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INTRODUCTION

A few words of explanation are necessary in introducmg this pamphlet. Michael Kidron, a
leading theoretician of the “state capitalist” tendency wrote a review of Emest Mandel's MARXIST
ECONOMIC THEORY m issue number 36 of International Socialism. The review was extremely
factional both in its langnage and its distortions.

Normally one tends to ignore shallow and vulgar criticisms, particularly when they give the
appearance of being hurriedly written (possibly without having read the entire book). However
crude though it was the review had a thread runming through it: a thread of assumptions, vulgar
concepts, and economic deterministic prejudices which represent the ideology of the theory of
state capitalism. In replying to Kidron and in analysing his arguments, Mandel was, therefore, able
to examine the economic basis of the theories of the International Socialism group as a whole in a
comprehensive manner. Mandel does more than this: he demonstrates how it 1s impossible to isolate
t from practice and how, jn fact the Menshevik theories of International Socialism lead to a
very bad political practice. e

Such an examination is long overdue. Among the many peculiarities of the British political
scene is the existence of a fairly large and active group whose leadership believes in the theory of
state capitalism. This is both a historical and political anachronism. With rare exceptions, those
who have deserted the revolutionary marxist position by refusing to adopt the class line of
unconditional defence of the workers states against imperialism have long since lost any claim to be
considered as marxists. In many cases some of these groups have quite openly denounced marxism
and renounced the dialectic. In most countries the tendencies which have, at various times, come
out in support of the James Burnham-picneered *third camp™ position have decomposed into their
component parts: social democracy and anarchism. Others have become small sects constantly
splitting about such profound questions as the actual date the Soviet Union became “state capitalist”™.

In Britain, owing mainly to the extreme sectarianism and ultra leftism of the leadership of
the Socialist Labour League, the state capitalist tendency has been given a repewed lease of life.
By adapting themselves to the “fall-out” from the SLL, principally by proclaiming the “easy regime”
of their organisation, they have tended to pick up former members of the SLL who wished to remain
active in left-wing politics but who had suffered a series of traumatic shocks in the face of the SLL
version of democratic centralism. The absence until recently, of a viable section of the Fourth
International in Britain has been, of course, another important reason for the relative success of
International Socialism.

Some of us predicted that its looseness would soon begin to catch up with it and that LS. would
be faced with organisational and political crises. That this has happened is abundantly clear. But
a considerable number of young revolutionaries have been made sour and cynical as they passed
through this organisation and in the building of a revolutionary party these casualties can not be
afforded. Because the building of such a party is an important and orgent task which faces the
tevolutionary left in Britain.

The task of combating the theories of state capitalism is, therefore, a vital ome. This
pamphlet examines and demolishes these theories in a systematic manner and from the viewpoint of
revolutionary marxism. At the same time the phlet should be seen as a creative contribution
towards the theory of bureaucracy and the transitional forms between capitalism and socialism. The
Intemational Marxist Group is proud to publish it.







Michael Kidron's “Maginot Marxism”' cannot be considered a serious
criticism of “Marxist Economic Theory”. It takes up only three chapters out
of eighteen and even these in an unsystematic and haphazard manner. It does
not try to understand, let alone refute, the internal logic of the book, or any
of the contributions it makes to the development of marxist theory. Never-
theless it denies that any such contributions are contained in the book at all.
But if it does not represent a serious critique of contemporary marxist econo-
mic theory, it strikingly reveals most of the contradictions into which adherents
of the theory of “state capitalism” enmesh themselves, when they have to tackle
problems of economic analysis on a larger historic scale. A discussion of
Kidron’s article is therefore useful, less as an “anticritique” than as a starting
platiorm for a critique of the “state capitalist” theory.







“Ihe Central Capitalist Dynamic”

Kidron starts out with an amazing accusation: Marxist Ecornomic Theory is “unsure of the
central capitalist dynamic”. This would be indeed an unforgivable sin for a marxist, because “the
central capitalist dynamic” is precisely what marxist economic theory is about.

So in order to teach us a lesson, Kidron starts explaining what this “central capitalist dynamic”
is in his opinion. First he says that what is peculiar to capitalism, among class societies, is the fact
that “there is no central, public arrangement to ensure that the process (of pumping a surplus proguct
systematically from the mass of producers) will go on in an orderly, continuous and predictable way.
Key choices about the deployment of resources are left to individual capitals, big and small, public
and private”. Then he continues to say that under capitalism “growth is the ultimate compuision,”
“the primacy of growth is essential to Marx’s model of the system at work”.

Unfortunately for Kidron, both “definitions™” of the “central capitalist dynamic” get him
immediately into trouble if considered in the light of economic history. In most class societies, there
is no “central public arrangement™ to ensure that the process of accumulation goes on “in an orderly,
continuous and predictable way”. On each medicval demesne, it is true, a serf was forced to deliver
say half of his output to the noble lord. But what was sowed and reaped on each demesne, what (if
any) surplus was left over after the Jord’s consumption needs were covered, how much local, regional,
national or international trade was made possible as a result of this surplus, how much (if any)
development of productive technique took place, was not only not “ensured” in an “orderly,
continuous and predictable way” but was even much more disorderly, discontinuous and unpredictabje
than under capitalism. To think that Alexander the Great (slave society), the Emperor of China
(Asian mode of production) or Charlemagne (feudalism) were in possession of some mysterious
“central, public arramgement” to ensure that the process of surplus product extraction went on in an
“orderly, continuous and predictable way” in Lhe societies they dominated, is a complete misreading
of history. In fact, under precapitalist class society, interruptions in this process were much more
numerous and much more disastrous for all involved than under capitalism (one has to think only of
the regular recurrence of famines).

With his second definition, Kidron has no more luck than with his first one. T “primacy of
growth” is not only true for capitalism; it is true for several other historic formations. The transition
trom dry to large scale irrigated agriculture, sometime between the 35th and the 30th century B.C.,
triggered off a tremendous process of growth which led us in the course of no more than 400 years
from small isolated villages to large cities, exiended international trade and the building of empires.
The victory of the socialist world revolution tomorrow will also trigger off tremendous economic
growth (and, perish the thought, even large-scale “accumulation”), unless of course we conceive of
a world socialism with two-thirds of mankind condemned to the miserable standard of living they
are “enjoying”™ to—day.

So the very charge raised by Kidron against us boomerangs against him with a loud bang,
right at the outset of his article. It is Kidron who guite plainly shows himself unable to define the
specific characteristic of the capitalist mode of production. It is Kidron who is unable to define any
“central dynamic™ of capitalism which sets it apart from all other social formations in the history of
mankind. And this is all the more amazing, because “Capital,” and all Marx’s economic writings,
are built upon precisely that differentia specifica which, in all modesty, we claim to have fully
understood and made the cornerstone of Marxist Economic Theory as well.




It is sufficient to open “Capital” and to read chapter | of the first vol. 10 understand what
constitutes this “central dynamic™ of the capitalist mode of production. Capitalism is the only form
of class society in which conmmadity production becomes generalized, in which all clements of
production (land, labour power, labour instiuments, etc.) become commodities®. Generalization of
commodity production creates a constantly growing but also constantly uncertain and changing
anonymous market, and this implies in tum universal competition. It is this universal competition
between separate capitals (owned by separate capitalists) which is the main driving force for the
accumulation of capital, the only means 1o systematically reduce production costs, because any
individual capitalist who stays behind in this race will be pushed out of the market through being
forced to sell at a loss (or at too small a profit). Capitalism is therefore a mode of production in
which the generalization of commodity production unleashes a historic process of accumulation of
capital, which is in tum a constant (be it discontinuous) growth of commadiry production, of
production of exchange values and reinvestment of surplus-value.

Starting from this definition we can easily distmguish capitalism from previous class societies
“with no central arrangement to ensure that the process will go in an orderly, continuous and
predictable way,” as well as from other societies where there is a *primacy of growth™. Capitalism is
the only society in which economic growth takes the form of a general growth of commaodity
production, whereas economic growth in the period in which irrigation agriculture hecame generalize,
was essentially growth in the output of use-values {(as it will be under socialism). Disorders, dis-
continuity in accumulation, and unpredictable developments in pre-capitalist class societies arose
essentially from sudden decline in production, Le. underproduction of use-values (famine, epidemics,
population decline, decreasing ferulity of the soil, wars, etc.); whereas disorders, discontnuity in
accumulation and unpredictable developments under capitalism arise from overproduction of
exchange-values, ie. from the contradictions of commodity production (which most of the time are
caused not by a decline but by an increase in the production ot use-values).

Competition, economic compulsion and “psychelogical mechanisms™

It is true that Kidron uses, in passing, the concept of “competition” which would normally
imply the notion of commodity production. He writes: “Ihe behaviour of individual capitals 15
narrowly determined by the competition between them . . . If an individual capital did not grow, 1t
would ultimately be unable to arford the rationalization and innovation with which to meet those
that did, or unable to ride as successtully the sudden changes in market conditions which are part of
the system. For an individual capital growth is the ultimate compulsion” (p. 33). We fully agree witn
this gescription. But a moment’s thought will show that this is true only it one assumes a generaliza-
tion of commodity production and competition between indivdual owners and sellers of commodities?.

“Competition” between different [cudal landowners for the occupation of “land without a
master” or the submission of free peasants; “competition™ between Rome and Carthage; “competi-
tion" even between merchant cities (¢.g. between Venice and Byzantium, or between tne Dutch and
the Hansa towns) does nor lead to the results which Kidron just descnibed. Under such conditions,
the failure to “accumulate capital” does not make a feudal gemesne “unable to ride as successfully
the sudden changes in market conditions which are part of the system™, precisely because sudden
changes in market conditions are nof “part of the system”, as long as the means of production have
not become commeodities and are not supmitted therefore to constant and unpredictable technological
changes. Lack of growth of merchant capital is no barrier to success, when supply as well as demand
are more or less narrowly limited, as a result of limited markets, traditional techniques, and relatively
stagnant output. Under such conditions, “competition™ does not lead to produciive reinvestment of
capital, and especially not to its reinvestment in industry. Accumulation of capital takes the form of
hoarding, of usury capital, of buying up of land.

So the rationale of capitalism can be understood only under conditions of constamly expanding
commodity production, of a constantly expanding and insecure market, and of firms, or producing
units, facing that anonymous market independently from each other and competing for larger and
more profitable shares of the market. If one abandons that specific form of competition—capiralist
competition, that is—then any rational explanation of the drive to accumulate becomes impossible,
and we are left with mystifying tautological formulas like “capital must accumulate because it is its
function to accumulate™, or “the bureaucracy is the personification of capital in its purest form™
But if we assume generalized and constantly expanding commodity production, we assume also the
absolute need to realize the exchange-values of these commodities, in order to accumulate capital.
It is the specific nature of commeodity production that a ship full of shoes cannot be transformed
into additional machinery, additional quantities of leather, and wages for additional manpower, if
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it is not sold, i.e., transformed into money. Innumerable capitalists have suffered a fate worse than
death because they happened to forget that simple little rule which Kidron, curiously enough, seems
to consider a special idiosyncracy of Mandel's. Because capital is tied to commodity production, and
to commeodity production only, because no capitalist production is possible on the basis of producing
use-values. Money is indeed the initial and final form of capital, towards which the whole of economic
activity is directed. And for that same reason, capital accumulation, the final money form of capital,
and the capitalists’ thirst for profit, far from being distinctive from each other—the one “behavionr
of capital”, and the other “social and psychological mechanisms which ensure that behaviour™—
are just different synonymous expressions of the same basic economic conmpulsion, determined by the
structure of capitalist society.

There cannot be the slightest doubt that Marx understood the working of capital exactly in
this way, and in this way only®. For Marx, “capital” could only exist in the form of different
capitals’; otherwise, there was no more compulsion to accumulate. Consequently, capital could only
exist in the form of “different capitalists™, i.., a social class constituted so that each part of it was,
by compelling economic interest, tied to the survival of “its” own unit of production or circulation.
Consequently, the “thirst for profit” of each part of that class, and the “drive to capital accumula-
tion”, are identical, the second one being only realizable through the first (the attempt at profit
maximisation of ecach unit or firm).

For Marx capital implies commodity production, i.e., the need to sell commoditics before onc
can reconstitute and expand capital. “Returning to the money form of capital”, “thirst of profit” (ie.,
drive to profit maximisation) and compulsion to accumulate capital are therefore exactly identical
expressions, which uncover the basic tissue of capitalist society and capitalist mode of production:
a dialectical unity between a class structure (based upon the interests of the ruding class), a specific
mode of production (generalized commodity production, which, be it repeated again, implies that
labour power has become a commaodity, which implies therefore the existence of a proletarian class,
forced to sell its labour power), and a specific set of laws of motion resulting from them (capiral
accumulation and its contradictions, among them, of ccurse, the class struggle).

Kidron’s attempt to unravel this tissue is based on semantic misunderstandings, which
ultimately reflect lack of clarity of what capitalism really means. To say that the capitalists’ “thirst
for profit” (or the firm’s tendency to profit maximisation) is a “sccial and psychological mechanism™
through which the behaviour of a mythical abstraction called “capital”, divorced from social classes,
is assured, and that these “mechanisms™ are common to all class societies, is committing a gross
confusion between individual psychological motivations—on which much discussion is possible—and
economic compulsions, to which social classes are ruthlessly submitted in a given social framework
(under the impact of a given mode of production). The capitalists’ “thirst for profit” is not a matter
of individual psychological motivation at all; it is an economic compulsion, as Kidron should infer
from his own description of capitalist competition. And it is just not true that this “thirst for profit” is
“common to all class societies”. On the contrary, all class sccieties in which the social surplus preduct
took essentially the form of use-values produced ruling classes which had no “thirst for profit”
whatsoever, but only “thirst” for luxury consumption, and which went so far as to systematically
destroy the very sources of “profit” (ie. of capital accumulation) in their thirst for consumption.

According to Kidron, Mandel confuses “social control® and its “form™. This argument is
cspecially unfortunate, because Marx himself made explicitly the point that it is precisely the specific
form of the social surplus product which implies the dynamic of the system®. Kidron seems to be
under the impression that if precapitalist class societies did not know the kind of growth which
capitalism witnesses, it was because the ruling classes had “everything under control”. We weze
then presumably living under “economic law and order”. The truth is of course guite different.
Precapitalist ruling classes had no economic compulsion to capital accumulation because the form
of the social surplus product was essentially that of use-values, and unlimited accumulation of use-
values is economicaly irrational and meaningless: the limit to economic growth was more or less
given by the limit of luxury consumption of the ruling class and its retainers (including of course
conspicucus consumption, vide: the pyramids).

Acceleration of economic growth could start on a tremendous scale only when the social
surplus product took the form of money, which could be used not only to acquire consumer goods,
but also to buy land, means of production and labour power, and when the generalization of
commodity production, the creation of an expanding market, and the appearance on this market of
independent producers and sellers of commodities, made it not only profitable but indispensable to
reinvest money in expanding production. It is this economic compulsion for a social class to
productive accumulation of the social surplus product—which was only possible because this surplus
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product had taken the form of money, had become surplus value—which created capitalism. And
for marxists, the tremendous revolutions involved in these transformations are inconceivable without
a social class whose interests must be served—and ingeed were served—through them; because for
marxists, unlike for vulgar “cconomic determinists”, no economic transformations are possible
without social forces imposing them, and no social forces impose such transformations if these are
against their basic economic interests, o 8 o)

That's what Marx taught about capital, capitalism, the capitalist class (and incidentally, more
generally about historical materialism. That's what we tried to illustrate, with new empirical data,
and at least in the historical parts of Marxist Economic Theory, in a more extended way than Marx
had found time to do. We don’t say of course; this is true, because Marx said so. We only say: Marx
truly said this. Kidron can either claim to approve Marx’s analysis of capital—and then he has to
withdraw his clumsy criticism of our dealing with the “central dynamic” of the system. Or he has
the perfect right to challenge Marx—but then he must come up with an analysis which covers the
whole history of capital, from its inception till to-day, and which distinguishes this system from
all ather modes of production, either previous or ulterior, and that he hasn’t done so far. Perhaps
he is, after all, afraid that he will lock a bit silly pretending to know better than Marx what is the
real essence of “Capital” . . .

The Laws of Motion of Capitalism and the “Pore Model”

This is all the more important as Marx himself has clearly defined what method he used
in his analysis of capitalism. In his preface to the second edition of “Capital”, he quotes approvingly
an article in a Russian magazine which states that the scientific value of his analysis lies “in the
unveiling of the particular laws which regulate the origins, existence, development and death of a
given social organism, and its replacement by another and higher one”, Marx adds to this quotation
that the author of that magazine article has most correctly (“treffend”™) defined his method, which is
the dialectical one.

This means that no understanding of capitalism is possible without the understanding of
general laws of motion which explain both its origins, its development through its successive stages,
and its final and inevitable decline and fall. To say, as all “fashionable”™ professors of economics do
to-day, that Marx discovered laws of motion which were correct “only for 19th century capitalism”,
but that they don't apply any more to-day, means to say that Marx was completely wrong. His
ambition was not at all to analyse and given limited period of the history of capital; his ambition
was to explain its whole history, from its beginning to its death,

Kidron, under the obvious influcnce of “fashionable™ (ie. bourgeois) economics, moves
around this hot stew, quite unsure of himself, and does not dare either to eat or to refusc i The
“solution” with which he comes up is that in Marx’s “pure” system, the laws of motion apply, bui
that real life is quite different from this “pure™ system, and in real life Marx's laws of motion do not
apply “completely” (or cven not at all, which 15 at least implied in some of Kidron's remarkable
statements about contemporary capitalism).

Let us first state that Kidron's way of summarizing the laws of motion of capilalism contains
several “classical” oversimplifications, fashionable in academic circles and in the Kautsky-school
of vulgarired marxism; this is no accident, as we shall presently note. Kidron will have a hard time
finding any evidence in Marx’s “Capital” that there is a tendency for labour power to decline in
absolute terms under capitalism; that “booms become progressively less profitable and shorter;
slumps more lasting and severc™.” But be this as it may, let us now follow Kidron’s argumentation
of how the absence of a “closed system™ of capital upsets the workings of the laws of motion of
capitalism discovered by Marx:-

“The model is a closed system, in which all ouiput Aows back as inputs in the form of
investment goods or of wage goods. There are no leaks,

“Yet in principle a leak could insulate the compulsion to grow from its most important
consequences - . - If ‘capital-intensive’ goods were drawn off, the rise wonld be slower and—
depending on the volume and composition of the leak—could even stop or be reversed. In such
a case there would be no decline in the average rate of profil, no reason to expect increasingly
severe slumps, and so on.

“Capitalism has never formed a closed system in practice. Wars and stumps have destroyed
immense quantities of ouput. Capital exports have diverted and frozen other quantities for long
stretches of time.

“A lot, since World War 11, filtered out in the production of arms. Each of these leaks bas
acted to slow the rise in the overall organic composition and the fall in the rate of profit.” (p.33).
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A truly remarkable constant confusion between use-values and exchange-values, between
physical goods produced (or destroyed) and their counterpart in form of value of commodities,
appears throughout these lines. It is worthy of inclusion in a textbook simply to show what mis-
understanding a lack of clanty on the dval nature of the commedity necessarily leads to.

What seems to lie at the basis of this whole conception is some vulgar theory of over-produc-
tion, according to which it is a glut of physical goods which is at the basis of all capitalism’s evil.
Shumps result from too many consumer goods; increased organic composition of capital and declining
rate of profit result from too many investment goods (too many machines). When there are “leaks”,
and other goods are produced instead of these, or, even better, when these goods are destroyed, then
there is rejoicing in the sky of Capital, and laws of motion are magically put out of action.

Kidron forgets that what capitalism is about is the accumulation of capital (ie., stored value)
and not the disposal of the use-values of commodities. A certain proportion of these must, of course,
fill physical needs and give production its needed physical material. But these physical conditions of
reproduction arc only material preconditions for the successful realization of capital accumaulation.
They don't guarantee in themselves either the realization of that process, nor its realization under
conditions where the laws of motion of the sysiem apply, apply only partially or, presumably for
Kidron, don't apply at all. These conditions depend exclusively on the composition, exchange,
valorization and reproduction of capiral as valie,

The example of slumps clarifies this easily. A slump is not primarily a destruction of
“immense quantities of output” (of physical goods).. Sometimes, this destruction does not happn at
all; and even when it does happen, it 15 only a secondary side-effect of what is the real meaning of
slumps (and, incidentally, also their objective function in the dynamics of capitalism): the destruction
of capital as value, through massive depreciation of stocks of goods, or fixed capital (parts. of which
even lose all their value: machines are turned into scrap iron, etc.) and of “fictitious capital’. Whether
this essential process is accompanied by physical destruction of goods is immaterial.

Because slumps are destroyers of capital and not of “output”, they tend to lower the organic
composition of capital®, and allow a rise in the rate of profit which sets off a new cycle of increased
capital investment, boom, rising organic composition of capital, decline in the rate of profit, which
eventually leads to a new decline in production, etc. There is therefore no need at all to discover
any “leak”™ in the “closed system™ to “explain” why slumps temporarily reverse the trend towands
increased organic composition of capital and declining rate of profit. On the contrary, this “safety-
¥alve” is built-in in the “closed system”, as Marx himself clearly stated and as we explicitly repeated
in Marxist Economic Theory®.

The same thing is true for capilal ¢xports. This process can only be constructed as a “leak™
from the “closed system”, if this “closed syslem™ is viewed as being established in a single country,
surrounded by a world outside of the realm of capitalism—a construction which 15 completely alien
to Marx's “model”. Once the “closed system” of capital is viewed as an international system (thé
capitalist world market), then capital exports are neither a “diversion™ nor a “freezing” of output (?)

for “long stretches of time™, but simply the manifestation of the basic law of motion of capitalism,
ihe tendency of capital to flow {rom branches, regions, areas, countries with lower, to those with
higher rates of profits. It is no accident that Kidron does not even mention this law of motion in
his description of the model. And such a flow (be it “export” or not) of course counteracts the trend
lowards a declining rate -of profif, inasmuch as it leads to capital investments with a lower organic
composition of capital or (and) a higher rate of surplus-value. Again, the counteracting tendency
t]ilues not represent any “leak”, but is built-inin the “midel™ as such, and clcarly stated by Marx
imself.

Kidron's third “lcak™ is rcpresented by wars. The same confusion between use-values and
exchange-values, between physical goods and capital, occurs here. All wars destroy physical goods;
but whether they destroy capital is not so obvious nor so automatic.

In order to destroy capital, they must not only destroy consumer goods, including durable
ones like honses, but also destroy industrial equipment to a larger degree than is newly built. Wars, it
should not be forgotien, not only can destroy capital but also can lead to a tremendous increase of
capital accumulation (as happened, for example, in the USA both during the first and second world
war). Often the two processes occur side by side (like in Britain duringthe second world war), and
only if the first process is larger than the second one is there real capital destruction (L.e., does over-
all capital accumulation become nepative). We have described the mechanics of this process of con-
tracted reproduction under war cconomy in Marxist Economy Theory; incidentally one of the ex-
amples of “fresh exploration™ which Kidron somehow managed to miss in the book. Kidron seems
io labour under the impression that wars and war production are “unproductive™ and “destroy
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capital” becausc weapons arc “destructive goods”. He forgets that a manufacturer of tunks, munitions
and fighter plancs makes a huge profit, uscs a larpe part of it to accumulate capital (e fo by new
machinery and to hire new men) and that this represents a process of capital accumulation identical
to the similar steps embarked upon by a manufacturer of tinned milk or by a firm producing turbines.

We have now arrived at Kidron's fourth “leak™: arms production.  According to him, it
represents a “drain”, and “being a capital-intensive drain, it will have a restraining cffect on the
tendency of the organic composition to rise” (pp. 33-34). Why arms production is a “drain”, and why
it has a restraining effect on the tendency of the organic composition of capital to tise, remains an
absolute mystery.

The whole construction is completely artificial and misses the main “law of motion” of capital
accumulation altogether. Tor arms production is not conducted on some mysterious planet Mars,
but on this wicked planet of ours; it is not conducted under conditions of some mysteriously unknown
mode of production, but under “normal” and “classical™ capitalism, with a constant flow of capital
between all sectors of profitable investment, including arms production. So the calculation of an
“organic composition of capital™ in the arms industry, separate and apart from that of the “civilian
sector”, is completely meaningless to establish the trend of the average rate of profit, which results
precisely from the social average between all sectors, including the arms sector. What Kidron woukl
have to prove, to show that the effect of ca pitalist arms production is to weaken or to stop the
tendency to a declining rate of profit, is that the average social organic composition of capital
(including of course the arms scctor itself) has become lower than it would have been if that arms
production sector would not have cxisted. And that conclusion just does not make any sense, if one
assumes that the organic composition of capital in the arms preduction sector is actually higher and
not lower than the average organic composition of capital in the “civilian™ production sector, because
it is nearly entirely situated in the “capital intensive™ sector of heavy industry!?,

Kidron's assumption could only imply an element of truth if the average organic composition
of capital would be actually lower in the armament sector than it is in the other sectors. In that case,
of course, strong expansion of a sector with lower organic composition of capital would lower the
social average organic composition of capital and thereby successfully counteract the tendency of
the rate of profit to fall. But this hypothesis—which Kidron would be the first one to reject!—does
not correspond to reality. And even if it would, it would not represent a “drain” but only a particular
manifestation of the same basic law of motion of capitalist accumulation of the “pure” model, which
we described above.

Kidron would have spared himself much confusion, if instead of talking about “leaks™ and
“drains”, he would have started from the key-difficulty which monopoly capitalism has encountered
for three-quarters of a century. This is nor the difficulty of disposing of surplus goods (thereby wel-
coming any turn in development which would lead to a sudden decline in the “surplus™ of consumer
goods and investment-goods), but the difficulty of disposing of surplus capital, which derives from
the very nature of monopoly capital'!. Thence both the drive to increasing capital exports, and the
drive towards arms production. The economic function of arms production is to provide additional
ficlds of investment for capital surplus, not to reduce the increase in the organic composition of
capital and/or the declining rate of profit. Its overall effect—if it is large— will be to cnsure a higher
raic of overall growth (obviously, because the alternative would be not to use at all the capital
invested in arms production) and to reduce the volume of investment and output fluctuations
(because arms production, unlike “civilian” production, generally does not decline in phases of
recession). But whether all this leads 1o a rise or 10 a decline in the average rate of profit depends on
other circumstances (e.g., on the effects of arms production- on the rate of surplus-valuc), not on the
nature of arms production as a “drain”,




Contemporary Capitalism and Vulgar Economics

S0 Kidron’s whole construction of “leaks” and “drains” collapses as an explanation of why
the laws of motion of capitalism don’t apply to-day. He is faced with the same dilemma as all those
who call themselves marxists: either he has somehow to accept that there are “tendencies” which do
not manifest themselves (which is of course something different from sayng that there are tendencies
witich don't manifest themselves permanently or without counteracting fendencies), or he has to have
a fresh look at reality, try to shake off impressionism, and 1o find behind superfiicial phenomena and
doctored “statistics” more fundamental economic processes which do, after all, correspond to Marx's
laws of motion.

That's what we tricd, in Maraist Economic Theory and subsequent writings, and we think we
tan prove our case. As we have shown, between 1869 and 1919, the output of producers’ goods
increased more than twenty times in the USA, whereas the output of consumer goods only i
twelve times. Detween 1919 and 1964, the output of machinery and instruments in the U.S.A. -rose
from 14.1% to 20.5% of total manufacturing production. Again, the output of machinery increased
threefold between 1947 and 1968, whereas total industrial production rose by 250% in the same period.
So one might infer that for one century the output of department I has indeed grown more rapidly
than the output of department II, which implies that there is a definite tendency for the organic
composition of capital to rise'2, and that, from a long term point of view, this tendency is neither
stopped nor reversed during the last decades (although it obviously slows down percentwise, when
the absolute volume of department I reaches a higher and higher level. The same rate of growth of
the organic composition of capital would require, starting from a certain absolute volume of constant
capital and given the average rate of capital accumulation, an absolute decline in variable capital —
or in output of department II—which has obviously not been the case, and could not be the case
given the existing rellionship of forces between Capital and labour in the US.A.). :

Now given the evidence of a long—term trend of rise in the organic composition of capital,
given the complete lack of evidence of any long-term rise in the rate of surplus-value proportional to
it, one can only conclude either that there has to be long-term decline in the average rate of profit, or
that Marx’s labour theory of value does not hold any more (that constant capital-is somehow
miysteriously “ producing surplus-value’), and in that case, the whaole of Marx’s economic
collapses. Let us repeat again that we are not talking of a couple of years here and a couple of years
there, but of long-term trends. Kidron makes a caricature of our analysis when he says that for us
“the real thing becomes as simple as the model™, But surcly, a model which has no relation
whatsoever to the “real thing” is a wrong model, 1 would presume . . . And the denial of any long-
ferm decline in the rate of profit leads Kidron smack into vulgar economics accepting the labour
theory of value with one hand and denying it with another. \

In studying capitalist statistics on “rates of profit”, ome has to take a whole series of
precautions, in order to translate them into marxist terms. ) ) s

In the first place, the average rate of profit marxist economic theory is concerned with is the
rate of profit on the flow of current production ¢ pl , in which is the fraction of the total capital

c+v
stock actually used up in annual output and not the rate of profit of the stock of total capital invest-
ment ( pl . in which K is the value of all fixed capital invested and M the value of total circulation

K+M
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capital available in capitalist industry). Most statistics—and balance sheets of capitalist firms—
te profit rates on the stock and not on the flow—and the difference can be quite striking.

In the second place, Masx's laws of motions are concerned with value production, not with
price calculations. It takes a lot of analvtical labour to deduct from national income 2nd national ex-
penditure statistics the sum-total of surplus-value produced by industrial labour. Part of that surphus-
value is appropriated by other sectors of capital (banking capital, commercial capital, capital in-
vested in the service industries, etc.) through the market (i.e., through the purchase of “'services’ by
the manufacturing firms, which appears in the balance-sheets as ‘“production costs”, or through the
sale of commodities below their prices of production), is thus deducted from the income of industrial
capital, and is not included in the category “profit of industry before taxes”. 1f this part of surplus-
value, while increasing in absolute figures, is declining in relation to “industrial profits”, then the
rate of growth of surplus-value as compared with the rate of growth of current capital expenditure
might be in fact lower than appears from the statistical “series before taxes”, and the average rate of
profit might in fact be declining although the series “profit before taxes” does not show s0.

In the third place, ever since corporation taxes became “burdensome”, a whole new “service
industry” for doctoring balance-sheets has arisen. Most marxist commentators have insisted especially
upon the profit-concealing function of this doctoring (e.g., camouflaging important part of surplus-
value as constant capital consumption, through the method of accelerated depreciation)!*, They seem
to have forgotten that this also implies a systematic under-valuation of capital itself, in the first place
an under-valuation of the total capitai stock—which is all the more formidable because it becomes
cumulative—but also an under-valuation of current capital expenditure (part of which is marked
down in the books as “current costs of repair”, another part of which does not appear at all, because
the value has already been “written off” before). Now if the real value of capital 15 much higher than
appears in the balance sheets, then of course statistical series which appear to show uncertain
fluctuations of the rate of profit, or even an increase of that rate, can actually hide a long-term
tendency of a declining rate of profit!s.

All this being said, do the statistical series really warrant any conclusion that the trend towards
a declining average rate of profit has somehow been reversed by contemporary capitalism? Kidron’s
Own' series, whatever may be its serious shortcomings indicated above, actually prove the opposite.
In order to interpret them, we have to understand that the rate of profit-oscillation works on two
wavelengths, so to speak. They work within the span of each cycle, going up in the boom and going
down under conditions of recessions; and they work in longer-range periods, tending to reach peaks,
during booms, which have a tendency to become lower (which does not mean naturally that each
boom must have automatically a lower maximum rate of profit than the previpus one had. Increases
in the rate of surplus-value can momentarily offset the effects of increases in the oreanic composition
of capital). One can dispute the first type cyclical decline only if one disputes the inevitability of
cyclical vari