 
of surplu8-valuei 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 spaoeeof time." , (30), 

Consider two branches ofproduction:branch A.- iron production 
- and branch B - agriculture. The historical reality of competitive 
capitalism.isthe law of unequal development between industry and 
agriculture, a contradictory.law .,5tich follows fram.the effect, 
itself contradictory, of profit and of innovation, problems which 
we" cannotdevelop here, except to recall tat these contradictions 
directlyaead us deep into the private appropriation of social 
production. 	_ 	 . 

We have :thef ollOwing produdtion Scheme l .in which.A-can be 
integrated inthe sector of the means of production, and B in that 
of the means of' consumption. ' • 

Branches c v 

1 PI 

w 

4 000 1 000 1 000 20 6-000 ' I 

B : 1 500 750 750 35:11. 3 000 

5 500 1 750 1.750 	.- 21i-.1 1 9 000 

If the ststem obeyed the general law of value (w), no more 
accumulation would be possible in Branch A since Capital 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 1  a 
rate of 24.114 

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

'Branches c 	. v P= 
Pqc+v) 

A 

B 

4 

1 

000 

500 

1 000 

750 
24. 1 1g,  

, 

1 
1  

1.207 

543 

6 207 

2 793 	i 

5 500 	- 1 750 1 750 
1 

9 000 	. 

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 here 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. 

Moreover, 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-Brandh.A. Let 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 Emmanuel 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 agricultural units (U.A.) 

Thus we have the following production scheme in labour units 
(u.1.): 
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Branches 

!Dept. I 	4.0O0 - 	1 7 000 	' 	1 000 	= -6 000i 

1  Dept, II 	1 500 	 750 	 750 	3 000 ; 

9 000] 

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

1 U.I. = 12.6 u.l. 
1 U .A , = 1.8 u.l. 

i.e. 1 U.F. = 7 U.A. 

We see that, • in the production phase -, the determination of the 
socially necessary labour-time is the root, both of the allocation 
of factors to Dept, land Dept. II , and of the determination;of the 
technical relation which unites them: the organic composition of 
capital of 4 in Dept. I and 2 in Dept. II. This determination of 
the socially necessary labOur-iime appears to result from the process 
of production only as an after-effect, bit this is due to the 
restriction created by the formal character of the argument. i  

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 Production in the 
allocation of factors and their relation.. 

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 simplify 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 • 
respectively in a sector of increasing yield (iron production) and 
in a sector of decreasing yield (agriculture). These industries 
thus represent, CM a dynamic activity, the other a regressive 
activity; we know that the dynamism of a sector depends on the 
scientific and technical research policies pursued in relation to 
that sector. 

For example, in Dept. I and Dept. II the functions of 
production, expressed in numerical terms, are: 
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600 

500 

400 

300 

200 

100 

1.41. 1 000 2 . 000 2 000 , 	ono 5 coo .  6 000 7 coo 0 oco 9 No 

U.'. • 	70 140 210 , 375 , 475 575 6al. coo 

1T.A. 800 1 300 1 600 t 900 2 050 2 200 2 300 2 350 2 400 

We infer from this the different pro3Uction cl-Joices according to 
the allocation of factors -  between Dept. and Dept. II which allows .us 
to draw t1 ;.e production possibil ity curve : • • • 

---1 

3 4 5 6 7 8 9 10 
.....J 

U.I. 0 70 140 210 300 375 575 68o too 

U.A. 2 , 400 2 350 2 300 2 200 2 050 1 900 1 600 1  300 COO 0 

Diagram I 

Allocation of factors according to the relations of 
. exchange. betueenproductive 
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(A) Dept. 	 boo + 1 500 	1 500 	= 7 000 

(B) Dept. II 	1 000 + 	500 	500 	2 000 	! 

9 000 
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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.l. in Dept. II (producing 
i 600 U.A.). Behind this relation of exchange is concealed the 
socially necessary labour-time, ilsolff dependent on the dynamism of 
the sectors and on the requirements expressed, i.e, those basic 
internal elements which it is hardest to bring 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 t  575 U.'. 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.l. 
and 1 U.A. = 1,54. u.l.) 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 following production scheme: 

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 of social 
capital according to value goes with a sohnme 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 
form; 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. 

= 13.08 u.l. 
U.A. = 1.75 u.l. 

i.e. 1 U.F. = 7.5 U.A. 
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However, the continuous movement of .reallocation of factors 
of production frrm. 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 reallocation of factors and thus to block the prodess of 
accumulation, 

The second limitation is that of the tendency of the rate 
of profit to fall, which is inherent in the internal process of 
accumulation, 

Following from this, the concrete process of expanded 
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 INTERNATIONAL VALUE TO THE PRICE OF PRODUCTION IN THE 
INTEMNATIONAL SPHERE, UNDER THE CAPITALIST MODE OF PRODUCTION IN 
ITS COMPETITIVE PHASE, • 

We know that Marx has put forward two kinds of explanations 
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 profit, Despite this, let us 
immediately observe that, in the process of production as such, 
the determination of international value obeys national principles  
(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 attempt 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 economy-to an open one, 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 unequal from nation to nation can be reduced; 
one cannot compare what is not comparable, an hour of 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 reductionto 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 itself. 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 the context of world economy, the value that counts in 
measuring necessary time, is social (world) value, and not 
the individual (national) 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 to 
another that may be hidden in the structure of this value."(34) 

EMmanuel's reasoning assumes the problem to be solved a priori; 
it is no longer a question of looking for the lams of formation of 
international value, which asserts itself as it is - and one may be 
surprised tLat 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 capitalidt 
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 labour 

. produces 1 T.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 dominated one? The exchange of 1 u.l, of the 
dominant country against 2 ul , of the dominated country rests 
objectively on the inequality of development of thc productive forces, 
it being understood that it is necessary to reduce 2 u.l, 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 inequality of exchange, Clearly 4rDosed bytiarx as the 
exchange of a larger quantity of labour of the dominated country 
against a smaller quantity of labour of the dominant country, 
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 (mo) 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), se 
does Bettelheim (36): unequal exchange in the brcad sense of the term - 
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 cannot 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) Unequal exchange in the broad sense: equal rates of surplus-
value, unequal organic 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,forcrs 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  

- ration (i) is represented by two departments 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: 
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- Nation (j)  disposes of 6 000 u.l. reduced to international 
u.l. 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): 
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We deduce the production possibility choice according to 
allocation of factors: 

2 	3 	 6 	7 

, 
i u.i. . 

t 	
50 ' 

1 	
1001 	160 1 	230 - 300 	(300) 	, g  

	

I 	 1 
U.A. 	. 2 200 12 050 11 9001 . 	1 600 11 300 	800 i 	0 

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 11 0 1. in Dept. II, 
lead to a scheme of expanded reproduction of social capital of 
the follnwing type: 

+ 750 = :3 000 (160 

+ 	1 000 = 3 000 (1600 U.A.) 

!Dept. I 1 1 500 + 	750 
! 

Dept;- II 1 1.000 .+ 1 000 

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

The apparent potential rate of exchanges between the products 
of (i) and (j)  is: i hour of living labour of (i) is exchanged 
against 1 hour of living labour of M I  i.e •  a rate of U.I./U.A. 
between 1 U.F.,/ 7 U.A. and 1 U.F./10 U.A., as is taught by neo-
classical theory. 

After internationa exchange. 

Since (1) 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 (0 and agriculture in (j). :Without questioning 
the precise determination of the reallocation of factors nor the 
actual international mobility of capital, one obtains the following 
national aggregates': 
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Nation (1) apcori9tes 461 u.l, from nation (j).  To 
realise 	 2uranT yalue, one hour of living labour of 
(j) if pru -zehta 	 ivalrt of 86682  (38) hours of labour 

100 
in (i), Ti..s pyocads constitutes the first basis of the under-
evaluation of the value of labour power in nation (j) converging 
towards inequality of wages as a long-term trend. 

Mnpanuel l  'however, sees in this process - unequal exchange in the 
broad some - 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 of capital. Nevertheless, if one acCepts-that this 
difference of the organic 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 cannot consider.this form 
of unequal exchange as merely characteristic of inequality within the 
dominant capitalist sthere. 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 inthe 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 productive activities of the first 
industrial revolution, a new form which as we will see later, 
is determined in a different 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 running to 1 to 
20 and even higher. Considering that the gap in development 
between Europe and the Maghreb 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 a higher rate of 
surplus-value) at least in export activities. 

Whereas exchange - at prices equivalent to values - states that 
one hour of living labour in (i) is equal 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 0), be it only to justify the sheer 
size of the surplus aippropriated. We will have to came back 
to this last rpoint since industrialised economies could not 
appropriate a surplus where it does not exist. (39) 

As Emmanuel 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 became 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 lams 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 underevaluation of the• value of labour-
power in the non-industrialised countries, an under-evaluation on 
which, in the sphere of circulation, the effective realisation of 
the inequality of exchange depends, 

It is, to say the least, curious that EMmanuel should, 
having 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 solidaritya,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 ca italists in 	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 they have extracted 
ftym 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 imperialist nations, it could dispose of 
for the accumulation of capital, This explains the incapacity 
of the bourgeoisie in the underdeveloped countries to organise 
economic development and the political reactions of this social class; 
in Latin America, for example, it sometimes opposes American 
imperialism by.nationalisations, 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 unequal 
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 effectively 
to absorb . any productive activity, especially the more dynamic, be-

' cause of a basic gap in the level of development. 

2, International value and under-evaluation of the value Of labour-
power, 

The problem is to determine the international value w') 
on the basis of the national values of nations (i)(10 and Ifir j)( - .) j  

a) Marx's law of international 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 manufactured 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 excess value to the commodity 
of the developed country and a value less than its actual value to 
that of the less developed country. 

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 tha 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 hand, the levels of productivity 
do not have a differential of i 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 possibility technically of conceiving of such 
production, 

We must thus observe that at present this law 'is no longer 
of much help to us in approaching theoretically the inequality 
of eXchanges. It can only have meaning in the initial process 
of specialisation; 1,e. at the Stage of competitive 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 

. nation (j) is as advanced as that of (i) in corresponding sectors; 
the productivity of the plantation sector easily bears comparison. 
with that of agriculture in capitalist economies. But in inter-
national value, its productivity is submerged in the average sun-
rounding productivity, that of the subsistence sector, We can 
put forward, as a possible hypothesis, that the difference in 
prcduotivity of to h9 (4..S) between trc:ditional agrictlature 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 extentto 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 (j) 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 labnur-
power in (j). 

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 penetration 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 mr4  and v,0 is the value 
of labour (international value) and the exchange'value 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: 
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But in the less developed country, for the capitalist export 
sector, theexchange villa 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 conclusion, 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 non-industrial-
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 or less in the 
process of production of the less developed country, since . 
specialisation starts off on the basis of existing 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 increasing surplus - which, though they have been 

rejected by the C.M.P., amplify the inequality  of exchanges 

Unequal exchange has a specificity at. each stage in the 
evolution Of the C,D4P,, 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 LAW OF UNEQUAL EXCHMGE U3DR Mg0POLY CAPITALISM, 

What distinguishes 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 slaw 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, (47), Moreover, the 
mechanism for the determination of the price of production 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 international value; the 
underevaluation of the value of labour power appears to be directly 
due to the erosion solely of productivity in the subsistence 
economy of the non-industrialised countries, 
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One of the essential characteristics of international economic 
relations between industrialised and non-industrialised countries 
under monopoly capitalism is the "casting off" In 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 Forth-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 "Special-
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, notably 
in the material conditions of labour power; 

• .' . "The process of industrialisation was based on a breakdown 
of labour into abstract elements, and eroded the trad-
itional,(artisan) qualifications 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 from the 
.intellectual.poientialities 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 survive, "(4.8) 

A fragarnted labour 0 ,devoid of all Orp-ative facultips.aparfro 
its*s1Vcry 	 CaPital.and theT'gencratibn ofsurplus value 
br surplus, is inherent in the technical nature of the industrial 
revolutiOn. This frgmented form: of labour is oppoSed to that 
derived from . the,scientific and technical revolution which 
l'aiminates thc ina0 .8 of' semi- or unskilled labour from thO work-
shops and offices480 and which by cbntrast shifts human 
activity towards the functions bf higher technicians, engineers., 
scholars. 	• 

It is clear that the productive activities of the industrial 
revolution. involye-adabour skill of:a.tralativoly simple order - 
even when it is "skilled" 	comparison with the more complex 
nature of the :actiVities of the scientific:-.andtechnical rovol'ution 

.ofJ;Ionopoly'041talioihrheoitanfle coMPOSition of labour (complex 
labour/simple labour) differs from place to place and thus amplifies 
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 (i) 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 ceimplex labour 
into 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 Niliqh are 
increasing in size. 

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 
ancl 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. Simple labour is purely and simply underevaluated 

. in relation to complex labour. 

These few remarks on "unequal exchange" (50) do not pretend 
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 and 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 exchange in the strict 
sense of the word. 
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EOTES: 

1, Christian Palloix is at the Department of Law and Economics, 
Grenoble, This article, originally written in January, 1970, 
was intended as a report for the Centre d'Etudes et de 
Recherches iarxistes to open the debate on Unequal Exchange. 
Later the article was published; without alterations, in 
L'Homme •et la Societe: Revue Internationale de Recherches  
et de Syntheses Sociologiques,  No, 18, Oct.-Dec, 1970, We 
should, therefore, record (following Palloix' awn statement 
to this effect) that the article can only be regarded as 
the provisional stage  in a debate in the contemporary 
reappraisal of Tarxist theory concerning international 
economic relations. 

2, If Andre Gunder Frank (in Capitalism and Underdevelopment  
in Latin AmeriCa,  Monthly Review, New York, 1969) mentions 
unerual exchange, he never suggests a theoretical explanation 
for it. Amongst others, East European economists systematic 
ally refer to ljbrx's law of international value. 

3. Cf. the Algiers Symposium (21-24 Jarch 1969), and the Centre 
d'Etudes et do Recherches Marxistes ( C.E.R.M.) seminar 
of 6 December 1969. 

4. Hqyiri Denis, Le 	dct! aebouches realclaos eons la crois- 
sance economique de l'Europe occidentale et des Etats Unis  
d'Amerique,  Chhiers de l'LS.E.A., serie .1?Y.5, May 1961, N.113 
pp 3-89.; L'Evolution seculcire des termes de l'echange entre  
l'Europe industrielle et les regions sous-developpees. Un 
essai d'interpretation,.  Cahiers de l'I.S.E.A. serie P.N.7, 
Dec. 1962, pp 1-16, 

5. Arghiri Emmanuel, Unequal Exchange,  New Left Books, London, 
1972. On this point one should also take into account various 
articles by the same author published in Problemes de  
Planification,  Po, 2 ;  1962 and Po. 7, 1966. 

6. Charles Bettelheim, l iEchange.international et developpement 
regional", Problimes de planification  No, 2, 1962 39p, 
Also Appendices I and III in A. Emmanuel, op. cit.; pp 271 _ 
322 and pp. 342 - 356. 

7. Serge Latouche, Lb pauperisation a l'echelle mondiale,  thesis, 
Paris, 1966. L'echange inegal et la question des debauches  
unpublished document, Seminaire Aftalion, Paris 1968 •  

8. Christian Palloix, Problemes de la croissance on economic  
ouverte,  Haspero, Paris,; Economic et socialisme: Documents, 
Etudes et Recherches  Po.1, 1969, 

9, Cf. V.I. Lenin, "A Characterisation of Economic Romanticism", 
Collected Works,  F.L.P.H., aoscaw, 1960, Vol. 2, P.  162: 
"The romanticist says; the capitalists cannot consume surplus_ 
value and therefore must dispose of it abroad. The question 
is: do the capitalists supply foreigners with products gratis, 
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9. (cont.) 

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

A;0, Cf. Karl Marx, Fondements de la critique de l'economie politique  
Anthropos, Paris, Vol. 1, pp. 222-223 (drundrisse). 

11. Cf. analyses of the §inger-Prebisch variety. 

12. 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 connections and relationships in which 
individuals find themselves." Marx Grundrisse,  (Ed. D. McLellan) 
Macmillan, London, 1971, p. 77. 

13. In the,Grundrisse  as well as in Capital  (Moscow, 1954-57_59), 
the field of political economy is situated in production, cir-
culation, distribution, the realisation of social product, on 
the basis of the relations of production and the level of 
the productive forces. 

14, This is the well known position of Althusser, in the inter- 
pretation he gives to -Marxism and to political economy. 

15. A Marxist like Henri Denis would not reject such a position. 

16. Lucien Seve, Marxism et theorie de la personalite,  Editions 
Sociales, Paris 1969, pp. 34-35. 

• 17 , Marxist economists like J. Bernard and H. Denis in France, 
.Kantvrovitch and l'ovohilov in the U.S.S.R. reflect the 
evolution towards the econometrics Schoel. Let us take note 
of the fact that their work - which undeniably is of Marxist 

• interest 7  are well regarded by the. empiricist school, they 
are necessarily brought to work on the level of that school. 

18. Karl Marx, A Contribution to the Critique of Political Econom, 
Lawrence & ffishart, London 1971 (Section called: The method 
of political economy), p. 205. 

19, Karl:Marx, Ibid.,p, 206, 

20. Karl Marx, Ibid., p. 206. 

21, Karl Marx., Ibid., p. 21 4, 

22. Karl Marx, Capital,  Volume 3, p. 25. 

23. Cf. our intervention to the seminar of 6 December 1969 at the 
on "Imperialism". 

24.. Cf. Emmanuel, "Unequal Exchange", Op. cit.,  p. 116 and foil. 

25. Cf, Piero Sraffa, Production of Commodities by means of  
Commodities,  Cambridge 1960, 

26. In Capital,  Karl Marx has emphasised the new and complete 
determination of all the components of the social product, 
see Vol. 3, p. 239. 
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27, EMmanuel l  Op. cit.,  p. 20. 

28. Emmanuel could profitably use Engel' sentence on the price 
of production: "In a word: the Marxian law of value holds 
generally, as far as economic lags are valid at all, for 
the whole period of simple commodity production, that is up 

' to the time when the latter suffers a modification through 
the appearance of the capitalist form of production 
Thus the Marxian lag of value has general economic validity 
for a period lasting from the beginning of exchange, 
down to the 15th century of the present .  era." Engels' 
Supplement to Vol 3 of Capital:  LalTof ':alue and Rate of 
Profit. Capital,  Vol, 3, P. 876. 

29. The rate of profit p' = 

	

	As c increases, p' decreases. 
c+v 

30. Karl Marx, Capital  Vol. 3, p. 172. 

31, Let us remember that Karl Marx has said that the schemes 
of extended reproduction are the unity of the process of 
production 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, Capital,  Vol. 3, pp. 232-235. 

33. The theory of international value is in Vol. 1 of Capital.  

34. A Emmanuel, Op. cit.,  pp. 382-383 

35. Generally on this point, it is necessary to refer back to 
Emmanuel's fundamental thesis, Unequal Exchange,  op,cit., 
pp. 52-95. 

36. See C. Bettelheim, Echunge international et developpement  
regional,  op„_cit. 

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

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

Circulation 

3039 , 
461 	3961  

_713: 	+p) ::tiolV(v 

3500 	 3500 

i.e. 3039 u.l. of (i) are exchanged against 3500 	of (j). 

39, Colonisation is the mode of production and of mobilisation 
of the surplus in the precapitalist economies of the 19th 
Century. Capitalist economies make do with liberal exchange 
- e.g. Portugal, Spain, Japan, etc. - whenever mobilisation 
is acquired by the mere respect of the laws of trade. 

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

41, A. Emmanuel, Op. cit.,  p. 71. 

Production (v+s) 

3500 

(j) 
• 
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42. Cf. Karl Marx, Capital, Vol, 1 ., PP 559-600 

43, Cf., for example, G. Goncol, "A propos de la theorie marxiste 
de la valour", Etudes economiques,  95-96, 1956, pp. 74-90. 

Horovitz: "A propos de certaines particularites et de 
certaines limitations do la loi de la valour dans le 'commerce 
exterieur socialiste", Etudes econaniques,.k.112-113, 1958, 
pp 81-91. . G. Kohlmey, "Role ot•developpement du commerce 
exterieur dans les modes de production socialiste et capitaliste" 
Etudes 'economiques N. 145, 1963, pp. 19-68. 

44. G. Goncol, Op, cit., p. 82.• 

45. Cf. Paul Bairoch, Diagnostic de l'evolution economique du  
tiers monde - 1900-1966. Gauthier-VIllars, Paris, 1967, 

46, Cf. Paul Bairoch, Op. cit. 

47, Cf, A, Emanuel, Op. cit., p, 137 ff. 

. 48. Eadoven Richta, 'hevolution scientifique et technique et 
'transformations sociales", L'Homme et la societe 1% 3, 
March 1967, p. 90. • 

49, Id,, p. 91. 

50. Let us add that these remarks in no way question a number of 
positive points in Emmanuel l s thesis and we take the oppor-
tunity to recognise, in passing, its undeniable benefit to 
Marxist 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 international 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 crUcial 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, anddeminating 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 level 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 economy 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 unequal 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 aspect and its 
attendant. contradictions." (p.94) 

The chapter ends with a brief discussion of Samir Amin and Emmanuel 
on international 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 
earlier took by Palloix). Chapter 4 is a preliminary outline of world 
production relations on the basis of the analysis so far, and seeks 
to outline first the articulation  of social formations in the world 
economy - economic, political and ideological - and secondly the 
determination of world production relations, as necessary to ensure 
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 wokld 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 onto 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 
transforms the contradiction by preventing it from blocking capitalist 
development 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 outlines the classical debates: Smith, Ricardo, and 
the arguments between Sismondi and Malthus on the one hand, and Say 
anaRicardo On the other. For Smith trade allows the extension of the 
division of labour by transcending the narrdwness 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 
imports, 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. Exports of manufactures play a role in realizing 
the surplus, imports of primary goods in creating it, so that foreign 
trade is the 'external negation' of the contradiction. The falling 
rate of Profit is offset by reducingthe.  value of constant 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 theh discussed from the same angle,. the central point being that, 
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for Lenin, external markets have nothing to do with realization in 
abstracto, but only via the internally contradictory nature 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 existence of unequal exchange in the 
competitive phase. 

Chapter 3 discusses the role of foreign trade in the 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 international, 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 af surplus value; this surplus value is then .  
creamed 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, the 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 into: the 
dominated countires. A further important conclusion is that the 'law 
of international value' must rest on a tendential internationalization 
of capital, even if the latter, under competitive ,  capitalism, only 
takes the primitive form of capital export. 

Part III, occupying the entire second volume, discusses the 
world economy in the monopoly phase of capitalism. Chapter 1 states 
the basic -tadk for Marxists in this field as the deepening 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 national and international capital, 
given that the latter is a necessary part of the 'world economy'. 
Imperialism 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 transition. This includes a long reexamination of What is  
to be done?, and criticizes the 'state monopoly capitalism' thesis 
as implying incorrectly that a peaceful transition 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 examines current tendencies, designated as , 'frontist' 
(i.e. state monopoly capitalism), 'Trotskyist' (scantilyldealt 
with however much one might disagree with Trotsky), and 'alternative 
Marxist-Leninist' (Baran & Sweezy, Amin, Frank and Palloix himself). 

, 
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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'reader0 of dvery tendency to disagree with. One 
major dimension of the argument is the national/international 
question, with 'ultra-Leninists' at the former pole, and 'ultra-
Luxemburgists' 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 avoid 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 af the firm/market 
relationship, and then the functionin  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 operations. 

The following chapter is entitled 'world relations of production 
under neo-imperialism', and explores the nature of the domination 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 structure of the 
international monetary system, by technological dependence and by 
labour migrations. A.G.Frank is discussed here among 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 purely descriptive, and discusses 'balanced' 
and 'unbalanced' growth theories as being effectively the same; both 
policies have failed to generate 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-
ization 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 monopoly capitalism at the centre  
and of underdevelopment at the periphery, must be seen, in terms of 
this study, as reflecting the inevitable impossibility of grasping 
such questions outside of the context of the world economy, as has been 
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. 



IMPERIALISM; A BIBLIOGRAPHY 

George Lee 

During the last two and a half years I have boon 
writing a number of papers on the impact of imperialism 
and at the same time built up in a rather disorganised 
fashion a card index of references on the subject: 
Recently a number of recluosts for help have come up and 
so I threw together the following bibliography. 

It should not be regarded as definitive. The 
majority of references included I have not yet road 
myself andso I am not sure that they are all worth looking 
at. But I've tried to err on the side of over-inclusion. 

I would be vary grateful if people would eend me 
a list of omissions for this will enable me to put 
together a much more complete sot of references in 1973. 

London 
April 1972. 
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