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the recession
& the
DIOSpects

_ for the
INernational
capitalist economy

by ERNEST

The generalized recession of the internotional cap-
italist economy, which storted at the beginning

of autumn 1974, haos confinued fo intensify since
then. As of mid=spring 1975 it holds sway in all the
imperialist countries .,

Experts, especially government experts, hove been
surprised by the recession and its cumulative devel-
opment.(1] In June 1974, for instance, the Organi-
zotion of Economic Cooperation and Deve lopment
{OECD) was still predicting universal growth for

the big imperialist powers for the first half of 1975.(2)
In fact, however, it can be asserted with certainty
that nene of these powers will experience any growth
during this period. And in view of the breadth of

the recession during the first severa| months of 1975,
it is not likely that there will be growth for the

year token as @ whole, even if an upturn begins
during the third quarter, an eventuality that is in
any case improbable for most of the imperialist coun-
tries.

Actually, since it began, the recession has been
more severe than hos been recorded in current sta-
tistics. In March 1975 CECD gave the following
figures for the reduction of industrial preduction
during the fourth quarter of 1974, Figures that are
clearly higher than the predictions that were pub-
lished at the end of 1974

MANDEL

Reduction of industrial production during the fourth
guarter of 1974 compored with the preceding qut:lrh‘zr

United States -3.0%
Canado -1.5%
Japan -5.0%
France =4.3%
[taly -7 . 5%
West Germany -3.054
Britain -2.5%
Total of OECD countries -3.5%

The recession deepens

Throughout the first quarter of 1975 rthe international
recession deepened by cumulotive development fol-
lowing the clossical schema, which confirms that
this recession is indeed o classical overproduction
crisis,

Haoving eventually affected all industrial branches,
the recession provoked First of all a proncunced re-
duction in orders. There were hwo redsons for this:
First, all copitalist companies wanted fo reduce
their inventories becouse of slumping conditions;
second, they limited and revised their investment
progroms (sometimes redically) because of excess
productive capacity inall industry,




The proncunced reduction of orders hos provoked o
reduction in employment. Massive unemployment
{both total and partial unemployment) has reduced
the purchasing power of comsumers in spite of the
various social oid meosures, which have limited but
not eliminated these losses of purchasing power.
There has been o contequent fall in sales of con=
sumer goods (especiolly durable consumer goods),
which has acted to accentuate inventory accumula-
tion and therefore to reduce new orders, and there-
fore to further reduce current production,

This spiraling reduction of orders and industrial pro-
duction has in its turn entailed a collapse in the
prices of all row materials, including foodstuffs.
The combination of the fall of industrial production
in all imperialist countries ond the fall of raw ma-
terials prices has resulted in @ reduction in the vol-
ume of world trade, for the first time since the end
of the second world war.

This reduction in exports has combined with the con-
traction of domestic demond to intensify in furn the
reduction in current production, employment, and
incomes. Hence, in May 1975 both the fall inin-
dustria! production and the number of unemployed
wide ly surpossed the level that had been attained

in December 1974:

Reduction in industrial production during the first

quarter of 1975 compared with the first quorter of

1574
United States
West Germarny

~12.1%
- 8.5%

Japan -16.0%
France - 9.05%
Ttaly -12.0%

Brifain - _Heot

- 4.0%

*In comparisen with the preceding quarter, because
the first quarter of 1974 caincided with the intro-
duction of the thres-doy week by the Heoth cobinet
agoinst the miners' strike.

Cenaoda

The official unemployment figures for May 1975
show more than 14 million on total LI;‘rErr‘lp|-::|}«'rr1En!
in the imperialist countries:

United States 8.2 million

Jopan 1.3 million
ltaly 1.3 million
West Germany 1.7 million
France 0.9 million
Britain 0.9 million

Conada & Australia 1.0 million
Small impericlist powers

of Europe 1.4 million

These figures do not include partial unemployment,
but they do include big underestimations, particu-
larly for Spain (the real figure of total unemploy-
ment in this country is undoubtedly more than

600, 000 and not the officially registered 300, 000).

The cumulative effects of the "national” recessions
and the contraction of internationol frade have
foiled all the "expert” pump-priming projects, es—
pecially in West Germany and France. Af the very
moment that the governments of (these countries be-
gan to boost domestic demand moderately, the fall
of exports (and of foreign orders) neutralized the
effects of the anticrisis policy, at least in the short
U,



The scope of the recession must be measured not
only by the fall in current production, but also by
the spectacular inerecse in unutilized productive
capacity. To believe the magazines Business Week
and The Economist, this figure now stands at some
B-10% in West Germany, about 15% in Japan, and
not less than 33.5% in the United States.

Except in West Germany and Japan, long-term in-
flation hos scarce |y slowed down, inspite of the
extent of overproduction. This is clearly indicated
by the following figures:

Rate of Increase of Cormsumer Prices

1973 1974 1975
{1st quarter)

West Gemmany ~ 6.9% 7.0%  6.0%
Belgium 7.0% 12.7% 15.39%
United States 6.29% 11.0% 11.49%
France 7.3% 13.7% 14.29%
Italy 10.8% 19.1% 23.5%
Britain 92.1% 1&6.1% 19.9%
Japan 19.19  21.9% 10.0%

Most likely, these figures do not entirely take ac-
count of the slowdewn of inflation in 1975 compared
with the inflaticnary "peaks" of the first several
months of 1574, But on the other hand it must be
taken into consideration that the continuation of
inflation at rates nearly equal or even superior to
last year's coincides both with an exceptional aceu-
mulation of and attempt to liguidate inventories of
commedities and with a spectacular fall in the prices
of raw materials:

“The Economist" Index for Raw Fl.f'qﬂterf?._._]s Prices
(May 19, 1975, compared with May 1974, in dollars)

All raw materials -18.0%
Food products =11.0%%
Industrial raw materials -33.2%
fibers -18.7%
metals -40.1%

If under these conditions the cost of living contin-
ues to rise in a pronounced manner, it must be
stressed that responsibility for this lies with monop-
olies specializing in mass consumer goods (both du=-
rable and nondurable); these companies, using a
trme-honored fechnique, are increasing the price
per commodity while the number of commadities
being sold is declining. (3 It must be added that
the governments, central banks, and private bank-
ing systems are permitting these monopolies to act
in this way, by ceoselessly increasing the money
supply, especially the supply of paper money.

Contraction of world trade

The contraction of world trode, which had not cc-
curred at the beginning of the recession but could
have been predicted as scon as the recession became
generalized in all the important imperialist coun=-
tries, seems to have indeed become a fact begin-
ning with the first quarter of 1975. Although we do
not yet have overall figures, it cppears that exports
are declining in nearly all countries. Thus, in the
case of Franee they dropped from 52,800 million
francs during the fourth quarter of 1974 to 57, 800
million francs for the first quarter of 1975; in April
exports dropped another 1.3% compared with March.
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In West Germany the fall of exports during the first
quarter of 1975 in comparisen with the last guarter
of 1974 must be on the order of 434, In the United
States, exports dropped from 89, 400 million in Jan-
vary 1975 to 58,900 million in February, 38,780
million in March, and 38,720 million in April. In
Switzerland, the decline was more than 13% in
comparison with the lost quarter of 1974 and mere
than 7.2% in comparison with the first quarter of
1974, Only in Japon have exports continued fo
rise (and 509 of Japanese exports are now goirg
to the semicolonial countries}. The volue of Jopa-
nese exports in April 1975 exceeded the value of
export in April 1974 by only 10,495, which is less
than the increase in prices during that period . Ard
the value of foreign orders is already lower than
last year. (Japan Times, April it e

This contraction of sternationo! trade is o result
of three basic factors:

#1: is o direct effect of the recession in that the
fall in production and employment are reducing de-
mand for imported raw materials, machinery, ond
consumer goods.,

*{} is an indirect effect of the recession in that
the exporting countries |especially the countries
that export raw materials, except for.oil) are suf-
faring sharp cuts in their currency resources because
of the fall of the velume ond prices of exports and
have thus been forced to reduce their imports.

*|t iz the product of a deliberate policy of import
veductions (that is, o particl return to economic na-
Tionaliem and to scarcely disguised protection ism)
especiolly on the port of the imperiolist powers that
suffered big balance of peyments deficits during the
First holf of 1974.

This policy has generally been crowned with success.
Japan, whese trode deficit during the first quarter

of 1974 stood at on annval level of nearly 510,000
million {ond $13,500 million for the pericd of March
1973-March 1974), hod completely reabsorbed this
deficit by the first quarter of 1975; ifs trade balance
even showed a surplus again {of 54,000 million for
the period March 1974-March 1975). The same is
true for the United States, whese annual deficit,

on the order of $8,000 million in the third quor-
ter of 1974 (total deficit in 1974: $5,700 million),
was transformed into a §1, 300 million surplus for

the first quarter of 1975, lioly succeeded in redueing
‘15 trade deficit by 75%, and even Britain's sifua=
tion got very clearly better, the trade bolance im-
proving by §7,000 million between autumn 1974

and spring 1975. In France the March 1974 deficit
of 2,000 million francs was transformed inta @ &2
million franc surplus in March 1975.

L3
This success was achieved with the aid of all sorfs
of import restrictions s well as modifications inex-

3]

change rates that favored exports to the detriment

of imports {the most pronounced case being that of
the pount sterling, which "floated” so as to decline
in value by 25% compared fo its value after the cur-
rency "realignment” of December 1971). Obviously,
there have to be losers in this zero-sum game. Es-
sentially, the losers are some of the smaller imperi=-
alist countries (among them Switzerland, Spain,
Denmark, Sweden, and Portugal) and the semicole-
micl countries, even including the oil exporters.

The balance of trade between the oil exporters and
the imperialist countries has in foct changed dra-
matically. The 1974 trode surplus of the oil-export-
ing countries had initially been expecied lo exceed
the 1973 surplus by $80, 000 million; but this figure
st now be revised downward. 1t could be that the
s craase will be only 360,000 million. And above '
all, it dropped rapidly during the first quarter of
1975 under the combined effects of the decline in
world oil sales and the spectacular rise in the im-
ports of the oil-producing countrigs, on increase
that no one had expected to be on fhe order of 755,
after having been on the order of 70% in 1974. We
will return further on to the implications of this re-
versal of the tendency.

The positions of the four major imperialist countries
on the world market have not undergone big changes.
For the whole of 1974 the United States occupied
first place, with exports of 598,500 million, Fal-
lowed by West Germany (90,000 million), Jopan
(%55, 500 million), and France {about 550, 000 mil-
lion), But the United Stotes preserved fhis position
because the daollar was devalued by 4056 compared
with the deutschemark, which rendered many Amer-
icon commodities competitive again. And in spite
oF this enarmous advantage, the position of the
United States was braken through during the lost
quarter of 1974 and the beginning of 1975.

Monetary reflation and
the upturn

Surprised by the scope of the recession, the |eaders
of the major imperialist countries decided to take
measures of monetary pemp-priming, that is, fo
eliminate the toughest measures of credit restriction
and slowdown in the expansion of the money supply
that had been taken in 1973 and 1974 in the frame-
work of the "struggle against inflation." What is
neverthe less striking about these "pump-priming”
measures is their fimid charocter, except in the
United States. And even in the United States, where
the economic upturn has been prepared by a colos=
sal budget deficit (on the order of §70, 000-80, 000
million for the fiscal year July 1975-June 1976},
the authorities of the Federal Reserve System have




been attocked for their alleged "mederation” by

the advocates of more energetic priming, who are
demanding an expansion of the money supply on the
order of 9-10%% a year instead of the 5-7% called
for by the team around Federal Reserve Boord Chair-
man Arthur F. Burns.(4)

The moderation and hesitation of the pump-priming
measures are obviously explained by the fear of
stimulating inflation again at a time when it s al-
ready much stronger than it was during previous re-
cessions. |t is thus confirmed that contemporary cap-
italism is incopable of escaping the dilemma: ag-
gravated recession or aggravated inflation {and in
ony case, the latter choice precipitates even more
serious recessions in the long run).

The problem is complicated by international inter-
imperialist competition. To be sure, so long as the
system of floating exchange rates prevails, the og-
gravation of domestic inflation no longer automat-
ically involves a deterioration of the competitive
position on the world market of the country con-
cerned, It can even have the opposite effect. This
is, moreover, one of the regsons for which some of
the imperialist powers consider the system of float-
ing exchonge rates o meons of competition that
ought to be proscribed.

MNevertheless, a rate of inflation in one imperialist
country considersbly in excess of the rate in com-
peting countries continues fo entail unfavorable
economic consequences, even if exports are no
longer directly threatened. The result of inflating
domestic demand is the inflotion of imports, which
in any case grow outomatically as a result of the
very drop in the exchonge rate of the national cur-
rency, which protects exports against the effects of
inflation. Hence, inflation continues to spur on the
balonce of payments deficit, and thereby depen-
dence on international credifs, ond thereby the
overall wealening of the competifive position of
the imperialist country in question. Hoving a rate
of inflatien higher than a competitor would consti-
tute @ valuable strategy in interimperialist competi-
tion only in the event of a sharp and simultaneous
reduction of domestic consumption, that is, in the
event of o radico| modificotion of the division of
the national income to the detriment of the workers
ond to the benefit of preductive investment {largely
guaranteed by infernal resources). Such o situation
does not prevail todoy in any of the major imperi=
alist powers. Hence the timidity of the pump-prim-
ing measures, except in the United States, where
the rate of inflation hos been oble to be reduced
precisely because of the losses of purchasing power
suffered by the working class,

MNevertheless, “timid pump-priming"” still means
"pump-priming." In view of the simultaneity of the

pump-priming measures in all the big imperialist
countries, it is not likely that the recession will
continue to deepen through the rest of the year and
into the beginning of next year, Logically, the
moderate upturn that hos already been manifested
in Japan and the possibility of an upturn in the
United States during coming months should allow

us to predict that the downward trend of production,
empleyment, and incomes will come to an end some
time during the fourth gquarter of 1975 or the first
quorter of 1974,

The directars of ecoriomic pelicy in the impericlist
courttries — either through wishful thinking or through
ignoronce — are continuing to present things as
though measures of monetary and credit expansion
automatically entail an upturn of industrial produc-
tion. They are, moreover, counting on the so-called
technical effects of inventory fluctuation. After a
phase of "destocking” (that iz, of radical reduction
of inventories), merchonts and industrialists must

at some point increase theic inventories again, even
if only to maintain their current levels of activity.
This would entail on increcse in orders, and there-
fore inemployment, incomes, and production. Now
during the First quarter of 1975, U.S. invenfories
were declining at an annual rate of $18,000
million, whereas they hod been increasing ar the
same rote during the preceding quarter. Thus, the
theory runs, the new turn cannot be far off.

All neo-Keynesian reosoning of this type, as we
have pointed aut on several cccasions(5), contairs
errors of manipulation of undifferentioted aggre-
gotes. The only definite conclusion that flows
from a policy of vigorously stimulating demand by
swelling the money supply is that it will surely
stop the fall in demand for consumer goods. When
the government distributes thousands of millions of
extra dollars to corsumers, it is difficult for the
volume of current sales to go down.

Any other conclusion, howewver, remains to be dem-
onstrated. It is not certain that sales will increose
in the same proportion as the incomes of consumers,
especiclly since fear of unempleyment may lead
some of the workers and pethy bourgeoisie to imme=
diately increase their saving in order to cushion

an anticipated lorge reduction in incomes. In fact,
the Shadow Open Morket Committes foresees an
increase in U.5. household savings from $7&, 700
million in 1974 to $80,000 million in 1975. {Neue
Zurcher Zeitung, March 29-30, 1975.) The growth
of unemployment may also entail a more than pro-
portional fall-in buying on credit, for which an
easing of credit terms may well be unable to com-
pensate. Some of the increosed money supply may
thus swell bank deposits [or slow vp their circula-
tion) without increcsing the velume of soles of com-
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modities, and thus without stimulating an upturn
of producticn.

Furthermore, the expansion of the money supply and
of various subsidies to capitalist companies in ne
way entails on cutomatic upturn effect on produc-
tive investment. In order for the capitalists te moke
use of the expanded credit facilities placed at their
disposal, they have to rely on an expansion of the
market and a rise in the rate of profit. They do not
increase production simply for the pleasure of doing
so. They raise production in order to maintgin or
increose their profifs. This requires chove all that
the increased production be sold, and moreover that
it be sold under conditions that allow for revemsing
the fall in profits that choracterizes every phase of
recession.

Gross profits (before taxes) per share of all Ameri-
can companies dropped from an annual level of
§155,000 million during the third quarter of 1974
te an annwal level of $135, 000 million during the
fourth quarter of that year and to some 5100, 000
million during the first quarter of 1975. For net
profits (after taxes) the fall was from $95, 000 mil-
lion to $70,000 million, that is, more than 25%.

Net profit margins per transaction (total sales) de-
clined continuously, dropping from &% during the

8

last quarter of 1973 to 5.8% at the beginning of
1974, to 5.5% during the third quarter of 1974, to
4.7% during the fourth quarter, and to 4.2% during
the fist guarter of 1975, according to the calcula-
tiors of Business Week.

According fo the statistical series of the Conference
Board, these margins for nonfinancial corporations
dropped from a level of 20-22% during the period
1959-55 to 129 during the 1970-71 recession, and
then rose to about 15% during the period 1972-73,
declining back to 11-12% at the beginning of 1975,

For Jopan average gross profits for the 174 major
corporations of the country fell by 35.5% during
the fiscal year 1974-75, which ended on March 31,
1975, while net profits declined 20.9%. In the
manufacturing industry profits fell 56%; the decline
in the other sectors was only 19.3%. (Japan Times,
May 4, 1975.)

But the reestablishment of the rate of profit is hardiy
automatic during a recession. |t is thus perfectly
possible that inspite of the more ample credif fa-
cilities, the fall in the discount rate, the reduction
Tn interest rates, ond the expansion of the money
supply, the volume of credits tocompanies will con-
tinue to diminish, not because the supply of money=
capital is diminishing, but rather becouse demand



for this capital is lacking. In fact, on May 7, 1975,
the total volume of bank credit to American com-
panies (3128, 600 million) was lower than it waos at
the beginning of April (5129, 400 million), the be-
ginning of March (§12%,700 million), or the begin-
ning of January (§132,800 million}) — and this de-
spite all the pump=-priming measures that had already
been taken.

Finally, account must be taken of the instances of
contraction of exports. The policy of moderate pump-
priming of the Helmut Schmidt cabinet in West Ger-
many has foiled up to now precisely becouse o mod-
est upturn insales on the domestic market has baen
more thon counterbalonced by a decline in exports
and especially in orders sold abroad, which fell

7 .5% during the first quarter of 1575, Under these
conditions, the upturn will be postponed until the
combined effects of the upturn in demestic demond
in several of the major imperialist countries (above
all the United States, Jopan, and West Germany)
enable the regression of exports to be holted.

Upturn and “possible
accident”

Although an upturn toward the end of 1975 or the
beginning of 1576 remains the most likely prospect,
bourgeois experts place this upturn in the framewerk
of two radically different medium-term prospects.

According to one group — which includes the edi-
torial board of the British weekly The Economist —
the scope of the recession implies a boom (mare
ar less inflotionary in any case) of an approximately
equivalent compersating scope. Thus, in its issue
of April 12, 1975, The Economist editors indicated
that they expect a rapid expansion in the imperialist
counfries (ata rate of 5.5% a year or mere] begin-
ming with the end of 1976 and extending into 1977,
an expansion that would increase the rate of infla-
tion by 5-108& everywhere and weuld proveke a
more sericus economic recession in 1978 or 1979,

For the other group — which includes many bour-
geois experts in the United States — it is not at all
certain that the moderate upswing they are expact-
ing toward the end of 1975 ard the beginning of
1978 will automatically turn into o boom. In fact,
they fear, it could "collopse" beginning in the mid-
dle of next year, either because of the continuation
of export reductions or because of a serious political
or banking accident that would destroy "confidence"
(@ bank panic, @ new war in the Middle Eost, o
substantial new increase in the price of oil, a reve-
lutionary crisis on the lberian peninsula, ete.), or
because of a combination of all these faoctors,

The majority of the international bourgeoisie seem

to have opted for the First of these two variants, as
is eleor by shown by the universal rise in the stock
exchanges of all the major imperialist countries, a
rise that has followed the sharp decline of 1974:

Stock Exchange Indices

Lowest Level Level on
City in 1975 May 20-21, 1975
MNew Yeork 632 830.5
Londen 146 J55.9
Tokyo 288.2 331.5
Paris 5.7 &8.6
West Germany 573.5 588.5
Milan 86.0 974
Amsterdam 85.8 105.0
Toronto 159.4 186.1
Brussels g892.1 I
Stockholm 3106 S

{Source: The Economist, May 24, 1975.)

Obwicusly, this does not mean that this "bourgecis
majority” may not be wrong, nor thot the stock-mar—
ket expectations — theoretically "correct” for, say,
1977 — might not be belied by the fomous "accident"
in 1974,

As far as accidents are concerned, in the United
States it is above all @ bank panic that is feared.
The publication of a book by Martin Mayer, o con-
servative observer, has mode guite an impression on
business circles in the United States, (&) In the book
Mayer describes the electronic techniques that fa-
cilitated the rapid upswing of "more aggressive"
banking activity beginning in the early 1960,
which has been reflected above all in the massive
utilization of short-term deposits to finance long-
term loans and in an incredsingly rapid expansion
of the volume of credits, of which a growing mass
of cukstanding credifs is of o dubious or speculative
character.

OFf course, the overall solvency of banks depends
on the central bank, which in the United Stafes is
the Federal Reserve System. Mayer siresses the di-
lemma with which the central bank is confronted:

It cannot refuse to grant banks encugh credit fo
clean up their own system of loans, because that
sort of pressure would threaten to provoke o collapse
and o bank panic. But without such pressure the
private banks threaten not to correct their adven-
turist policy. And he concludes: "There are billions
of dollars of potential loan losses in the system, and
the clock ticks toward the moment of their detona-
tion. The banking structure that is now building
can collapse; the larger the regulatory apparatus
permits it to grow, the more catastrophic the col-
lopse will be "
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There ore some signs that the American benking sys-
tem iz returning fo more conservative proctices.

But especially in the event of an upturn, pressure

in the opposite direction will once again be exerted
by companies.

Thus, of the two scenorics — the "pessimistic” one,
which does not believe there will be a boom in 1977,
and the "optimistic’ one, whicn believes that there
will be one — neither is confident about the future
of the system beyond the "medium term."” Those who
expect an imminent "boom” see it as leading to an
even more serious recession than the recession of
1974-75. Those who do not expect it foresee pro-
longed stagnation. |n both cases, the very scope of
the problem to resolve — Jacques Attali speaks of

31 million million thot must be injected into the inter-
national capitalist economy in the spoce of five

years if the effects of the recession are to be halted
ina lasting manner — will have obvious inflation-

ary effects. And all observers edmit that a new ac-
celerated inflotion could once ogain slow down

growth in the medium term.

Evaluating the long-term
effects

A judgment of the more long-term effects of the cur-
rent recession must begin with an examination of

the situation of the major industrial bronches, the
degree of excess copacity and overproduction in
these branches, and the particular cyclical motion
that is peculiar to them:

* Automobiles: This industry, together with the con-
struction industry, was the real "detonator” of the
current recession, just os it had been the central
prop of the preceding phase of expansien, along
with the construction and electrical oppliance in-
dusities. The extent of the reducticn of.production
in the auto industry varies between 255 and 35%
for the major copitalist producing countries (except
Japan, where the decline is 796). Even the Brazil-
ion automobile industry, whose production was still
expanding dat o rate of 17.5%6 in 1974 (while Argen-
tine production was declining 109}, anticipates
stagnation in 1975. (Financial Times, May 27, 1975.)
Excess productive capacity on a world scale may

be estimated on the order of 20-2556 today. Under
these conditions the continuation of an expansion

of the type that occurred during the 1950s and 1960s
seems excluded (7]

*Construction: Together with the auto industry {and
in some countries even more than the auto industry),
this is the branch that has been hardest hit by the
current recession, especially due to the effects of
the palicy of credit restrictions that was applied
universally in 1973-74, which wos compounded by
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o dizzying rise in the prices of materials and build-
ing lots (the effects of the speculetion generated

by inflation} and a decline in the household incomes
available for this type of expense during a period

of recession. In the United States the number of
new construction starts has dropped by nearly half:
from on annual level of 1,880,000 in Febriory 1974
to 977,000 in February and March 1575 (with a
slight increase, to 970,000, in April 1975), These
figures should be compared with the record level
that was reached toward the beginning of 1973: an
annual rate of 2.5 million new comstruction starts.
A new return to this level is improbable, At the
most, optimists expect 1.6-1.7 million new construc-
tion starts in 1576.

In Japan and copitalist Europe, where the housing
shortage s more proncunced in some countries (like
Britain, ltaly, France, and Spain), the more long-
term prospects could be better. But as soon as the
upturn begins, accelerated inflation will inevitably
exert pressure foword o rise in inferest rates and o
more restrictive credit policy, which mokes a new
“boom" in construction unlikely.

*Electrical appliances: Strongly linked to the con-
struction industry, the eleckical applionce industry
has gone through o genuine depression, of the same
scope as that of the automebile industry. In Janu=
ary 1973 sales in this branch in the United States
were 39% lower thon they had been in January 1974.
For the whele of 1974 the decline hod alreody been
13.4%0 in comparison with 1973. Manufocturers and
merchants are more optimistic for the second half of
1975; they expect an overall 1975 soles decline
anly on the order of 49 as compared with 1974,

But the downward revision of prospects for the con-
struction industry probably makes these figures too
opfimistic.

It is difficult to judge the degree of long-term ex-
cess capacity in this sector, which is characterized
by growing saturation of the market for "old" pro-
ducts, continuing technological innavation, and
appreciable difficulties in "stimulating” new needs.
Mevertheless, in view of its "link" to the construc=
tion industry, the electrical appliance industry will
find it difficult to quickly regain its record levels
of 1972 and 1973 on a world scale. A strong expan-
sion of investment in this sector therefore seems im-
probable.

*Textiles: This industry has alse been hit by the re-
cession to o greater thon average extent, although

in a differentiated manner. The crisis of the textile
industry is particularly severe in West Europe, Japan,
ond Brazil. For instance, it is reported that of B30~
000 workers employed in this industry in Britain,

150, 00D were on partial unemployment in mid=-March;
the figure could rise to 250,000 within several months.



In Brazil, where production of cloth ond clothing
in both natural and synthetic fibers hod increased
from 750, 000 tons in 1970 to 1.1 million tons in
1974 [with an expansion of exports from 300, DDD
tors in 1970 to 500,000 fons in 1974), exports dur-
ing the first quarter of 1975 fell by more than 509
compared with the leve| reached for the first quar-
ter of 1974, Some 5% of the work farce in the in-
dustry was laid off, ond investment was reduced by
two—thirds, The two largest Japanese textile trusts
ran at only &0% capacity during the first quarter of
1975. In this branch also, there can be no question
of a long=term expansion of overall investment or
of an increase in its share of world export {or pro-
duction). Just the contrary, the industry's share of
expenditures will tend to diminish, or in the best
of cases will be stabilized. |Investment will be pri-
marily for purpeses of retionalization, and the prog-
ress made in some countries will be primarily prog-
ress in substitution (compensated by declines in ex—
port or even production in other countries).

*Petrochemicals: In this industry, which is singularly
affected by its "own cycle” (probably a four-year
cycle), the transition from a situation of relative
shortage (provoked above all by the speculstive
hoording engendered by the rise in oil prices) to o
situation of overproduction and collapse of prices
was especially rapid in 1974, The price of polyester
yarn fell from §1.30 o peund to $0.85 a pound. The
restrictions on production and sales seem to have
been strongsst in Januvary and February 1975, Since
then, release of stocks hos produced a certain up=
swing: The price of polyester yarn rose back to
91.05 a pound. The capitalists of this branch are
hoping for o real upturn during the second half of
1975, Nevertheless, the more long-term prospects
remain uncertain. Several projects to construct new
Japanese factories have been postponsd or even
canceled,

*Chemicals in general: Here we must differentiate
among the various subsectors. The expansion of the
pharmoceuticals industry is expected to continue,
unless social and palitical upheavals toke place.
{The especially scandalous manner in which this in-
dustry profits from the secial security systems in the
imperialist countries and the way it overcharges for
its products in the semicolonial countries mokes it
particulorly vulnerable fo state interventions, which
are demanded by working-class opinion, even re-
formist and "liberal, " up to and including the de-
mand for nationalization.) On the other hand, the
chemical fertilizer industry, which one could hove
suppased would profit from a sustained worldwide
effort to increase the yield of agricultural produc-
tion, has fallen into a situation of potential excess
capacity. Prices "exploded"” during the 1973-74
period of shortage, proctically doubling in the case
of superphosphates and nitrates. Even though sales

are continuing to rise — although at a slower rate
(some 3-49% from July 1974 to July 1975 for the
American industry) — trade prices are beginning to
decline. The exceptional U.5. harvest will proveke
a foll of agricultural prices and of incomes for far=-
mers, which should reduce their fertilizer purchoses
in 1976, Also, this is an industry for which future
demand, rapidly expanding in the semicolonial
countries, will tend increasingly to be satisfied by
new factories established in the oil-producing coun-
tries.

"Steel: The steel "boom" ended in the second half
of 1974, The steel industry, like the petrochemicals
industry end the textile industry, has experienced
its own cycle during post decades, a cycle that does
not entirely coincide with that of industry and em-
ployment taken os @ whale. Crders for steel preducts
in West Europe fell 33%¢ during the first quarter of
1975 compared with the first quarter of 1974, In
April 1975 steel production in the capitalist coun-
tries taken o5 o whole wos down 9.8% compared
with April 1974, The decline wos 14.5% in the
United Stotes and Jopon and 12.4% in the Commen
Market countries; but it was more than 30% in Bel-
gium ¢nd Portugel. Prices fell 40-5006. Clearly,
this was a consequence of the crises in the automo-
bile, construction, and shipbuilding industries,
which are big customers of the steel industry. In

the longer run, the copitalists of this sector claim

to be optimistic and ore expecting a new expansion
of demand, production, and investment, with o more
than praportional expansion of new centers of pro-
duction in the semicolonic| couniries.

*Shipbuilding end aircraft construction: These are
branches that have been particularly hard hit by the
current recession, for o combination of reasons. Pre-
dictions of a continuous expansion of oil sales had
resulted in lorger and larger orders being ploced by
the oil gionts. Then the fall in oil sales immobilized
a part of the existing fleet (243 tankers with o total
capocity of 13,5 million tors were idle os of mid-
March), which entailed considerable losses for some
firms (Financial cotastrophe for Burma Oil}, Maossive
reductions of orders followed. Gernerally speaking,
the sudden holt in the growth of world trade hos alse
weighed heavily on the volume of freight and there-
fore on the volume of current shipbuilding. Frem

the beginning of the recession to mid-March 1975
comstruction orders were canceled for tankers with

a total copacity of about 15 million tons;, and orders
are threatened for ather ships with fotal capacity

of about £ million tons, which in all represents some
7% of current world shipbuilding. Japan, the United
States, and the Scandinovian countries have been
hardest hit. For their part, the airlines have been
suffering growing deficits, which reduces the mar-
ket for aircraft construction. I is true that there

are always lucrative orders for military circraft,
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but these orders are now pravoking aggrovated inter—
national competition, as is illustrated by the offair
of the replacement of the Belgian, Dutch, and Dan-
ish Starfighters. Mevertheless, the firms of the Amer-
ican oerospace industry seem fo be avoiding o reces—
sion by virtue of the increase in state orders (up

402 in two years),

*Electronics: A typical example of a branch that
had been marked by virtually uninterrupted expon-
sion during the two past decades, the electronics
industry is now going through o phase of growing
difficulties. A situation of pronounced excess ca-
pocity exists in the sector of transistors and semicon-
ductors in geperal; in the United States this bronch
of the industry is working at only 5056 capacity. A
sales decline on the order of 179 is expected for
1975. This prediction is considered excessively op-
timistic by the major trust of the industry, Texas In-
dustries, which anficipates a sales decline of 26%.
In the realm of calculating machines, excess capac-
ity has provoked o collopse of prices For small pocket
dnd table models; and even in the computer sector
the first price reductions have eccurred. Phenomena
of long-term saturation have begun to appear, com-
bined with a general tendency toward investment
decline determined by conjunctural conditions. The
Japanese electronics industry, which specializes in
carsumer goods like television sets and small calcu-
laters, suffered a recession in 1974; o new reduction
in production is expected for 1975, Phenomena of
longer-term market safurafion seem to be appearing,
in spite of @ ropid exparsion of exports.

When pocket calculators were first infroduced,
Japan took the lion's shore of the market. In 1973
it still praduced 10 million units, as compared with
7 million units in the United States and Canada.

In 1974 loponese production amounted to 15,5 mil-
lion units, s against 12 million units in the United
States; for 1975 American production is expectad
to surpass Joponese production. The Japanese share
of the European market fell from 809 in 1971-72
to 502 today. (Far Eastern Economic Review, Feb-
ruary 14, 1975.)

*Machine construction: This is probably the only
industry for which long=~term expansion seems cs-
sured, especially because of growing orders from

the semicolonial countries ond the bureoucratized
workers states. These orders are supposed to compen—
sate for any long-term foll in investment in the im-
perialist countries themselves. While this perspec-
tive is generally occepted omong experts, it must
neverthe less be wejghed against the general growth
rate of the international capitalist economy that is
anticipated for coming years. I is clear that if
growth remains below current predictions, phenom-
ena of excess copacity will coincide in o great num=
ber of sectors, and that could lead to a more than
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proportional fall in investment and orders for ma-
chinery, even though such a situation would incon-
testably stimulate certain types of rationalization
investment and would lead to a more ropid elimina-
tion of companies working below the productivity
levels of those companies that command advanced
technalogy. :

For the subsector of machine-tools precise figures
are available. The major exporting and importing
countries in 1974 were the following:

Exports (in millions of dollars)

1. West Germany 1,980
2. United States 480
3. Switzerland L
4. East Germany 352
5. laly 302.6
&. Britain 251
7. Fronce 250.8
8. Japan 230
%. Czechoslovakia 180
10, USSR T144.7
Imports (in millions of dallors)
1. LSSR J57 .8
2. France 3102
3. Poland 306.5
4. United States 258
5. East Germany 239.8
&. Italy 23475
7. Britain 2247
B. Japan 148.7
. West Germany 100
Czechoslovakia 100

{ The absence of China and Brazil from the list of
i

mporfers seems unjustified.)

The Figures for overall production are alse infterest-
ing:

Production of Machine-toals in 1974
{in millions of dollars)

1. West Germany 2,782
2, United States 2,100
3. USSR 1,824
4. Japan 1,533
5. lmaly 756.4
&. France 591.8
7. Britain 537.8
B. East Germany 512.9
Q. Switrerland 483.9
10. Poland 337.0

{The three tables appeared in the April 22, 1975,
Le Monde and were reproduced in The American
Machinist. )




Possibilities of restructuri
the world economy

The question of the prospects for the major bronches
of production in the international capitalist economy
is intimately linked to the question of the long-term
restructuring of trade and the world economy itself.
The economists who foresee @ new international di-
vision of labor reason approximately in the follow-
ing manner: From 1951 to 1971 the share of the semi-
colenial countries in world trade fell from about
33% to about 1756, This had led to an accelerated
recrientation of the international division of laber
ameng the major imperialist countries, the rapid ex-
pansion of the sa-called multinational corporations
being cne of the sharpest expressions of this.

With the tripling ond quadrupling of the price of
oil, the share of the exporters of this raw material

in world frade increased considerably. It went from
7% of world exports in 1973 to 149 in 1974, Even
though the share of the other semicolonial countries
declined slightly (from 129 in 1973 to 115 in 1574),
the total share of the semicolonial countries in world
exports nevertheless reached 25% in 1974,

Mow, the enormous balance of trade surpluses of
the oil-exporting countries — 597,000 million in
1974 — obviously stimulote industrialization activ=
ities and all sorts of investment in these countries.
Thus, still according to these experts, o vast market
is opened for the industries exporting machinery and
equipment in the imperialist countries.

In facf, the accumulation of exchange reserves by
the oil-exporting countries proceeded ot a much
slower rate than had been predicted by the panicky
propaganda in 1973-74. This occumulation dimin-
ished first of all in the mast populated countries and
the ones most open to rapid industrialization: Ireg,
Algeria, and Saudi Arabia among the Arab exporfers
and lran, MNigeria, Indonesia, and Venezuelo among
the non-Arcb exporters. But even in the exporting
countries with the lowest population dersities (pri-
mari ly Libya, Kuwait, Qatar, and the Arab Emir-
ates), internal and external investment projects have
token on such scope that the specter of the major
part of world exchange reserves becoming concen-
trated in the hands of these countries rapidly evap-
orated,

As early as 1974 the balance of payments surpluses
of the oil-exporting countries amounted to only

350, 000-55,000 million and not the 860, 000-380,
000 million initially predicted. To this surplus cor—
responded a deficit among the imperialist countries
of §30, 000-35,000 million, the remaining $15, 000~
20,000 million of the worldwide deficit being dis-
tributed among the rest of the semicolonial countries
and the bureaucratized workers states.

According to an estimate of the Morgan Guorantee
Trust Company, the non-oil-exporting semicolonial
countries showed balance of payments deficits of

the following amounts in 1974 (in millicrs of dollars):

Brozil 7,000
Mexico 2,500
India 1,800
South Korea 1,800
Taiwan 1,200
Peru 850
Kenyo 450
Chile A34
Turkey 400
Argentina 35
Philippines 290
Thailand 150
Zambia 100
Malaysia 100

In other words, of the total balance of trade surplus
of the countries of the Organization of Petraleum
Exporting Couniries [OPEC), which was on the or-
der of $97,000 million, nearly half was ploced in
short=term or long-term investments abroad, where
it was added to the "petrodollors” of 1973, The to-
tel of these petradollors amounted to about $60, 000
million, ond wes divided in the following manner:

35% in European currency markets

15% in direct investments in Europe ond
Jopan (including loans)

in bank deposits and state obliga-
tions in Britain

1056 in state obligations Tn the United

12.5%

States

P in loans to industriolized countries
other than the United States and
Britain

6.7%  in bank deposits in the United
States

&% in depeosits and obligations to the
International Monetary Fund, the
World Bank, etc.

434 in logns to semicolonial countries

1.7% indirect investments in the United
States (these investments, like
these in Europe and Japan, include
portfolic investments)

(Source: MNewsweek, February 10, 1975.)

Paradoxically, it is precisely the expansion of the
imports of the OPEC countries — that is, the reduc-
tion in their balance of trade surpluses — that

is now threatening Britain's balance of poyments,
for massive withdrawals of the petrodollars deposited
in London are involved. {The Economist, May 17,
1975.) According to the latest OECD estimates, the
overall balance of payments surplus of the OPEC
countries could fall to $40,000 million in 1975.
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Studies published by the Brookings Instifution and
the Morgan Guarantee Trust Company, ene of the
largest American banks, reject the hypothesis of @
fantastic accumulotion of $450,000 millien in re-
serves in the hands of the member countries of the
OPEC oil-exporting cartel. The peck figure of these
reserves, these studies report, will be hit in 1978
[5250,000 million, based on the assumption that
the exchange rate of the dollor will remain more
or less at its 1574 level): it will then gradually fall
bacl toward 179,000 million in 1980.

The caleulations of the Werld Bank consider these
estimates foo low, and inany case postulate o strong
accurmulation of reserves Tn Saudi Arabio, Kuowait,
Qiatar, and the Arob Emirates, while the surpluses
of the ather members of OPEC could disappear com-
plete by,

Thus, all these estimates actually imply o twofold
redistribution of resources, copital, productive co-
pacity, and surplus—value on o world scale:

*|n the short and medium term, @ good port of the
supplementory oil income will be used to import
machinery, industrial and agricultural equipment
of all kinds, ond industrial consumer goods (and,

to @ lessar extent, row moterials and faodstuffs).
This would invalve o redistribution of capital and
profits within the imperialist countries as much os
and even more than o redisiribution of surplus-value
between the imperialist bourgeoisie ond the semi-
colonial bourgecisie. The major beneficiaries of
this redistribution apart from the semicolenial bour-
geaisie would be the productive branches of ma=-
chinery and all types of equipment. The essential
losers, on the basis of the branch-by-branch anal-
ysis above, would be the oufomobile and electrical
appliance industries, certain branches of the elec-
tronics industry, and the fextile industry.

*In the medium ond long ferm, the massive import

of machinery and equipment by the members of OPEC
would invelve the creation of supplementary capoc-
ity for industrial production, especially in petro-
chemicals, fertilizers, oil refireries, and steel, «
potential that would substitute for the copacity ren-
dered excessive in the imperialist countries. There
would be a shift in industrial activity within the im-
perialist countries, especially foward the branches
of equipment manufacture and nuclear and other
power sources, and, in part, toward services,

There are acceptable elements in this analysis. It
seems obvious that the enormous concenfration of
money-capital in the hands of the owning classes
of the members of OPEC and their governments
could nat but touch off o process of investment on
a grand scale, domestically and abroad.(8) Theze
investments necessarily lead to a beginning of in-

a

dustrialization, even if associoted with imperialist
capital through jeint ventures.(9)

The international press continues to offer much in-
formation about these on-going projects. The May
26, 1975, issue of the American magazine Business
Week mentions notably the construction of a $280
million petrochemical factory for synthetic Fibers

in lran in association with American capital (Du
Pont de MNemours); the construction of o steel factory
in Ahvaz and of two brick-making factories in lsfahan
in associotion with the German trust Thyssen; the
construction of an oil refinery jointly with Thyssen
and the Fluor Corporation of Los Angeles in Abadan;
the construction of the new industrial city of el-
Jubail in Saudi Arabia, where establishment of o

big refinery and several chemical complexes is plan-
ned; the project of an enormous chemical fertilizer
complex worth $800 million in lreq. Many other
studies confirming the some tendency could be cited.

Likewise, it seems incontestable that exports of mo-
chinery, equipment goods, ond entire factories will
sceupy an increasingly imporfant position in world
trade in the future. Inits May 16, 1975, issue the
Far Eostern Economic Review published a study on
this branch of Japanese industry, whose exports rose
from 51, 500 million in 1972 to 83,000 million in
1974, It is considered the mest expansive and dy-
namic sector of the economy and merits special pro-
tection from the government.

Firally, the increased importance of the OPEC coun-
tries and of the bureoucrotized workers stotes os ouf~
lets for the imperialist countries also seems certain,
aven though their share of the fotal exports of these
countries will remain modest, For West Germany
and Jopan, this increased share has already been
indicoted in current stahstics. It is interesting fo
note that French exports to Algeria increased two-
and-a-half times in the space of two years, rising
from 2,380 million froncs in 1972 to 6,200 million
Francs in 1574,

MNevertheless, the projections eutlined obove suffer
from two important imprecisions:

* The dynamic of oil sales and prices, which deter-
mines the import capacity of the OPEC countries,
remains extremely fluid, |t is already clear that a
port of the goins that the owning classes of these
countries mode from the tripled or quadrupled price
of cil has been wiped out by the rise in prices for
their imports and by the devaluation of the dollor
and the pound sterling (which is relevant for the
partion of income held in liquid or semiliquid form).
By demanding that the price of oil be indexed to
the prices of manufactured products or that oil prices
be expressed in Special Drawing Rights (5DRs), the
member countries of OPEC are trying to escape this



infernal logic of the international economy, which
continues to be dominated by imperialism. But SDRs
are only money of account, and payments can be
made only in exchangeable currency, and not in
"paper—-gold.” Any new and pronounced increase

in the price of oil thus threatens to touch off com-
pensatory processes (even more pronounced declines
in exchange rates for the daliar and the pound ster-
ling; even sharper reduction of consumption of the
ail exported by OPEC; mare sceeleroted deve lop-
ment of alternative energy sources) that would neu-
tralize the advantages in the medivm and long term.

*The average growth of the internationo| capitalist
economy as a whole is not of all on "external” ele-
ment in all these suppositions; rather, it constitutes
a consfroining framework. The appearance of new
productive capacifies for petrochemicals and steel
in the OPEC couniries will have diemetrically op-
posite effects on the internofional conjuncture, oc-
cording to whether one ossumes that there will be
on average growth of 4-5% of the capitalist econ-
omy or whether one supposes an the contrary that
the average rote will fall toward 2% or even lower
in the medium term.

In the first case, the development of increased pro-
ductive copacity in the CPEC countries would couse
only minor perturbations in the economies of the
imperialist countries, chonges that could be "rech-
sorbed" by a redistribution of capital and the work
force. In the second case (which is more likely, in
our view), it would provoke major perturbations —
relative ly high structural unemployment and relative
stagnation of internol consumption in these countries
— which would in turn exert o depressive influence
on all internotional capitalist activity, including
the profitability and expansion of new sectors of
heavy industry in the semicolonial countries.

BASIC CAUSES OF THE RECESSION
NOT ELIMINATED

The generalized recession of 1574-75 is not the pro-
duct of chance or of any "freak occident" of the in-
ternational capitalist economy. It resulfs from all
the basic contradictions of the capitalist mode of
production, which gradually rose to the surface af-
ter having been partially contained, thanks fo in-
flation, for two decades of accelerated growth

(two and a half decades in the United States).

In order to find ouf whether the current recession
will be followed by a new prolonged phase of accel-
erated growth or whether, on the contrary, it marks
the inversion of the long-term economic tendency,
one must exomine the repercussions of the recession
on the major factors that influence the |mn§:term

evelution of the rate of profit in the imperialist coun=

tries.

1. A new decline in raw materials prices seems ex-
tremely improbable in coming years. Particularly
in the realm of energy, the common interest of fm—
perialist copital (with the possible exception of
Jopan and some minor couniries) and the bourgesi-
sies in the semicclonial countries is to prevent the
price of the cil exported by the OPEC countries
from falling below a certain level. Any excessive
price decline would render alternative energy sources
uncompetitive {North Sea cil; shale and bituminous
salts in the United States; Alaskan oil; nuclear en-
ergy), and the encrmous capital investment needed
to develop these sources would either be lost or
would produce on insufficient return. Likewise, the
fall of raw matericls prices, even if it continued
(which is not certain in the event of an industrial
upturn}, will not boost these prices back to the lev-
als they reached before the 1972-73 boom,

2. The effects the third technological revelution
had had in reducing the value of the elements of
Fixed capital — which meant that in spite of the
expansion of semioutomation, the orgénic composi-
tion of capital rose much less rapidly during the
period 1945-47 than could have been supposed at
first glonce — seem to be dying down in the long
run. In fact, the rate of increase of the productivity
of labor will slow dewn, as much in Department |
as in Department [, which will entail both o pra-
gressive increase in the value of the increased mass
of machinery put to work by industrial capital and
a slowdown in the growth of relstive surplus-value
(& growth that had been another siriking character-
istic of the third technological revolution).

3. The 1974-75 recession did not act — and, in an
atmosphere of inflationary "reflating, ™ could not
have acted — to detonate & massive devaluation of
caopital, which is the role a crisis of overproduction
normally plays in improving the conditians of capi-
tal realization — that is, in permitiing a high aver-
age rate of profit in the short term. To be sure, there
hove been some spectocular bankruptcies and some
mergers. But the important firms that reached the
end of their rope financially were bailed out by
massive state subsidies. The lifting of taxes on in-
vestment, onother form of subsidy, wos applied in
practically all the imperialist countries . What ac-
curred was therefore a redistribution of the mass of
surplus-value over a roughly equal mass of capital
rather than a massive reduction of capital paral-

lel to a slightly reduced mass of surplus-value,
Many of these preblems are obviously mesked by in-
flatian. But a beneficial effect of the recession on
the rate of profit through the massive devaluation
and destruction of capital seems henceforth unlikely.
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4. The increase of the rate of surplus-value by

the internal mechanisms of the process of production
is a usual effect of any overproduction crisis ond

of unemployment. It is now occurring again. Unem-
ployment and fear of unemployment are increasing
"labor discipline, " reducing obsenteeism and other
phenomena of Fluctuation in the work force, thus
permitting the acceleration of the work pace ond
the intersification of the labor process. All these
measures of capitalist "rationalization, " which are
going on in branches like automobi les, steel, elec-
trical construction, chemicals, etc., will involve
an increase in the rate of exploitation, which will
have a beneficial effect on the rate of profit.

MNevertheless, the combination of these four factors
will scarcely be able to provoke a genuine "uptum™
of profits, particularly if cccount is taken of a slow-
down, rather than an acceleration, in the turnover
of capital, a slowdown typical of periods of reces-
sion and rather slow upturn.
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Under these conditions, the conclusion is one that
we have stressed continually for several years: The
possibility of a new period of accelerated growth

of the type that occurred during the 1950s and the
beginning of the 1960s is in the final analysis linked
to a radical increase in the rate of surplus-value
through & sharp compression of the mass of direct
and indirect wages. Only such a modificotion could
seriously relounch the rate of profit and the rafe of
<elf-financed investment by the big monopolist trusts
(that is, investments that are made withou't massive
resort to inflation). And such a genuine upturn in
profit is indispensable for generating o new era of
capitalist “prosperity.” (I is unnecessary o insist
on the fact that in the framework of a socialized
economy, self-managed and democratical ly planned,
full employment and rational growth could be rees-
tablished by mechanisms other thon those of the law
of value.)

Mow, if an initial balance-sheet is drown up on



the effects of the generalized recession on the re-
ciprocal re lotionship of forces between capital and
labor in all the imperialist countries, it is clear

that these relationships have in no way deteriorated
te the point that the immediate pessibility of inflict-
ing a crushing defeat on the working closs con be
envisaged — and that is the enly development ca-
pable of having an effect on the rate of surplus-
value comparable to the effect of the victory of
fascism, the second world war, or the cold war of

the 1950s,

To be sure, the West German and Jopanese working
classes have both occepted nominal wage increases
this year that are inferior fo their real losses of pur-
chasing power consequent to inflation. The deteri-
oration of the conditions of the "labor market” in
these countries has thus had repercussions on the
division of the notional income, not for automatic
or mechanical reasons, but because of the class-
colloborationist ottitude of the trode-union bureau-
cracies ond because of the degree of control these
bureaucracies still exercise over the toiling masses.

But these are only marginal modifications in the di-
vision of the pational income, modifications that
can in any case be nevtralized by a new ocutbreak
of workers combativity, which will surely not be
long in coming, on @ greater or lesser scale depend-
ing on the counfry concerned.

On the other hand, the working classes of countries
like Spain, Italy, Britain, France, Belgium, Aus-
tralia, and Denmark are continuing to sharply de-
fend all the gains they made during the previous
period of expansion. Up fo now they have succeeded
in refusing fo bear the costs of the récession. There
is no sign that this situation is changing.

As for North America, while the workers of Québec
are manifesting such a high level of combativity
that the government has been led to propose the
toughest anti-union and anfistrilke lows seen in sev-
eral decades in that supposed bourgeois—parliamen-
tary democrocy, there are now ceriain signs of an
awakening — slow, of course, but real neverthe less
— among some sectors of the working class of the
United States.

Under these conditions it is clear that a struggle for
a substantiol rise in the rate of surplus-value — the
sort of strugale thot has marked the 1970s and will
continue to mark the rest of the 1970s and the 1980s,
just as it marked the 19205 and 19305 in Eurcpe —
has only just begun. Increasingly tough tests of
strength between capital and labor will cccur in
many imperialist countries. Prerevolutionary and
revolutionary situations will arise in several of
these countries.

The capitalist world will not be able to pass from
its present phase of general social crisis and gener-
alized economic recession to o new phase of lasting
and prolonged expansion except by first inflicting
a crushing defeat on the working class and by in-
flicting discsters in the form of appalling famines,
new bloody dictatorships, and new murderous wars
on-all humanity. To grasp the current crisis of the
imperialist system as the point of departure for an
assault on the power of capital is not only to toke
advantage of an exceptionally favorable opening
for the international extension of the socialist revo-
lution, but is alss and above all to work to spare
the human race a new era of free fall toward bar-
barism,

June 1, 1975

Footnaotes:

1. On our own predictions and an initial snalysis
and explanation of the generalized recession, see
"The Generalized Recession of the International
Capitalist Economy, " INPRECOR, No. 16/17, Jan-

‘vary 16, 1975.

2. The OECD had predicted the following GNP in-
creases for the first half of 1975: United States 35%;
Japan 7.29; France 5.29; West Germany 4%5;

Italy 3.59%; Britain 156; Canada 5.5%.

3. The big monopolist trusts program their fnvest-
ments over the medium term. Thus, each year they
have to attain a more or less predetermined level

of gross return {renewal of fixed capita Hnew fnvest=
ment}. If the same sum has to be roised through sales
of a smaller number of units, it follows that the
trusts will increaze the unit sales pirce. The exis-
tence of monopely explains why they are able to
act in this way, but they cannot do so beyond cer-
tain limits nor for a period of indeterminate length.
4. See the interesting polemic in this regard in
Business Week, June 2, 1975.

5. See especially Chapter 14 of our book Der Spat-
kapitalismus, published in English in the New Left
Review, Mo, 90, March-April 1975,

6. Martin Moyer, The Bankers, Weybright & Talley,
1974,

7. See our orticle "Aute Industry: A Worldwide
Crisis, " INPRECOR, No. 4, July 18, 1974,

8. On investments abroad by the countries of OPEC,
see especially our article "An Arab and Iranion Fi-
nance Capital Emerges, " INPRECOR, No. 10, Oc-
tober 17, 1974.

9. The reasons why the monopolies that dominate
today in the imperialist countries favor a (limited)
beginning in industrializing the semicelonial coun-
tries have been outlined in our Marxist Economic
Theory, end of chapter 13,
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THE TROUGI
OFTHEWWE

. LAMPION & H.VALENTIN

———————y S

"This time we really seem to have reached the 'trough
of the wave.'" This opinion, expressed by the em-
ployers' daily newspaper Les Echos, sums up the

present situation of the French economy in a few wards.

After having been spared longer than the other cop-
italist countries, France hos suddenly been hit by

the cansequences of the slowdown in world economic
activity that began in the outumn of 1974, |n the
space of a few months, French capitalism has entered
the most serious recession it has experienced since
the second world war.

I. Worst recession since the war

1. Industrial production had increcsed strangly
during the first half of 1974, but during the summer
it suddenly begon to decline. The fall was about
109 between August 1974 and January 1975, The
major industrial branches were successively affected,
despite some varictions over fime. Between Dc?abcr
1974 and January 1975 production fell 1296 in th
chemical industry, 1156 in the transformation of
metals industry, and .-f‘}'f:. in outos. Between
Movember 1974 and February 1975 steel production
declined 17%. The generalized turn in the economic
situation was even maore strikingly manifested in the
underutilization of productive capacity. Only 17%
of all compenies are running at full production (as
compared with 409¢ scarcely a yenr aga). The chem-
ical industry is running at only 50%: capocity.

The scope of the recession hos surprised the French
bourgesisie, which hod believed it could escape
the generalized slowdown in the mojor capitalist
countries. For a long time the bourgeocisie dreamed
of a possible upturn beginning in the summer of 1975.
But in spite of the signs that ore oppearing in Ger-
many and Japan, it is now obvious that there will
be no serious upturn internctionally before the end
of the yeor. And that excludes any upswing of the
French economy before that time. That is why the
French bourgeoisie is now gripped by deep pessi-
mism, which contrasts with the relative optimism
with which it regarded the crisis up to several weeks
ago.

This pessimism is intersified by the short-term do-
mestic prospects. Three key sectors are now in ex—
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treme difficulty: steel, which for three months now
has been running with its level of orders 30%: lower
than last year; construction, for which the employ-
ers' professional organization foresees a 20-25%
slowdown in activity during the coming eight months;
and automobiles, which experienced new sales de-
clines in March and April, the overall decline dur-
ing the past year (April 1974 to April 1975) stand-
ing at 35%.

Generally speaking, inventory levels remain very
high in the capital gocds sector and in the con-
sumer goods sector. While “incoming" stocks are
dropping, it must not be concluded that there will
be a rapid technical upswing.® In fact, the high in-
ventary levels simply reflect industries' inability to
find markets for "outgoing" stocks. Moreover, arders
are continuing to decline, especially in the consumer
industries, particularly because of & spectacular fall
in foreign orders. As for investment, the growth

rate for this year threatens to be negotive {as com-
paored with an increase of 796 in 1973 and of 3% in
1974). The most recent inquiry conducted by |NSEE
{Institut National de lo Statistique et des Etudes
Economigues — National Institute of Statistics and
Economic Studies) predicts o probable decline of 3-
49,

The French bourgeoisie is seeking above all to limit
the damage. The various pump-priming plans an-
nounced during the past three months are aimed es-
sentially at reassuring the employers: "The govern-
ment will not allow o crisis of the 1932-35 fype to
develop." The measures suggested are supposed to
enable the economy te avoid too deep a deteriora-
tion of the situation; they call for steps such as stim-
ulating the construction industry with credit facili-
ties for housing construction, priming productive
investments through public works programs and
fiscal deductions, and selectively aiding the export
sector through inferest rebates,

2. One direct consequence of the sharpness of
the recession hos been a spectacular rise in unem-
ployment since the end of the summer of 1974, Ac-

*A "tachnical upswing” oceurs when companies

dgain begin fo order goods 3o as to recopstitute their
g d

stocks,



cording to the statistics of IINSEE (which counts only
those seeking employment who are registered with
the National Employment Agency), the number of
vremployed rose 7256 between the end of August
1974 and the end of April 1975, During the same
period offers of employment dropped 9796, Accord-
ing to trode-union sources, 1,200,000 workers are
now unemployed. MNewver have there been so many
people unemployed in France. Even in 1935-34, at
the height of the economic erisis, unemployment
never exceeded 800, 000,

This phenomenon is further aggravated by three fac-
tors, First, the considerable increase in partial un-
employment. According to the Ministry of Labor,
more than 1 million werking days were lest in Feb-
ruary 1975, that is, eight times as many as in Feb-
ruary 1974, |t is cerfain that the real figure is much
higher, becouse government statistics count only
partial unemployment under forty hours a week.
Second, the mass layoffs that have occurred during
the past six months have not (yet) been ordered by
the largest componies, which have until now pre-
ferred to resort fo reductions in working hours, Third,
the rise in unemployment has developed even though
the immigration of fereign workers {who represent
7% of the active population) had practically stopped
beginning with the second half of 1974,

Short-term prospects for employment are very bad.
Beginning with the end of June, 300,000 young
people will enter the job market. In view of the
erisis of the French economy (which is eompounding
a long tendency — chservable since 1968 — toward
insufficient creation of jobs in comparison to avail-
able labor resources), these 300, 000 young people
threaten to immediately augment the 1,200,000
presently unemployed. Since the government had
sworn that in no cose weuld unemployment reach
the figure of 1 million, the whole bourgeois press
hos now been compelled to recognize the graviry

of the situation. That is why the government is going
to announce, before the end of May, o series of
measures aimed at stimulating the creation of jobs,
especially in the public sector. But this plan will

in no way be able to reduce the level of unemploy-
ment before several months. The prospect of a mil-
lien and a half unemployed by autumn 1975 thus op-
pears certain.

3. lpspite of the recession, price increases,
which reached 153 in 1574, are continuing of an
annual rate of about 1156 (+2.79% during the First
guarter of 1975). The French bourgecisie is crying
victory at the slowdewn of inflation, and it is prob-
able that the rise in prices con be limited to about
1026 this year. But this slowdown seens to be essen—
tially due to conjunctural and internotional foctors
(the tendency toward less rapid inflation in all the

countries offected by the crisis, the decline in raw
material prices), rather thon to the effectiveness of
the "anti-inflation" plans that have proliferated
since December 1972, If the French price index is
analyzed over a period of several months, it can

be seen that jts small increase is attributable solely
to a relative decline in industricl prices.

The govemment’s chjective is to bring the rate of
price increases down to 0.6% o month. Probably
this goal will not be reached. For one thing, the
big price increase obtained by French farmers from
Brussels (that is, from the Common Market) will have
repercussions on the price index during coming
maonths. For anocther, certain prices for services
will scon go up after the raising of the taxes that
had been imposed on them. Finally, the increase
in oil prices ot the end of the year will have inevi-
table comsequences on price increases in France.
Mere gererally, inflationary tensions will ance
again be violently manifested in the event of an
economic upfurn.,

4, The foreign-exchange situation remains an
essential problem for the French baurgeaisie. Since
the increase in petroleum prices, French exports
hove become incapable of covering the increased
value of imports. The 1974 foreign deficit, which
wos 34, 000 millien francs (about US$8, 500 millien),
would be intolerable for the ecanomy if it continued
at such a leve| for several years. For this reason,

a rapid reduction of the deficit has beceme the ma-
jor aim of the government's economic policy, and
even of its foreign palicy.

During the past three months, several factors have
favored the government's aims in this area: the fall
in real terms of the price of imported oil and row
materials; the slowdown of economic activity in
France, which has limited purchases of basic pro-
ducts, and the halting of investment programs, which
has reduced imports of -apital goods; the pur-
chases made by countries of the Eost and by oil-ex-
porfing couniries, notobly Algeric; and significant
sales of agricultural products. If nothing were to up-
set this situation, the foreign deficit in 1975 could
be brought down to 15,000 million francs, that is,
19,000 million francs less thon last year. But this

situation will not lost long.

In fact, of this 12,000 million froncs, mere than
14,000 million would derive from the improvement
of the trade balance with the countries of the East,
the oil-exporting countries, and the couniries of
the zone of the franc. The countries of the East and
the oil-producing countries, as customers of France,
are presently running deficits. They will therefore
soon be led either to reduce their purchases or to
raise the prices of the products they are selling.
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Further, the United States will seek to fake over
markets that are important for French foreign trade
in the oreos of sales of arms and agricultural pro-
ducts, In 1974 the trode balance in agricultural pro-
ducts had been 11,000 million froncs in faver of
France. This surplus has tended to decline since the
beginning of 1975 under the sffect of a reduction
in export copacities and of the greater availability
and competitiveness of American wheat. Finally,
the expansion of sales of capital goods (up 3026
in 1974) was mainly in sales to nonindustrialized
countries, Current predictions suggest that there
will be a decline in sales to these countries during
coming months.

I1. Employers’ plan for the crisis

5. Confronted by a recession that it was unable
to avoid, the French bourgeaisie allowed the crisis
to deepen for six months, with the aim of “skimming
off" the least productive elements of the industrial
gpparatus and the lobor market. Nevertheless, this
policy has ifs limits. The big employers especially
can only be uneasy about a geners! and prolonged
contraction of markets. That is why they are vigor-
ously waging a campaign for the government to foke
a number of measures to support investment. MNever-
theless, it is not o matter of genuine pump-priming
plans, which upder present conditions could only
dggravate the foreign deficit ond cauze the loss of
advantages recently won by companies against the
workers.

Over the long term, the essential objective of the
French bourgecisie remains achieving a lasting sta-
bilization of the increase of real wages and of the
comsumption levels of the workers. For the paost six
months this has entailed o very tough attitude against
workers struggles, During both the postal strike last
MNovember and the Renault strike in March the bour-
geoisie clearly showed how far it would go in push-
ing back the workers and the workers leaderships
that wanted fo challenge the employers' plan for the
crisis. A powerful onti-working-class offensive was
unleashed that allowed the bourgeoisie to make sig-
nificant gains, although no decisive victory against
the working class was won,

In this respect, the regime and the employers have
been able to rely on the disorientation of the work-
ing mosses. |n many sectors fear of unemployment
has been o powerful brake on the development of
mass responses fo the attack of the employers. More-
over, the leaderships of the workers movement have
refused to organize reol resistance to unemployment
and ottacks on buying power. During the Renault
strike, as during the postal strike, the Communist
party, the Socialist party, and the frade-union lead-
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erships openly demonstrated their refusal to central-
ize the struggles against the Giscard-Chirac govern-
ment, the guarantor of the employers' plan for the
crisis.

6. 1t will scon be one year since the French
workers begon paying o very heavy price for the
economic crisis. For the first time since 1958, buy-
ing power has fallen noticeably, In fact, beginning
with the third quarter of 1974, the rate of increase
of hourly wages, which had been very high during
the previous six months, slowed down considerably.
Maoreover, becouse of the slowdown of econcmic
activity, the average langth of working hours has
clearly dropped off. The conjunction of these two
factors has led to o fall in buying power, which
has been uneven among various sectors but can be
estimated at nearly 19¢ a month on the avercoge.

To take the example of the last quarter of 1974, the
rate of increase in hourly wages stood af 3.7%.

Price increases during the same period amounted fo
3% according to 1INSEE (3.89% according fo the Con-
fédération Générale du Travail — Genermal Confed-
eration of Labor — the CP-dominated frade-union
federation). IF the trode-union sources are foken as

a base, it becomes apparent thot there was at least

a stagnation of buying power. Buf occount must also
be taken of the estimated reduction in working hours,
which wos approximately 1.6%., Becouse of the sys—
tem by which French workers are paid, the hours
thus lost hod been paid at the bonus rate for over-
time hours, ond the everage decline in buying power
over the enfire quarfer wos thus on the order of 2,29,
This figure conzeals real losses of more than 59 in
some indusitries.

The social consequences of unemployment are par-
ticulorly sericus. The number of unemployed workers
receiving compensation from uremployment insurance
amounts to scorcely one—guarter of all the workers
unemployed (250, 000 ot the end of March out of the
1,200,000 unemployad). On the average, unem-
ployment compensation payments amount to only
two-thirds of gross wages. In this respect, the French
bourgecisie has been strongly and loud ly satisfied
with the agreement signed by the employers and
trade unicns on October 14, 1974, This agreement
was supposed fo provide for guaronteeing that work—
ers laid off "for economic reasens" would receive

on income equivalent to P09 of their wages for o
period of one year. But at the end of March, be-
cause of the many inroads the employers made
against application of the ogreement, the number

of workers actually benefiting from’ the agressent
came to 29,000 — that is, barely 294 of those un—
employed. In the case of p-arhul unemployment,

the compensation paid is often very low. B8 com-
pensation comes to & francs per hour lost, “

the minimum hourly wage is 6.95 francs.




the hours lost over and above forty hours had been
paid at time and a half; the effects of this can be
seen in the many working days lost in some compa-
nies. During February and March the bill came to
an average of nearly 1,000 francs for the profes-
sional workers of Renoult ond Ford-Bordeaux.

Finally, the palpable reduction in the standard of
living can be measured in the volume of consump-
tisn. In one vear (from the First quarter of 1974 to
the first quarter of 1975) the consumption of French
workers declined 109, The decline was especially
apparent in spending on clothing (-796), electrical
applionces (-18%5), and everything related to health
eare and housing. The latest inquiries conducted
among retail merchants confirm a fall in the volume
of consumption. This has to be seen os related to
an increase in precoutiondry savings, which always
occurs during a period of economic crisis.

7. For big capital the economic crisis is permit-
ting economic concentratiors that comrespond to the
big operations of financial concentration during the
past several years. This development has been much
less spectacular than the finoncial one, because it
is '@ matter of internal reorganization of trusts. But
the consequences are much more serious for the work-
ers: |oyoffs and transfer of units of production and
therefore of pesonnel. Péchiney-Ugine-Kulmann,
Boussois=Scuchon-Meuvecel, Saint-Gobain-Pont-
d=Mousson, ond many other firms are foking advan-
tage of the crisis to eliminate the mosaic of small
companies that hod mode up these big frusts and to
create divisions aceording to product that are better
adapted to contral and profitability. In other sectors
that have been hit full foree we are seeing concen-
trations directly linked to the erisis: Peugeot-Ci-
trotn in the aufo industry, UNIC ond @ Dutch group
in trucks. The comnsequences of this restructuring for
the workers will be felt only in bwo fo three years.

Muc lear power has become a key sector because of
the structural energy deficit of the French economy.
This js leading the government to promote o mossive
ard rapid development of nuclear energy, in defiance
of all safery regulations. The Creusot-Loire group,
which is developing the Westinghouse subsidiary in
France, was finally acquired by the Belgian Empain-
Schneider group affer o lang Financial battle. This
will allow for a significant restructuring of the nu-
clear engineering and large-scale boiler-making
indugkries. At the same time, De Wendel is reorga-
nizing the Lorraine steel industry around Sollac, os
the steel industry in the North has been recrganized
arcund Usinor ond Poribos.

It is not easy to estimate to what extent these shifts
also reflect modifications in the relationship of forces
within big copital or, particularly, to detail which
sectors of monopoly capital are supporting the Gis-

cord regime. It can be noted that the privileged al-
liance between the state and the financial group
organized around the Bangue de Paris et des Pays
Bas has been broken down and that the section of
finance copital represented by the Suez group was
only too pleased with the change in the presidency.
An important role seems to have been played by
Swez, the section of finance copital contralled by
the state, dand EDF (the nationalized utilities com-
pany), which hes presented the government a plan
for restructuring industry in accordance with the
needs that will be felt in all areas concerned with
riuclear development. If this plan is adopted, it will
have considerable consequences in many industrial
bronches that are still very dispersed. EDF in por-
ticular wants to remedy the present situation under
which only 40% of the demand for industrial products
used in the construction of nuclear power plants can
be met within the national territory.

Before the crisis, the French econcmy hod succeeded
in raising itself to fourth place among capitalist
economic powers, after the United States, Germany,
and Jopan. Until the oil erisis, the French employ-
ers lived in the euphoria of o rapid growth of fnvest-
ment, production, and export. But then the crisis
generated consciousness of the contradictory condi-
tions of the 1958-73 phase of expansion, (See the
article, "The Moment of Truth, " INPRECCOR, No.
16/17, Jonuary 16, 1975.) The debates that are

now going on around the preparation of the seventh
plan show that certain forces are determined to
slow down a disorderly accumulation that radically
compromises reestablishing the profitability of firms,
Bank activity must become more selective as well,
There is ne longer any question of an anarchic dis-
tribution of credit, which aided the survival of mar-
ginal sectors and nurtured a demand for goods on

the domestic market, thus reducing export capacity.
Generally, French big capital knows that it has to
give up some of the palitical and economic ambitions
it developed during the Gaullist era. It is zeeking
to guarantee itself certain niches in the world mar=
ket {the arms industry, off-shore platforms for under—
sea oil exploration) and is giving up defending its
other positions, allowing foreign capital o acquire
French companies (Roussel-Uclaf, for instance).

France is o second-ronk imperialist power. Plunged
into crisis, it seems to have resolved the problems

of inflation and the balance of payments deficit less
badly than ltaly or Britain. Nevertheless, the un-
stable equilibrium it has attained would be unchle

ta resist an offensive of the working closs. The work-
ers, after waiting for several months, are now wag-
ing more and more numerous struggles that threat-

en in the short term to challenge the French bourgeai-
sie's attempts to get out of the crisis without suffer~
ing too much domage .@
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GERMANY

There was no upturn in the West German economy
in the spring of 1975. MNor will there be one during
the summer. The federal gevernment was fooling
itself, or more likely, was fooling the masses. The
whole electoral campaign of the SPD (Sozialdemo-
kratische Partei Deutschlonds — German Social
Bemocratic party] in the Saar and in Mordrhein-
Westfalen in May 1975 had been centered around
the slagon, "Vote for an upturn; the upturn has al-
ready begun." The masses believed it, and the SPD
achieved a good electoral score. But the sconomic
crisis hos deepened and generalized.

The beloved neighbors and partners of the Germaon
bourgeoisie were focled as well as the German
masses. An upturn in the West German economy
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UPTUR!

by WINFRIED WOLF

was decisive for West Germany's bourgeois partners,
It could have halted the recession ond even touched
off an upswing in the rest of the capitalist economy
in Europe. Fourcade, the Freneh minister of finance,
made a significant remark on May 26, during the
celebration of the anniversary of the foundation of
the Fronco-Germon Chamber of Commerce and In-
dustry. "The Germans and the French are special
trade partners, " he said. " This is expressed notably
by the fact that each wafts for the ather to make

his move first so as to be able to follow in his wake."

And that's the way it is, in foct. Each wais — and
nothing hoppens. Obviously, thiz does not meon

that nothing has changed during the past five months,
since the publication of our last analysis of the state




of the West German economy. (See INPRECOR,

Ne. 16/17, Jonuary 16, 1975.) During this period
it has been confirmed that the present recession con=
stitutes the deepest ond most significant economic
crisis that this counfry has seen since the end of the
second world war,

Scope of the crisis

From the beginning of 1974 through the end of May
1975 industrial production went steadily down—
ward in West Germany. During the first quarter of
1975 it registered @ new regression of 4%, During
April and May 1975 it fell to a level correspanding
to that of 19701

As for unemployment, one can say that it has begun
te bottom eut, The official figure on the number

of people totally unemployed reached 1,087, 000

in April 1975, which corresponds fo a rate of 4,99,
In obsolute figures this represents a slight decline.

But the number of workers affected by partial unem-
ployment increased 85,000 compared with the pre=
ceding month, to approcch 200,000 in April. This
is sufficient basis on which to reject official opti-
mism about a decline in unemployment. The slight
decline in the number fofally unemployed simply
means that some companies have extended the sys—
tem of technical unemployment instead of laying
off personnel and that they hove "hired"” people
and then immediately placed them on technical un-
employment (that is, they pay them only for a few
days a weel: or for o few weeks a month) in order
to profit from the hiring bonuses provided for in the
government's conjunctural upswing program.

The second reason why the slight decline in the num-
ber totally unemployed does not at all correspond

to a real economic upturn is thot the decline refleck
anly the federal average. IF the regional breakdown
is exomined, it Tmmediately becomes clear that

those regions hardest hit by the crisis continued to
suffer unemployment increases in April and even

in May.

For all those who recognize the realities of the cap-
italist mode of production, it is not necessary to
add that the majeor victims of the unemployment
have been women workers, immigronts, and youth.
For all these categories, there was a more than
proportional increase in unemployment.

In our previous conjunctural analysis we indicated
that the two major factors that had slowed down the
recession in West Gemany during 1974 had been
the rapid expansion of exports and the continuation
of the hoom in steel. And we indicated the vislner-

ability and limits of these two pillars. These limits
hove now cppeared clearly,

In 1974 West Germon exports had constituted the
counterweight to the controction of demestic de-
mend (in investment, comtruction, dutomobiles,
etc.), which had toucked off the recession in the
first ploce. Even ot the end of 1974, foreign orders
for West German industry were still 20% higher than
they hod been ot the end of 1973, This rapid in-
crease in exports was explained in good part by the
continuation of the upswing in some of the other
copitalist countries and by the higher rote of infla-
tion prevailing in these countries, which stimulated
the expansion of their imports of German products.

As we indicated in our previous analysis, a reversal
of this tendency became visible beginning with the
end of 1974, The reasons for this were that the other
capifalist countries had begun to fight inflation vig-
orously through import restrictions (ltaly) and that
the recessive tendencies were becoming generalized
in all the other imperialist countries. The West Ger-
man export boom thus reached the end of its
rope. With the beginning of 1975 foreign orders be-
gon fo decline, The effects of this furnobout on o
national industry nearly a fourth of whese produc-
tion goes for expaorts are obvious,

It can even be said that the situation has turned
around completely. Earlier, ore could soy: Yes,
there is a crisis on the domestic market, but it is
compenzated for by fthe rapid rise of export. Today,
there is o combined crisis on the domestic and for-
eign markets, and one is even tempted to ey
the upturn of domestic demand should as far as pos-
sible compensate for the effects of the contraction
of exports.

Likewise, the recession should now strike with spe-
cial vigor af the branches that are more sharply ori-
ented toward exparts. Between 1973 and 1974 the
share of the fron and steel industry in total exports
had grown from 4.9% to 5,49, the shore of the
chemicol industry from 13.29 to 14,49, Today
these branches find themse lves confronted with a
decline in both domestic and foreign outlets and
seem unable to take quick action to odapt to this
new situation.

We also mentioned the tendencies toward a geo-
graphic reorientation of West German exports. Ex-
ports to the other imperialist countries inevitably
ron up against the combined effects of the cantroc-
tion of demond in these countries and the conscious
resistance to increasing imports, resistance that
could net fail to have an effect in a period of re-
cession. Exports were thus partially reoriented to-
ward the semicolonial countries and the bureaucra-
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tized workers states. Since then, a new feature has
arisen: The continuous and more than proportional
increase of exports to the bureoucrotized workers
sfates seems to be running up against an initial ob-
stacle, nomely the growing deficit of the trade bal-
ance of these countries with West Germaony. For
1974 West German exports to these countries (in-
cluding the People's Republic of China) were DM
15,880 million, while West German imports from
these countries amounted to only DM8, 410 million.
The function of these markets (which because of
the noncapitalist charocter of their economies were
supposed to have been oble to partially compensate
for the reduction of exports to the capitalist coun-
tries in times of crisis) must thus be understood os
extremely limited in view of the still limited re-
sources these countries command both for paying
for a large import surplus and for offering a broad
range of commodities that can be sold in the West
precisely during @ period of recession.

Uneven development

The uneven development of the various branches

hod been the maojor factor propping up the West
German upswing during the preceding phase. There
had been a series of branches that were growing ot
greater than dverage rates and that could thus
bocst the average growth rate and stimulate the ex-
parsion of other branches that atherwise would have
fallen into stagnation or decline. The majar branches
that hod played this rale were the steel industry,

the ehemical industry, and the electro-technical
industry .

Today these branches are absolutely unable to con-
tinue to play such a role. On the contrary, incer—
tain cases there is danger of the West Germon con-
juncture's being worsened precisely by the decline of
some of the branches that had previcusly been "i

the lead" in growth rates.

On the other hand, one con analyze the uneven
development that the recession itself has had in

the various industrial branches (See table 1.) IF we
caleulate the cumulative rate of growth and sub- -
divide it into successive phoses, the picture be—
comes even clearer. (See table 2.) According fo these
tables, the following conclusions can be diown:

1. All of West German industry entered crisis be—
ginning with the second half of 1974.

2. From the beginning of the recession, the con-
struction industry and the industry producing means
of transport had particularly determined the deteri-
oraticn of the economic situation.

3. The electrical machine industry and the machine-
building industry, each of which exporis some 259
of ifs production, exercised o pesitive of neutral
influence on overall economic development. From
the beginning of 1975, however, they began fo ex-
ercise o negative influence.

TABLE 1 . o
Deve lopment of Industrial Production in Vorious Sectors e : &
{growth in %) S .:
e 3. & s

Year/ Overall . Comstrue=  Machine  Elec- Vghéeiﬁ:' Chem-  lron :
Diarter manufoc—- tion construc—  irichty : . icals =

turing tion i _ :

Ist quarter  +3 + A =1 4 : +:§ j -

- BBy e ow t0 @ B e
S aph ot g -5 +3 45 Al -
2 : 5 3

o s
Ist quarter =1 +10 =2 =4 -7 .
fagd v el -8 +0 + 4 .
; a.o--u—-.o-—r}& A --2' e 5 'H} ;l:_u & '@ 5‘::
- Atk ¥ 3 s = 5 -3 .
: 1975 st quarter 4 +0 - = o4
e . 4
Source: Eam fmm the nﬁmﬂ'r?y report of ihg @mgmhu Eﬂmdasbmic hb@r ’Iﬂ'fi‘ =
~ -




TABLE 2

Cumiilative Growth Rate of Individua] Indm?riu'l-ﬁectam, 1973-75

(growth rote compared to preceding quarter, in 94

1, 2.

3. i

a2 #, s

Owverali
manufac-
turing

Construc=
tion

Time
period

Maching
construc-

Ficn

Chem- lron
fcads ;

Elec= Vehicles

fricity

1. From lst
quarter of 1573
to dth qudrter
=F 1973 {inclu-

5ive]

2. From st
quarter of 1973
to 2nd quarter
of 1974 {incl.}

3. From lst
quarter of 1573
o 4th guarter
of 1974 (incl.}

43

-2 -18

4. From st
quarter of 1573
te lst guarter

of 1975 (incl.) =6 -10

+Z

+1

=5

+13 4 7 +i0 +&

+10 +15 +id4

+ 4 12 + £20

-2 =17

Source: Data from the monthly report of the Deusche Bundesbark, May 1975

4. The chemical industry and the iron ond steel
industry, each of which contributes to West German
exporfs ta a more than proportional extent, are man=
ifesting o tendency clearly contrary to that of the
ecanomy s a whole. Whereas they propped up the
canjuncture throughout the initial phose of the re-
cession (through the middle and end of 1974}, their
role was reversed from the beginning of 1975, It is
exoctly these sectors that ore new contributing in

o major woy to the detericration of the overall eco-
nomic situation, with production declines of 6% for
the chemical industry and 1356 for the iron and steel
industry.

Hence, the two central factors neutralizing the re-
cession in West Germany — the export boom and
the boom in certain particulor branches — hove dis-
appeared . The situation has even been reversed,
While the construction industey, which had "touched
off" the recession, is now ceasing to decline and is
instead stagnating (even though at a low level), the
steel industry, which waos still expanding during the
fourth quarter of 1974, suffered a decline of 155
in its production during the first several months of
1975.

Domestic demand

The conjuncture of the West German domestic mar—

~ket has now passed its lowest point. The "cleamsing"
forces have ceted sufficiently to generate a turn-
about. But the role of foreign cutlets is now becom-
ing even more decisive in permitting o real economic
upswing. This becomes clear from table 3, which
compares the evelution of domestic ond foreign or-
ders for West German industry. 3

The table clearly reflects the uneven development.
Although domestic orders had hit their lowest point
during the fourth quarter of 1974 and registered an
increase during the first quarter of 1975, the in-
crease wos essentially in orders for the capital
goods industry, which reflects the rationalization
investment that nermally occurs during the final
phose of a crisis. On the other hand, foreign orders
went through their most pronounced decline during
the first quarter of 1975, and this is especially the
case for the copital goods industry. Foreign or-
ders in this sector hove gone through an especially
pronounced. decline, the index falling from 143 to
124, that is, o reduction of neorly 1556.



Evalution of Crders

{index, 1970=100, in 1970 prices}

Tirne period Tofal in- FOREIGN I_)_(_:]_'_{!r_"l-_E_‘_.:n T =
ot Tatal capital Tofal capital
goods i goods in=
dustry dustey
Ist quarter s 147 144 106 101
1o74 e 112 149 143 100 93
S g o 108 146 145 96 a9
dth 12 1L 143 72 8%
B Tst-guarfer To2 § 174 25 o8

wpzer Data from the monthly reporr of the Devksche Bundeshark, May 1975,

This partially exploins the above-mentioned phe-
nomena of unemployment that is still rising in cer-
tain regions and of the growing number of workers
on partial unemployment. This results from the de-
eline in exports and foreign orders. In the frome-
work of capitalist logic, the uptum of the conjunc=
ture and of demand on the domestic market must in
no way outomatically entail hiring new workers
dgain, Just the contrary, toward the end of the cri-
sis rationalization investment predeminates, and
that reduces employment instead of expanding it.
To this ore added the conseguences of a general

aceeleration of the work pace and production rhythms.

In many factaries the same volume of production
and/or labor is assured by a reduced number of work=-
ers. (See, for example, the article by Werner Huls-
berg on the trisis of the Volkswagen frust, INPRE-
COR, MNo. 26, May 22, 1975.)

The state primes. . .

The efforts so far undertoken by the government to
boost industrial production through verious cenjunc-
tural pump-priming measures, notebly granting the
capitalists exponded capital and credit facilities,
have clearly failed. The judgment we made ot the
beginning of the year has been confirmed. The pro-
gram that the Helmut Schmidt cabinet announced
December 12, 1974, which was supncsed to inject
a sum of DM, 700 millian into the economy (which
amounted fo o fotal "priming” effort of DM2, 500
million, toking account of the previously decided
aid to the construction industry), suffered o sting-
ing defeat. It come too socn. The implementation
of this plan waos determined above all by polit-
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ical factars {elections in Nordrhein—Westfalen, pres-
sure from West Germany's Commen Market partners,
etc.). All the polls of companies confirm that these
priming measures have had practically no influence
on investment decisions,

The financial press hos noted shamelessly that this
"investment aid" has been utilized above oll to buy
cutomobiles! In other words, the "leaders” of the
West German economy have acquired new luxury
cors at discounts of al least 7. 5% and somerimes os

much as 2'3?{:-

. .. inflation

What remains incontestable in ony case is that the
policy of state aid will be fully successful Tn prim-
ing the rate of inflation. This turn hos already oc-
curred. Although the rate of inflation had declined
slightly {down to 5%) at the beginning of 1975, it
started to increase again beginning in April. This

is especially the case with respect to comsumer goods
purchosed by the households of workers and pemsion-
ers: Here the rate of increcse has once ogoin gone
beyond anonnual rate of 7.5%.

The prospects for public debt are especially bleak
for 1975. In 1974 public debt grew by DMZ5, 000
million. In 1975 the overall deficit in public ex-
penditures threatens fo be as high as DM50, 000 mil-
lion, twice that of the preceding yeors. And these
figures do not even include the deficits for the rail-
rocds and the federal post office.




Considerable additional charges for public financing
in 1976 are now looming. The fiscal reform decided
on in 1974 involves tax rebates. Undoubtedly, these
will have to be paid for with new foxes, as will the
aid to investment. ln addition, there is a shorfoge
of resources in the social insuronce treasury, which
wds not prepared for such high and protracted un-
employment. This will cause additional deficils in
1976 of several thousand million deutschemark.

The solution being discussed openly in the West
German press today is clear: The hele wil| have

to be filled with money taken from the toiling mosses.
There is discussion of raising taxes, especially indi-
rect taxes; of further reducing social expenditures;

of cutting down on experses and eliminating jobs

in the postal system, the railroads, the urban kons—
pertation systerm, hospitals, efc.

Prospects

The vear 1975 as a whole will remain a year of cri-
sis, at least as for as the working class is concerned.
The evalution of export markets — that is, the eco-
nomic situotion in the United States, France, [taly,
and Britain — will ploy an even more decisive role
than at the beginning of 1975, In view of the situa-
ticon in these countries, it can be expected that in-
dustria] production in West Germany will continue

to decline until the beginning of the second half of
1975; then it will bottom out toward the end of the
year.

The West German economy will increasingly be
charocterized by "reversed desynichronization."

The sectors oriented mainly toward export (above

all the chemical and steel industries) will experi-
erce an aggravated recession, while certain branches
producing more especially for the domestic market
could begin fo improve sconer,

Unemployment will continue fo hover at'about one
million throughout the year; a new growth of unem-
pioyment is not excluded if exports decline further.
This means that the working closs will suffer another
year of massive unemployment pressure, and real
wages thredten to decline for the second year in a
row if tariff negotiations are conducted with the
same argumentation as in 1974. The SPD government

is insistingon the fact that it is precisely now that

moderation must be shown on questions of wages,
Undoubtedly, we will hear the same refrain in 1974
os well, Then it will be soid that because of the
fragility of the upturn it is especially crucial not

to "threaten" the vpturn with "excessiva" wage da=
mands. That is a refrain that is alrecdy overworked,
but it will reappear with the same regularity as the
crisis itself.
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FESCR CEISIS
of the
spanish economy

After going through o brief upswing in 1969, the
Spanish economy entered o declining phase thot
lasted until the end of 1971, Then there wos a new
wave of expansion that lasted until 1974, The first
signs of upturn had appeared oround the end of 1571,
and they were totally confirmed in 1972, opening
the road te one of the most prosperous phases of
Spanish copitalism.(1) Let us look briefly ot some
of the characteristics of this expansion, for if is im-
portant in understanding the noture of the recession
that presently morks the process of monopalist accu-
mulotion in the Sponish state.

The ropid expansion that began in 1972 is fully re-
flected in the grewth rate of gross domestic product
{SDP) during the past few years, Thus, the growih
rate rose from 4.7% in 1971 to 7.7% in 1972 ond
7.99% in 1973, This strong growth wos due fundamen-
tally to the expansion of industrial production. The
growth rate there was 3.95¢ in 1971, rose to 10.7%
in 1972, and stood at 9.5% in 1973, It is surprising
and interesting to analyze the fall in the growth
rate for agricultural production, which declined
from 6.1% in 1971 to 0.8% in 1972, rising ogain
to 5% the following year.

The agricultural crisis

The crisis of agricultural production has several con-
sequences that are imporfant to point out here. First,
it entails o permanent detferioration in the agricul-
tural trade balance because of the growing need for
imports. The deficit tripled in three yeoms. It rose
from 12,274 million peselos in 1971 to 24,511 mil-
lion in 1972 and to 35,768 million in 1973. (1 pe-
seta=1J580.02.) Second, the agricultural crisis

leads to the perpetuation of profectionist palicies
for certoin basic ogricultural preducts, production
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of which is stimuloted by the rise in prices. Of the
14.2 points of increase of the general cost of living
index in 1972-73, fully 8.5 points were due to in-
creases in the prices of food products. Thus, the
price policy favering agricultural products is trans-
formed info one of the major couses of the present
ocute inflation, to which we will return further on.
Third, this agricultural crisis does not offect all
agricultural production in the same woy. The agror-
ion erisis & moinly o crisis of small-scale praduction,
which every doy becomes less capable of competing
with lorge londed property, the lotter being strength-
ened by the mechonism of differential rent, the ap-
propriation of surpluses a5 @ result of the protection-
ist and price—support palicies, and the process of
mechanization, which especially fovors large—scale
properfy.(2)

But what is most important to point out obout this
agrorian crisis within @ more general perspective is
that for the first time if is nof having serious reper-
cussiors on indusirial production. That is, agricul-
tural production has ceased to play the significant
role that it had previously played in the very par-
ticulor development of the capitalist mode of pro-
duction that prevails under the Spanish state,

From the 1972-73 industrial boom
to the present recession

But let us center our atfention on industrial produc-
tion, for it is in this sector that the important expan-
sion hos been concentrated, We can note increases
of production in-all industrial branches in 1973,

with the exception of the extractive industries and
certain sectors of the chemical industry and of the
textiles, ortificial fiber, and shoe industries, al-




though production did expand in the latter two:
branches raken as o whole. The figures in table 1
give an idea of the expansion of industrial produc-
Fion.

Such an expansion of the industrial sector ond of
the service sector entails o big rise in investment.
Table 2 indicates this expansion of investment in
all its components.

TABLE 1

Growth Rate in %%

GOP in current prices
GODP in constont prices
Utilization of productive copacity

Productivity per copim of octive population

Preductivity per employed person

Source: Ministey of Indostry
*Revised, nondefinitive figures.
**Provisionol Fgures,
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TABLE 2

Apparent lnvestment in Fixed Capital*

Annuct Avercges

1971 1972 1973
Production of cepial goods oR .3 164 123.3
Comstruction {incliding housing) 104, 1 115:9 120.2
Import of capital goods S8 1454 121.0
Export of capital goods 120.3 132.4 113.2
Investment in capital gaods 55 1259 1229
Total investment {opparent) 29.5 714 122.4
Source: Reseorch service of the Ministry of Trade
*Serial index, 100 equak the same period of the previous year.
TABLE 3
: Industrial Production in 1974
"Bese: 1942=100
Voriction in 56
Manthly Annual Tendency
{compared with {compared with {lmdex)
Cenerol preceding month) same month of
Momth Frdex preceding year)
Januory 312 LT 16.5 255.9
Februory AT - 3.1 14.0 3581
March 381.0 5.9 13.4 3643
April 3720 -~ 2.4 7. 363.2
i Moy 380.2 2,2 2.5 3&62.1
June 382.0 0.5 12.6 3a1.0
July 354.2 - 73 S |7
Aggust 281.8 - 20.4 9.8 358.8
September 350, 7 24 4 4.2 354.1
Oetober 375.4 7.0 7.5 352.5
November. 348.1 - 7.3 — P 251 .0
December 330.3 =~ 5.1 = 1.5 -=n

Source: MNatianol Institule of Statistics
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But as early as the last quarfer of 1973 there was o
deceleration of the demand for investment, the real
motor force of the rapid pace of activity of the
Spanish economy. (3] Thus, by the second half of
1974 three foctors emerged thot slowed down the
expansion of investment. First, there wos o decline
in domestic demand for consumer goods, which orig-
inated in the price increases resulting from the acute
inflation. Second, the incredse in the costs of pro-
duction ruined maony construction componies, pro—
volking a serigus decline in production in this impor-
tont industry. Third, the cancellation of investment
programs was reflected in the deceleration of the
growth rate for the demand for invesiment in copi-
tal moods. The consequences of the deceleration
of investment were reflected in o fall in industrial
production, as is indicated by the index of indus—
trial production. (See table 3.)

Growth of unemployment

As we stressed earlier, the sectors most affected by
the regressian have been mainly those related to
consumer goods (feod, drink, and tobacco, textiles,
clothing ond shoes, etc.). This decline is confirmed
by @ most relioble employers' source.(4) Table 4
cleatly indicates the pessimism that is afflicting the
employers,

TABLE 4

The immediate consequence of this recession has
been on increose in layoffs. Unemployment increased
throughout the year in all the various sectors, espe-
cially in comstruction, thus confirming the slowdown
in activity in that industry thot we have mentioned.,

{See table 5.)

The problem of unemployment is being cggrovafed
by the notable decline in the rate of emigration,
especially to the countries of the Common Market,
which have been sericusly offected by the crisis
and where the intensification of unemployment has
led to quite restrictive measures on the immigration
of workers. This fall in the rate of emigration has
an additional important consequence: its impact on
the balence of payments, because of the decline

in the amount of currency sent back by the emigrés,
which hos been one of the most important foctors in
“<tabilizing” the development of Spanish copitalism.

Balance of payments deficit and
inflation

This foct indicates the necessity of considering the
crisis of the Sponish economy within the general
framework of the erisis that is now shaking the whale
imperialist chain. In this sense, one cdn chserve g
worsening of the trade deficit for 1974 as compared
with 1973, with a manifest tendency toward mare

Employers’ Estimates

Al Industry Excluding Conastruction Coanstruction :
Year and Order bmventory  Predicted Valume Nelume
Monih bookcs levels tendency of of of work
production contracts done
197,
January 8 =12 723 44 =19 :
February 9 =11 23 -48 - g
March 10 =10 i =62 -8
April 8 -10 13 -53 13
May 5 =11 9 -52 22
June b -2 1 =&0 34
i ok 1 ] 43 27
August =11 2 =1 -2 i -
September <18 1% -3 -47 34 :
© Qctober =20 B ~14 =53 a3 :
November ~26 12 -20 -18 38 ,
Decamber -32 14 =18 -12 22 :
1975
+. Jomwary -37 16 15 -3 14

 Source: Ministry of Industry




TABLE 5
U""EEE loyment

Estimaited unemployment (number of persons)

Year and Seclors Jozal est. Tendency

mernth —- unemployed  (thousands
Agriculture Industry . Services of persors!

Construc, Total

1974

Jonuory 25,745 A7 077 2 81e 32845 151, 22% i iy

February 29,925 45 937 102, 581 22,783 164, &89 1581 2

March 34,719 44, 488 100,998 33,310 169,027 159.3

April 33,883 48, 969 104,130 33,525 171,538 1624

My 22 475 47,914 106,552, 3589 162, 577 iaa.

June 19,738 48,876 5 4£r 23 847 158 832 a7

July 21,233 50,798 108,312 86,074 165,610 176.2

August 25,112 54,843 115,248 36,505 176, 864 183.9

September 23,363 56, 730 120, 149 37,350 182 082 1967

Octobar 26,985 &3, 082 128, 954 38,453 it A2 2i0s

Movember 40,842 74, 361 14, D04 43 675 230547 Vi i

December 42,229 B85, 702 160,443 A5, 100 248, 752 2655

1975

January 48,921 PE,376 VIR:F2e 53954 281, Al 2558

Source: Ministry of Labor

rapid growth of imporfs than exports. It is obvious
that one of the main causes for the growth of imports
has been the price increases for fuel. |tis also im—
portant to stress that there was o decline of 4 mil-
lion in the number of tourists in 1974 compared with
1973, This decline hos meant thot the pesitive bal=
ance of the income and expenses for tourism, anofher
pillar of the development of Spanish capitalism,

will be practically the some in 1974 as in 1973

i the decline in the number of fourists being com-
pensated by price increases). This hos entailed o
reduction in the level of currency reserves from
§6,625.7 million in Janvary 1974 to $5,5€1 mil-
lion at the end of 1574,

During the previous phase of expansion, the rate

of inflation reached 14,2% per year {in 1972}, the
highest rate since 1957, that is, since the beginning
of the period of consolidation of the acce leroted
accumulation of menopelist capital in the Spanish
state. In 1971=72 the increase in the general cosi=
of-living index was 8.3%; in 1972-73 it wos 11.4%.
This index confinued to rise, as did the price index,
throughout 1974, thus demonstrating the persistence
and intensification of the inflationary process going
on during the crisis. (See table &.)

The factors that can be listed os directly linked to

this inflctionary process are several. We have already
listed some, like the agricultural policy, but we

must stress those whose origin is purely monetary.,
Throughout 1974 there was o persistent increase in
cash offers in which the private sector wos clearly

the most important ond most active foctor of varia-
tion,

As usual, there wos an ottempt to pass the costs of
inflation on to the working class. In foct, among
the well known measures of economic policy con-
tained in the law-decree of November 30, 1973,
the only really effective one was the measure freez-
ing woges.[5) But the exceptional character of the
Spanish state, which reflecis the Spanish bourgeai-
sie's inability to establish a hegemonic political
leadership, haos not prevented the conjunction of
economic crisis and social crisis, which charocterizes
the present situation.(&) This is sufficiently demon-
strated by the rise, intensity, and breadth of work-
ers struggles since the end of the 19480s.(7) And it
is precisely the existence of this state form that is
tramsforming many of these economic struggles into
palitical struggles, moking the Spanish state objec-
tively ane of the weakest links of the imperialist
chain taday. The depth of the present crisis and the
inability of the state apparatus to deal with it is
perfectly illustrated in the resumé of the repart of
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i e . Costof Liﬁ% i

o s Variotion in % Tendancy

e ‘Year and General Monthly (com- Morthly ac~ {irdex)

: maonth indax pared with pre- cumulation ik
vious month) fcompared to
previous De-
cember}

1974
January 1513 0.40 .60 151.8
February 151.8 0.33 0.93 153.8
March 551 i 313 155.8
April 152.5 2.19 5.39 157.8
May 160.5 1.25 6.72 159.7
Tt 1612 0.44 7.18 161.8
July 163.1 1.18 8.44 163.8
August 165.8 1.84 16.24 165.6
September 168.4 1.57 H.% 168.3
Oetober 17G.2 1.07 13.15 171.1
Mavember 174.9 2L 16.29 174.1
December Y773 1.37 1789 177.0
1975
January 1799 1.47 1.47 172.0

Source: Natisnaldnstitute of Statstios

the Agrupacién de Periodistas de |nformacidn Eco-
némica that was published in the April 22, 1975,
issue of the Madrid daily Informaciones. One of the
most important paragraphs of the repert explairs:

"For various reasons the administration_refrained
from octing in o significant manner during the criti-
cal four-month period of November to March, dur-
ing which the cost of living went up by more than
&%, $500 million of currency reserves were lost,
collective labor conflicts tripled, the peseta suf-
fered considerable devaluation, and, in the final
analysis, productive sctivity experienced the deep-
est decline of these past ten yeors,"

There is not sufficient space here to analyze the
more structural aspects of the present economic re-
cession in Spain: the inability of Spanish industrial
preducts to compete on the markets of imperialist
countries; the mueh lower level of Sponish wages
relative to wages in the other imperialist countries
of Europe, which implies @ more limited (ond more
vulnerable) domestic market for durable consumer
goods; the sharper dependence of Spanish industry
on foreign capital, especially in the realm of im-
perfing advanced ftechnology; the negative corse-
quences from the standpeint of Spanish copitalism
of 5pain's exclusion from the Common Market; the
risks of the permanent collapse of the “privileged"
market for Spanish capitalism that had been repre-
sented by the Portugal of Salezar-Caetano, and so
32

on. We will return to these questions on enother oc-
casion.

Footnotes:

1. J. Mufioz, S. Roldsn, J.L. Gercia Delgado,
end A. Serrano, Lo Economia Espoficla 1973, Madrid:
Edicusa, 1974, p. 17.

2. J. Munoz, S. Roldén, and J.L. Garcia Delgado,
La Economia Esponola 1972, Maodrid: Edicusa, 1573,
p- 58,

3. Coyuntura Econdmico Espancla, Informacidn
Comercial Espanola, MNo. 490, June 1974, p. 34.
4. The index of production does not take account

of the se—called small and middle—sized companies,
which are in general more strongly affected by the
crisis and play an especially impartant role in the
porticulor character of monopolist accumulation in
the Spanish state .

5. Lo Economia Espanola 1973, cp.cit., p. 77.

6. E. Mandel, "The Generalized Recession of the
International Copitalist Economy, " INPRECOR,
MNo.=16/17, January 16, 1975, ond "La récession

et lo combativité de la closse ouvritre, " Le Monde
Diplomatique, November 1574,

7. The number of working hours lest due to strikes

in the Spanish state in 196% was obout half a million;
in 1973 it was more than 12 million. See E. and A.
Lépez Campillc, "La stratégie des Commissions Qu-
vrigres, " Le Monde Diplomatique, February 1574.
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It has been widely noted that by most usual mea-
sures the U.S. economy has experienced o rather
sharp decline in the rate of profit since the mid-
1960s. This decline in what we shall call the "ob-
served rate of profit" has often been immediately
associated with an increase in the share of wages
relative to profits in national or corporate income.
Graphs | and 1l offer a rather typical picture for the
period between 1964 and 1973.(1) The juxtaposition
of these two curves can serve to supporf two more=
or-less opposed sets of conclusions, each of which
has an evident apologetic ideclogical function.

One may note that most of these years knew excep-
tionally high rates of growth in output and invest-
ment, and during many of them unemployment rates
were exceptionally low by historical standords.
Then, the conclusion easily follows that for some
reason or other there hos been a decline in "liquid-
ity preference™ — that an increasingly lower rate
of return is needed to encourage capitalists to place
a given amount of their accumulated wealth at the
disposal of the economy instead of keeping it, as
money, ina sock or checking cccount — so that

they are increasingly prepared to supply the capital
necessary fo maintain a high growth, high woge,
high employment economy that corstantly reduces
their own share of national income while constantly
increasing the workers' share. From which, in turn,
it easily follows that all that is needed to preserve
American capitalism as a great prosperity machine
for the broad masses is national economic “fine tun-
ing" to keep aggregate demand at a sufficiently
high, but noninflationary, level.

Or, one may siress some froublesome features of this
period, particularly the extraordinary price infla-
tion that market its later years and the unusually
severe pressure on copacity in some imporfant indus—
tries that waos felt toward the end of it. Then one

may readily conclude that the short-sighted arrogance
and greed of American workers, given muscle by

the inordinate power of the unions, has caused bath

o nearly uncontrolloble inflation (as firms desperately
attempt to defend the profit morgins they need to
sustain an acceptable level of growth in the face

of exorbitant woge demands and bad wordk habits)

and an acute capifal shortage (as they fail in this
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price level of raw materials begins fo rise more rop-
idly than that of intermediate materials, which are
themselves, for the most part, the products of LS.
manufacturing industry. (The wholesale price index
of raw materials rose about 6% between 1969 and
1971, while the price index for intermediate mate-
riaks, parts, and components rose by 7. 6% during
the some period.)

The explanation must rather be sought in long-run,
structural changes in the technical conditions of
LI.S. manufacturing itself, The meost likely one runs
along the following lines: For the two decodes or
so following the second world war investment in the
third technological revolution — in the sense both
of the commitment of surplus value te research and
deve lopment of fundamentally new production pro—
cesses and of the accumulation of capital in the
hardware that embodies the results of this RE D —
had a generally stabilizing effect on the develop-
ment of the crgonic compesition of capital. Cer-
tainly, the very pronounced displocement of living
labor by dead labor, of humans by machines, ten—
dentially reduced the mass of variable capital relo-
tive to constant. Certainly, the growing magnitude
of investment in instruments of production, combined
with the shortening of the economic life of these
instruments of production (the shortening of the turn-
over time of fixed copital) tendentially increased
the mass of constant capital relative fo variable,
But this investment also powerfully increased the
productivity of labor, specifically in the manufoc-
turing sectors producing intermediate materials.
And these productivity increases effected a cheap-
ening of the value of these materials relative to the
value of the means of consumption sufficient to off-
set, in the total value of constant capital, the ris-
ing value of the fixed component.

Beyond o certuin point, howewver, the rote of invest-
ment in the technolegical revolution begins to de-
cline, becouse these investments require the com-
mi tment of enormeus masses of wwrplus value and are
intrinsically quite risky. Two conditions are neces—
sary to justify o continuing expansion of them: a
rapidly expanding market for their results and a struc-
ture of that market thot can assure very large monop-
oly profits. The first condition was gradually under-
mined by the inevitable disparity between the rate
of growth of the productive forces generated by the
third technological revolution itself and the rate of
growth of mass corsuming power. (In this sense, the
realization problem underlies even the rising organic
composition of capital. An eternally self-sustaining
investment boom, with the surplus volue embodied
in means of production being endlessly realized by
the purchase of those means of production in crder
fo produce more means of production irrespective

of the state of demand for means of comsumption is
as impossible today as it was in the epoch of free

competition or the period of "classical” imperialism.)
The second condition was undermined by the progres-
sive rise of serious compefitors to U.5. capital in
West Europe and Japan.

But with the decline of investment in the technolog-
ical revolution, occumulation in fixed capital pro-
gressively loses its efficocy in cheapening the ma-
terial elements of circulating constant capital rela-
tive to varicble capital. The net effect of rising
fixed investment is no longer to stabilize the organic
composition of capital but to increase it. Moreover,
the process tends to be self-nourishing. The decline
in the basic rate of profit occasioned by the rising
organic composition of capital particularly discour-
ages investment in qualifatively new fechnologies
because of the magnitude of the capital and the

risks invalved. So once the point is reached beyond
which fixed investment has the net effect of increas-
ing the organic compeosition, the rate of increase

in the organic composition fends to cdecelerate. The
declining basic rate of profit in U.5. monufacturing
since 1967 — caused by this explosion in the organic
composition of copital — signaks the end of the third
technolegical revolution.

The comsequences of a declining observed rate

of profit in which o decline in the basic rate
of profit is also at work can be expected to be quite
different from those of a declining observed rate of
profit coused primari by by the chronic fendency to-
ward everproduction, We will consider one impor-
funt part of this difference.

In general, the range of choices confronting the
strategists of capital is by no means limited to maore
{or less) liquidity versus less {or more) return through
investment, os the concept of liquidity preference
implies. On the contrary, capitalists lodk for spe-
cific uses of the surplus value they appropriate that
promise maximum profits over some time period or
other.(In determining the distribution of the surplus
value over these altemative uses, relotive risk and
liquidity requirements of course play a role.)

Mow a declining observed rate of profit has the ef-
fect of increasing the profitability of unproductive
investment, precisely becowse such unproductive
investments help to counteract the declining profit
rate. Moreover, under conditions of monopoly cap-
italism, a tendential increase in demand for a cer-
tain commodity or of coggregate demand does not
automatically lead to o commensurate increase in
the output of the commedities for which the demand
has risen and thus to market prices rather quickly
terding to odjust to the relative values (or prices
of production) of cutput. Rather, the monopelist
will ordinarily expect that some mix of price in-
creases above those corresponding to prices of pro-
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ized in the trade sector is produced in the manufac-
turing sector.

This is actually a mather crude approximation. In

the first place, most commodities produced in the
productive, agriculiural sector enfer info trade be-
fore they reach their final users, and the productive,
transportation sector stands between the manufoc-
turing and trade sectors and between the vorious es—
tablishments in the trade sector itself. Thus, a not
insignificant portion of the surplus realized in trade
is produced in agriculture and fransportation, not
manufacturing. Second, the trade sector is not al-
together unproductive; particularly, some tromsporto-
tion of commedities tokes place within it, ond some
part of the laber involved in pockaging and ware-
howsing must be accounted productive, Finally, some
portion of the surplus value produced in manufoc-
turing is undoubtedly reolized in nonproductive,
service sectors.

But the contributions of agriculture and trarsporto-
tion te national product are relatively small com-
pared to manufacturing, and their relative shares
haove not changed much over the yeors we are con-
sidering. And while we do not hove the dofa peces-
sary to analyze the various "profit” elements of the
wery mixed service sector info iis voricus componenis
— surplus value realized in commercial activities
carried on in the service sector, surplus value pro-
duced there, revenues of professionals — there s
no reason to suppose that the proportion of these
components hos chonged o great deal over the dec-
ade in question. 5o this simplification probobly
does not distort the year to yeor chonges too much.

The second step is to regroup the data on various
revenues, wages and salaries, profits and so forth
— according to their sources in the relations of pro-
duction — varioble capital and surplus valus.

We procede according to the following eriteria:

1. From the standpeint of production relations, all
tax paymenis represent surplus value companents..
The state is not some "factor of preduction” stond-
ing alongside copital and labor (or copitalists and
workers] with o reproduction cost that must be cov-
ered. It stands outside the production relations —
although it is essential to their reproduction — and
can thus be sustained only ocut of surplus product.
So, we estimate the share of income and social se-
curity taxes in the "wages and salaries" of workers
in the trode and manufacturing sectors and assign
it to surplus value. Likewise, we assign corporate
income texes and "indirect business toxes” (mainly
sales ond social insurance taxes) paid in these sec-
tors to surplus value. And, of course, we allocate
profits realized in and net interest paid by these
sectors to surplus value produced in manufecturing.

2. The portion of "compensation of employees" con-
stituted by paymenis o private pension ond health
and unemployment insurance funds we assign fo sur-
plus value. The workers do not receive it as current
income; they receive merely a conditional claim

on some fragment of the surplus value to be received
in the future,

3. The incomes of the decision-makers, maonagers,
and executives in the trode and manufacturing sec-
tors we assign fo surplus value, We identify the sum
of these incomes with the difference between "“woges
ond salaries” in the notional income accounts and
payments to those carried os “payroll or nonsuper-
visory" employees in Bureau of Lober Statistics data,
The incomes of these in the manufacturing sector
carried oz "production workers" we regard os reve-
nues of productive workers and assign fo exchanges
of labor power with variable capital. We are then
left with the difference behween wage poyments to
production workers and woge payments to payroll
workers in manufacturing. Here, we arbitrorily,

but not implausibly, assign half these payments to
exchonges of labor power with variable capital and
half o exchanges with constant copital. The former
corresponds above all to thot growing army of en—
gineers and fechnicions who, while they have little
immediate confact with the physical process of pro-
duction are technically necessary to its maintenance.
The latter answers to the unproductive workers, whose
increasing number reflects the penetration of the
"sales effort” into the manufacturing sector itself.

The final step in the analysis is to estimate the mag-
nitude of the various stock concepts we peed from
the money flows for which data is available,

We begin from one sfock for which we have data —
manufacturers' inventories, The average value of
these inventories in the course of o year approximates
the average value of the capitol that manufacturing
firms must keep "tied up" in the materials an which
the productive workers, using means of praduction,
work, It is, in other words, the value of the mate-
rial portion of the comstant, circulating capital.

MNext, we determine the turnover time of this cir-
culating capital. To do this, we estimate annual ex-
penditures of monufacturers on materials by subtract-
ing the gross product of the manufacturing sector
from its total onnual sales. But annual expenditures
on materials divided by the average value of inven-
tories gives us an estimate of the average length of
time, os a fraction of a year, from the purchase of
those materials to the realization by sale of their
value ond the value odded to them. But this is pre-
cisely the turnover time of the material component
of the circulating constant capital.
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duction with an extension of output (ond hence of
productive investment) will maximize his profifs
over some fime period.

But under conditions of a declining basic rafte of
profit, that mix will shift in favor of price increases
and to the detriment of the expansion of cutput and
thus of productive invesiment. For the basic rate of
profit measures precisely the efficacy of o unit of
surplus volue, when accumulated as productive cop-
ital, in producing new surplus value. In other words,
under conditions of a declining bosic rate of profit,
a bigger portion of every successive dollar added

to effective demand is translated into price increases
ond unproductive investment, and a smaller portion
info increases in output, employment, and produc-
tive investment. This in turn tendentially worsens
the realization difficulties and encourages the shift
from productive to unproductive investment.

Graph V| bears witess to U.S. capital’s very thor-
ough triumph over its realization problems during
the boom following the recession of 1970, In the
face of the guickly falling basic rate of profit, that
rate on an annual kasis went through a sustained in-
crease unlike anything in the boom years of the
1960s. Yet, after the initial spurt between 1970
ond 1971, the chserved rote resumed its downward
course — sure testimony fo the increased shift from
productive to unproductive investment. At the same
fime, despite the temporary disoppecrance of the
realization problem, before the onset of the current
recession capacity utilization overall (in the foce
of serious shortoges in some indusiries) remained
lawer than in any previous post—second-world—war
cyclical upswing, and unemployment rates did not
even begin to fall o5 low as the levels of the late
19405,

Mevertheless, the country experienced a price in-
flation unlike any seen since the wor. Since monop-
olists were assured of government fiscal and mone-
tary policies that would permit them to do so, it

had become proportionally more profitable for them
to raise the prices than fo expand output and em-
ployment. This began fo build inflationary expscta—
tiors inte the economy, which, combined with rising
masses of surplus value thot could no longer be pro—
ductively accumu lated, conferred the strong specu-
lative aspect on the boom. In particular, the capac-
ity shortages in some materials-producing industries
were olmast surely the result of stockpiling of those
materiols by users far in excess of any anticipated
needs far production. There wos no shortage of cop-
ital, but rather a growing disproportion in the dis-
tribution of capital, fo o considerable extent due

te the decline in the basic rate of profit.
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The recession of 1970 succeeded admirably in
raising the rate of explaitation. The reserve
army of the unemployed was essentially reconstituted,

thanks to the domination of the trade-union move-
ment by a leadership that neither know how nor was
much inclined fo struggle agairst unemployment.
That recession did not fouch the rising organic com-
position of capital. The present, much more severs
recession, will probably only very slightly dampen
it. For even o femporary respite would probably re-
guire such o massive devaluation of capital — through
a wove of business collapses — that even the strong-
est monopolists would be hurt seriously for a long
time, and it would be ossocioted with a level of
unemployment that would provoke a disastrous so—
cial disorganization if not necessarily a victorious
socialist revolution. The bourgecis state con and
will act to prevent that, but by so acting it will
undermine one important hygienic function of de-
pressions, namely the reduction of the organic com-
position of capital.

The declining efficacy of the now-traditional fiscal
and monetary methods of dealing with slump condi-
tions will become increasingly evident, More infla-
tior and less expansion per dollar, especially in a
world of floating exchange rates in which the "ex-
port" of domestic inflation is no longer as easy as

it was in the days before 1971 when the prosperity
of the entire copitalist world depended on the U, 5,
balance of payments deficits, will lead the ruling
class to seek more fundemental solutions. Given

the virtual impossibility of a significant, even short-
run reduction in the orgenic compesition of capital,
these solutions will be along the lines of me asures

to effect o really massive increase in the rate of ex-
ploitation. The prospect is for a very cancentrated
atfack on the living standards of the American work-
ers and on the trade unions in the not very distant
future. Much will depend on the development of a
leadership that can defeat that ottack and take the
counteroffensive on a progrom of trarsitions| demands
that can end the demination of capital once and for

IL.

The derivation of the quantities shown in graphs 3-6
begins with the distinction between the productive
and unproductive sectors of the economy. We leave
oside the catch-all clessification "nonfinancial cor-
poration” and direct our attention to the sector in
which the production of surplus value is concentrated:
manufocturing. But a very substantial partion of the
surplus value produced in manufacturing is realized
not there but in the frode sector. As a useful simpli-
fication, we assume that all the surplus value real-
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We then relate all the other rotes to this tumover
time. We define the magnitude of the fixed com-
ponent of constant copital as annual depreciotion
multiplied by the turnover time of circulating cap-
ital; the magnitude of variable capital s defined
as the wages of productive workers [minus the sur-
plus—value components contained in them), taking
account of the turnaver time. We then calculaie
the organic composition of capital as the ratic  of
constant fo varioble copital and the rote of exploi-
tation as the ratic of surplus-value produced (es—
fimated by the surplus value realized in the manu-
facturing ond trode sectors together) in one turn—
over period of circulating constant capifal fo vari-
ohle capital, The basic rate of profit we then cal-
culate by the usual formula: the rote of exploita-
tion divided by the quantity one plus the arganic
compasition of capital; the basic rate of profit on
an onnual bosis is just the bosic rate divided by
the turnover time of circuloting copifal,

FOOTNOTES:

1. Graph | plots the ratio of after-tax profits o on
estimate of total fixed investment in U.5. nonfinen-
cial corporations. Graph |l shows the ratio of after—
tax profit to compensation of employees of these
same corporations. "Compensation of employees"

in .5, national income dccounts refers to wage
and salary payments to everyone from the president
of the company down to the cleaning woman who

sweeps his office, together with firms' confributions
to private health and unemployment insurance funds
and private pension plans. All grophs are drawn on
on index number basis with 1984 equal to 100; that
is, they show each year's value os o percentoge of
the 19584 value. All data used to derive the estimates
presented in the graphs are drown from U.5. gavern-
ment sources, particulorly the notional income to-
bles that appear in each year's July issue of the
Survey of Current Business (Bureau of Economic Anal-
ysis, U.5. Department of Commerce, Washington,
D.C.). Williom MNordhous has offered an important
statistical analysis of the observed rate of profit

and relative shares in "The Felling Share of Profits, "
Brookings Popers on Economic Activity, MNo.1, 1974
{ The Brookings Institution, Washington, D .C.).
Unfortunately, Professor MNordhaus is innocent of
any notions like “orgonic composition of capital, "
"rate of exploitation, " and the distinetion between
the sphere of production and the sphere of circulo-
tion. His explanation of the decline in the observed
rate of profit is of the liquidity preference type men-
tioned below,

2. The specific measure that prevented a realiza-
tion crisis wos certoinly the 1948 budget decision

of the Johnson administration to run a very large
deficit to finonce the Vietnam wor. At the same
time, on income tax surchorge was mposed, which
in sur grophs is reflected in the fact that statistically
it is an increase in the share of toxes in oroductive
workers' woges that accounts for the rise in the rafe
of exploitation between 1967 and 1948,
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When the ruling Peronists were confronted with the
new situotion of the spring of 1974, they hod fo try
to avert economic stognotion by orienting toward
greater price flexibility in order te promate the im-
port of raw materials indispensable to expaonsion.
This implied allowing the prices of monufoctured
products to reflect the increose in the prices of raw
moterials, increasing investment, and vigorously
promoting exports . All this presupposed that "saciol
peace" would be respected and that real wages
would not be permitted to go beyond the level of
June 1973, The greater price flaxibility and the
fall in the Tnterest rote, combined with the freeze
on woges, was supposed to permit the reestablish-
ment of the rate of profit while neverthe less involv=-
ing on increaze in the rate of inflation.

Simultaneously, the terms of trade once again be-
gon to shift to the detriment of the semicelonial
counfries. This guaranteed that the growth rote in
1974 would be no higher than averoge and that the
rate of inflation would be on the order of 405 in-
stead of the 253 predicted by the government.

That is generally the way things happened. Growth
in industricl preduetion reached 5,49 in 1974 and
not the 2.3% planned by the government {the esti-
mate of the three-year plan) and the employers' as-
sociotions, |t wos even lower thon the level atfained
in 1973, which was 5.9%.

Failure of the Peron Gelbart
policy

Gross domestic product (GDP) grew 7.1%:, well be-
law the predicted rate, despite the favoroble influ-
ence of the excellent harvest of 1973-74, which
was sold ab very good prices becouse of the fempo-
rary disappeorance of grain stocks on the world mar-
ket. The incredse of the gross domestic product in
the agricultural sector was 8,295, The overall GDP

40

increase of 7. 19 concealed the mediacre perfor-
mance of the industrial sector relative to the gov-
ernment's predictions. And the rate of inflation was
practically hwice that foreseen by the government.

One of the contequences of this failure to attain
the projected rapid industrial growth rote, which
was supposed to be combined with a relatively low
rate of inflation within the fromework of the Bong-
partist policy inaugurated by Peronism’s return to
the government, was the fall of Minister of Econom-
ics Gelbort and his replacement by Géamez Marales.

Gelbort's odministrotion hod been based on opening
nontraditicnal morkets (the bureaucratized workers
states, for example) for nontraditional exports {par—
ticularly industrial products) and on ottrocting o
considerable influx of European and Joponese cap-
ital in order to modernize industrial squipment and
the infrastructure. This was achieved only in small
port; the positive results attained by the Argentine
econemy during the first year of Peronism derived
above all from the success of traditiono] agriculturol
exports (although there were openings in industrial
exporfs to the bursaucratized workers states) .

Argentine industry continued to suffer from a lack

of investment and o low rate of profit, ond it strug-
gled continuously for on increase in prices. For their
part, the workers sought to maintain the real woges
they had achieved previously, and they fought for
this both directly and indirectly which is reflected,
in-a deformed maonner, by the moneuvers of the trode-
unien bureaucracy. Aware that an explosion of wild-
cat strikes and profest movements against the fall

in rea| wages would threaten to deprive it of any
rale within the fromework of the presenf regime,

the trade-union bureaucracy was compelled to add
its voice to the demand for wage increases, even
though that voice was weak. Since it considers the
trade-union bureaucracy to be one of the pillars of
the Peronist regime ond did not want to see it lose
its base, the government was in turn compelled to



grant several increases in nominal wages. Such o
policy, in conjunction with a high rate of employ-
ment, has up to now averted generalized confronta-
tions between the regime and the majority of the
working closs.

The twofold pressure of the bourgecisie demanding
price increases and the workers demonding wage in-
creases compelled the Peronist government to aban-
don in reality its policy of "controlled" inflation.
There wos a return to galloping inflation of the type
that marked the end of the Lanusse dictatorship,
which resulted in the exacerbotion of the class strug-
gle in the wake of the decline in real wages, the
crisis of industry, the transfer of surplus-value to
the agricultural sector, etc. Concurrently, the con-
trodiction between the bourgecisie and the proletar-
iaf and the contradictions among the various sectars
of the bourgeoisie were sharpened,

The rate of inflation, which was still only 1.294
in March 1974, rose to 4.9% in February 1975, to
8% in March 1975, and probably will exceed 109
in April, Even if the government takes some mea-
sures to slow down this price explosion somewhat,
it is doubtful that the rate of inflation for 1975 as
o whole can be kept below 60%.

The counterpart of this rate of inflation hos been a
rapid fall in real wages. The 40,000 pesoc monthly
increase (old pesos) that was granted recently was
almost instantly wiped out by price increases. The
limitations on public investment will soon begin fo
produce on increase in unemployment. The fact that
broad sectioms of the working closs that hod been
unemployed or worked only occasionally under the
miliiory dictatorship had again found jobs under the
Cdmpora and Perén regimes had contributed signif-
icantly to keeping the working class in o state of
tranguility during the first year of Peronism. Even
though there were ne significant wage increases
per employed person, the incredse in employment

definitely roised real income per werking-class house-

hold. If the trade-union bureaucracy wants to aveid
losing centrol over a broader section of the working
class, especially after the explosion at Villa Con-
stitucidn (see INPRECOR, Mo, 28, May 22, 1975),
it will be compelled to demand and obfain new wage
increoses — otherwise brood workers struggles could
break gut.

Argentine industry thus once again finds itselfina
critical situation. The terms of trade are evolving

to the defriment of Argentina. Any raw materials
imporfs and any renovation of the stock of machinery
would result in the loss of a portion of previously
accumulated surplus-value . This process is unfold-
ing in the context of o significant evaporation of
currency reserves, which is leading fo new restric-

tions on imperts, aggravated by the effects of the
recen! devaluation.

Juen Perén's economic policy failed. The big Eure-
pean and Japanese investments that had been hoped
for so intensely were not made (international capi-
tal decidedly preferring fo invest in Brazill). The
basic preducts exported by Argenting were unable
to stand up against falling prices in a pericd of
werld recession, os has just became the case even
for oil. Exports of grain and beef preducts have lost
the strategic role they had played during and after
the second world war, both because capitalist Eu-
rope has atfained a higher level of self-supply in
foodstuffs by virtue of a big push to expond agricul-
tural production and because the competitive pro-
ductive capacity of the major producers (the United
States, the USSR, Conade) hes grown strongly.

Perdn's sociopolitical program was to achisve ac-
celerated economic growth in Argentina without
lowering the standard of living of the workers —

by increasing relotive surplus=value through the
modernization of industry and by increasing the
productivity of labor and relying on the support of
foreign copital. The failure of the economic policy
implied the foilure of the sociopalitical project.
The change in the atmosphere is symbolically ex-
pressed in the two following formulas: Juan Domingo
Perén still proclaimed, "Each must produce what
he comsumes." Today his widow asserts, "Fach must
produce at least what hwo persons corsume "

The new project of Gomez
Morales

The new economic plan of Minister of Economics
Gémez Morales is still not known as of this writing.
But it is possible to outline the abjective conditions
that any economic plan of the Argentine bourgeoi-
sie will have to confront today, After the failure
of Perdn's policy, there s no alternative but indus-
frial stagnation or an attempt to start industrial pro-
duction climbing again by means of superexploita-
tion of the working class. The Bonapartist gavern-
ment, which continues to bose itself on the trade-
union buregucracy, cannot fully implement such
superexploitation of the warking class, which would
require a dictatorship of the Ongania variety, This
government will combine @ very severe repression
of the vanguard and most combative sectors of the
proleteriat with some concessions on wages. It is
thus probable that the Morales ploan will be located
midway between the Perén-Gelbart project and the
Krieger-Vasena-Ongania policy.

It will be a question of on the one hand trying to
control and limit nominal wage increases without
being able fo freeze them effectively and on the

&1



ARGENTINA

other hand of sesking to contrcl price increases
without being able to halt them in any effective
way. It will be o question of stimulating the growth
af industrial production, but a growth slow encugh

to limit imperts, which in any cose have already
been cut down by devaluations. Morales begon by
emphasizing the "overheated" state of the Argentine
economy, coused, according to him, by full employ-
ment, While preaching o policy of credit restrictions,
he insisted on the need to limit domestic consump-
tion, which falls within the employers' general con=
ception of how to increase profits. The struggle
ageinst inflation will be given priorify, which clearly
mears that growth will have to be slowed down and
net stepped up. One can see the difference in tone
between this project ond the Perdn-Gelbart project.

Itis, moreover, not accidental that since his acces-
sion to the Ministry of Economics, Morales has not
yet presented an overal| economic plan to replace
the plan of his predecessor, He can only resort to
empirical measures, making price policy more flex-
ible {in a pronounced monner in some branches,

like automobiles), ordering new devaluations that
especially favor the agrarian sector, granting the
40,000 peso increase to the workers but later seek-
ing fo word off any new increase during the meetings
of the parity commissions (or ot leost trying to hold
any new increoses to o minimum), and talking ohout
freezing prices ot their March 1, 1975, levels. From
the standpoint of the Argentine capitalist economy
es 6 whale, it is practicelly impossible fo arrive af
o comprehensive project, substituting Marales's for
Perén-Gelbort's, especially since the Bonapartist
regime will enter crisis under the blows of workers
mobilizations, which could be on the rise and will
intensify canflicks between the trode unions and the
government os well as internal conflicts within the
trode-union bureaucracy. That is the reason for the
incoherent and empirical espect of Morales's policy.

Prospects for this year

In its April 17, 1975, issue, the journal Mercade
asserted thot the 9.3% growth of industrial produc-
tion initiolly predicted should be corsidered “con-
ditional”: "It seens difficult for the activity level
of past yeors to be surpassed without resolving the
problems of supply, or at least without improving
the supply situation substantially, and without re-
establishing the productivity of the werk force,
which has deteriorated |n pastimenths due to absen-
teeism dnd lobor cenflics. Likewise, the Flexibility
of official price policy appears to be o third condi-
tion indispensable for realizing the rote of expansion
planned for 1975." And it continued: "The factors
that prevented the achievement of the 1974 plans
dare coming up agoin this year: lock of raw materials
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supplies; fall of productivity of the work force; bad
relationships between industrial costs and the sales
prices outhorized by the government. The shortage
of row materials and of inputs in general seems to
be the most widespread, and consequently the most
acute, difficulty in industry."

It follows that the @, 3% growth rote will be diffi-
cult to achieve. Some sectors are already saying
that their growth will not exceed 63, but it is still
hoped that an overoge rate of 996 can be reached
by virtue of a higher thon average growth in steel
ond by virtue of the starting up of the naticnal alu-
minum factory. The mojor bottlenecl remaing row
materials imports, which have become much more
expensive consequent to devaluation. In addition,
the imperiulist metropolises are trying in every way
to reduce their imports in view of the crisis of over-
preduction that is racking them and in view of the
serious balance of payments problems with which
they are confronted (with the exception of West
Germany and Jopan). The terms of trade are con-
tinuing to develop unfaverably for Argentina, which
means that the country will have to export a greater
guantity of agricultural preducts in order to be able
to import the some quontity of raw materials and
machinery, And the markets for this increased guan-
tity of exports are scarcely ossured. Two of the dif-
ficulties thot the employers ore trying to overcome
will invelve incressed exploitation of the wark force:
On the ene hand they are seeking to intersify pro-
duction and explaitation in the foctories: an the
ather hond, they are seeking fo roise prices and

thus to reduce the recl wages of the workers, Only
a strong governmenf, much stronger than the lsa-
belita-L&pez Rego regime, could effectively achieve
some of these objectives. But it would be necessary
first of all to inflict & grave defeat on the working
class. As for agriculture, according to @ report of
the Ministry for Economic Affairs published in the
March 13, 1975, Cronista Comercial, praduction

is expected to go up-only 4.3% this year, o5 com-
pored with the 8.29 ochieved in 1974 and the three-
yeor plan's "prediction” of 6,59 growth in 1575,

Consequences of the
devaluations

On March 3, 1975, Argentina strongly devalued
the peso. The so-called commercial exchange rate
fell to 10 pesos per US dollor. (The previous rate
had been 5 pesos=lU551.) The so-called financial
exchange rate for the peso was set of 15 pesos per
US dollar (10 pesos previously). (All these figures
refer to "heavy" pesos.) This was o second devalua-
tion, following the one of August 1972,

It resulted notably in the deteriorotion of the terms
of trade, to which we hove already refemed. By the



end of 1972, the terms of trade hod improved some
30% compared with the 1970 level as a result of
the strong price increases for exported agricultural
products. But beginning ther, the ground that had
been gained was rapidly losi. By the end of 1574
the terms of trade had deteriorated some 40% com-
pared with the end of 1972, that is, they had fallen
to a lower level than that of 1970.

The index of export prices {especially for leather,
beef, wheat, corn, wool, ond oils) increosed 38%

in 1973 and 42% in 1974; import prices hod increased
10656 in 1973 ond 45% in 1974. Consequently, the
surplus in the trode balance was reduced from 31,000
million in 1573 to 8670 million in 1974, which in-
volved a balance of payments deficit of more than
$300 million. Exchange reserves had dropped from
$2,000 million in June 1974 to 31, 500 million in
December 1974. In January 1975 there was ancther
strong increase in prices for imports, which hit $304
million {compared with 3104 million in January 1974).

The detericration in the trade bolance was intensi-
fied becouse of the stagnation and decline of Argen-
tine oil produstion, which resulted in oil imports
going up just when prices exploded, o5 is indicated
by the following figures:

1974 1973 1972

Argentine crude—ofl
production (in millions

of cubic meters) 24.0 24 .4 i

Argentine imports of
crude oil (in millions
of cubic meters) 3.42 4 R 1.8

The devaluation was also intended to reduce the
high charges for refunding taxes to exporters; with-
out the devaluation these charges would have
reached an equivalent of §4, 000 million in 1975.

The successive devaluations did not merely create
problems for industry with respect to the price it
has to pay for imported row materials and capital
goods. They also had repercussions on the quantity
of surplus-value in the ogricultural sector (grain
ond beef preducts), which is the major export sec-
tor; the preducts are paid for in foreign currencies
on the world market, and after each devaluation
the foreign currency correspanded to more Argentine
pesos, Ab the same time, no seller of agricultural
products reduced prices on the domestic market to
correspond fo the price increases of exports 0s ex-
pressed in pesos.

This thus led fo comstant price increases in the prod-
ucis that constitute the basic diet of the workers
and other popular sectors. Hence, there was on in-
crease in populor household expenses for food, a

consequent reduction in purchases of industrial goods,
and thus o confraction of the market for durable
consumer goods produced in Argentina. Industry

thus found iself hit from two sides: by the price
incredses for its faw materials and by the contrac-
tion of its markets. Overall, this was expressed in

a transfer of surplus value from the industrial secfor
to the agricultural sector of the Argentine bourgeci-
sie,

It is certain thot before devaluation there was o
strong increase in imports of raw materiols and spare
parts, which reduced the immediate effects of the
current price incredgses somewhat.

The devaluation will not lead to an expansion of
exports of nontroditional products, although that
seems to be the gim of the present government team.
The reason for this is the considerable increase in

the costs of production and the narrow possibilities

of raising the quantities produced. There is already
talk of exporting only preducts of a high value added,

Public financing

On the basis only of the first few months of the vear,
things seem to be moving toward o budget deficit

of 36,000 million pesos, that is, twice the deficit
originally foreseen. To this will be added the cost
of increasing the salaries of state personnel.

The foreign debt will be raised by the effects of the
devaluntion. Mare Argentine pesos will be needed
to pay the interest on this debt and to repay loans

in foreign currencies. This will also tend to increase
the budget deficit.

The effects of the internctional recession on Argen-
fina hove been a fall in agricultural and industrial
exports and a growth in the costs of imports. There
fs thus an increased balance of payments deficit,
an outflow of currency, and serious threats against
future import eapacity. There is even o rumor mak—
ing the rounds that Argentina will hove to resort to
g new stand-by credit from the [nternational Mon—
etary Fund,

April 20, 1975




...and the crisis
of the capitalist world

by R. LEW

Frem the economic standpaint, the Chinese "conti-
nent” is largely on enigma. As we know, the Chi-
nese practically ceased issuing demiled stafistics

on the economy ond the population fifteen years
ags, after the disappointments of the "great leap
Forwerd. " The only known statistics relate to foreign
trade . All the rest is largely speculation, ot best
like |y estimation, ot worse outright guesswork into
which ideological biases introduce mony distortions.

Thus, the real effects of the “great leap forward ™
(1958-40) are still not known. The estimation of
the scope of the regression (and it is certain that
there was one) hos been the subject of contraversial
discussions and many exaggerations. And this isa
question of events that occurred fifteen yeors ago;
imagine the problem of finding out what is going

on now! A cloud of secrecy surrounds the perform-
ances and difficulties {especially the difficulties)
of the People's Repuklic. The problem is not only
the uncertainties of the Chinese statisticions {which
is o real problem in this country-continent), but
also if not especially the burscucratic propensity
for dissimulation, which has been at the root of so
many exaggerations in the past. {The pie-in-the-
sky agricultural objectives announced for 1260 have
yet to be attained to this day — far from it.)

One must thus proceed in a different monner, by
examining two factors: the tendencies of the Chi-
nese economy in relation to the surrounding copital-
ist world and what China can “represent” for this
same capitalist world,

a4

I. BRIEF BALANCE-SHEET

OF THE CHINESE ECONOMY

In the West, the Chinese population is the subject
of investigations worthy of ¢ Sherlock Holmes, but

a Holmes in his worst days, a policeman and prose-
cutor rather thon a detective. How many Chinese
are there? [n fact, nobody really knows. Reasonably,
at least 800 million, and probobly not more than

200 million. [Some rather malevolent Anglo~Saxan
authors speak of more thon o thousand million, which
is'an abusive figure.] That is, there is an indeter-
minate range of about 100 million, meore than twice
the population of France!

Probably even the Chinese leaders do not know the
real size of their population. For example, Li Hsien- -
nien, vice prime minister, stoted in 1971: "There
are no precise stotistics on this matter. Officidls of
the department of supply speok of 800 million. Other
functionories say only 750 million, while the Min-
istry of the Interior claims the figure of 830 million.
On the other hand, the plonning department insisis
on o figure inferior to 750 million."(1) This gives

a range of uncertainty of B0 million, which indicates
that the utmost caution is required in hendling fig-
ures.

Essentially: There is an immense population (with
an even more important growth rate, on the order
of 296 a year) that must be fed, housed, and pro-
vided with consumer goods; the immensity of the
population is undoubtedly a major handicop in rap-




idly increasing the standard of living and in carry-
ing out profound social transformations; on the other
hand, it furnishes an enormeus potential of laber.

Industry

We have two sets of official figures: the balance-
sheet on the first Five-year plan (1953-57) und on
the past decade {1964-74). The "great leap forward"
and its aftermath remain unknown.

The year 1952 is the reference point. That was when
the economy attained and even surpassed the produc-
tive capecity of the best years before 1749, (It may
be said in passing that 1952 in China comresponds

te 1727 in the Saviet Union. About two years affer
the establishment of the new regime, the previous
economic situation was reestoblished in Ching; this
tock ten years in the Soviet Union. The rapidity
with which this wos done had an enormous effect

on the mosses' appreciation of the new regime. Sim-
ilarly, the fact that since the 1950s the agricultural
situation hes improved slightly but genuinely haos
had a like effect. )

The official figures for the first five—year plan
{worked out on the Soviet model) give an average
industrial growth rote of 199 a year, for a 14086
increase over five yeors (Anglo-Saxon sources speak
of an annual growth rate of 14-19%4). 1t was thus
an extreme ly large growth, but the point of depar-
ture was low.

Racent official figures, presented by Cheu En-lai

to the National People's Assembly in January 1975
(the first official statistics released in fiffeen years),
cloim a growth of 1705 for the ter—year period of
1964-74, which corresponds to o growth rate of
more or less 10% a year. These are very high figures
if it is recalled that the Cultural Revelution securred
during this period, and according to experts, it
caused rather significont regressions. These figures
are too recent fo have been contested in the West.
And this time they will be contested with modera-
tion, for the estimates of American "experfs" have
come close to official — or officious — Chinese
figures ever since Mixon's visit to Peking. Another
of the ideclogical miracles of peaceful coexistence.
We mery see others (in the opposite direction) if re-
latiens deteriorate.

There remairs the "great leap forward": two years

of spectacular growth (oround 309 in 1958 and 195%),
followed by a fall, o result of agricultural disap-
pointments, the withdrawal of Soviet experts (in
1940), and the excesses and lack of preparation of
the "great leap forward, " although i is not possible
to fix the relative weight of each of these elements.

On the whole, long-term industrial growth is at
least 896 a year (the figure given by the American
economist Field for 1952-1971, a figure that seens
to underestimate real growth), if not 12-13%, as
official Figures say. This is an average that con-
ceals deep differentiations: "beom years" of grawth
on the arder of 30% and other yeors of actual regres-
sion.

Overulh.‘f:hinu's industrial cepacity today must be
ten to fifteen times greater thon it was during the
best years of the old regime before 1949 (o heritoge
that was certainly modest, but not insignificant],

Pecple's Chino is creating @ vest range of industry,
although its point of departure was [imited to o few
sectors [textiles and coal, for instance), Table 1
offers some statistics,

Agriculture

Agricultural results, while foverable (even very
favorable in comparison with the pre-1949 period),
have been modest in o twofold sense. First, regquire—
ments of feeding the people and the still limited
possibilities of industrial employment tend to keep
the immense majority of the population in the coun-
tryside (more than B0SS, o proportion that is cbout
the same as the pre-124% period),

Second, the growth rate in agriculture does not ex-
ceed the growth rate in population by very much.
There is one very clear index of the modesty of the
results: In rating grain production {which acecounts
for 80% of agricultural production), the Chinese
toke 1949 os the reference-peoint. On this basis they
paint to a growth of 14995 in grain preduction be-
tween 1949 and 1974, while there was a 609 in-
crease in population during the same period. Unfor-
tunately, the choice of the year 1949 is not very
meaningful: That was the last year of the civil war,
a catostrophic yeor for ogriculture. If the averoge
of the pre=1949 years or the year 1952 (o good year
agriculturally) is token as o reference, the situation
becomes different:

(Official figures)

1952 +150 millien tons of grain
1974 +260 million tons of grain
1949 108 million tons of grain

Compared with 1952 there has been no more than
7054 growth in egricultural production (Anglo-Saxen
"experis" give lower percentages), while the popu-
lation increese has been on the order of 50-560%.
That is not negligible, but it remoins close to the
traditional minimum, that is, obout 280-300 kilo-
groms O year per copita, as compared with 1,000
kilograms in the United States (of which a notable
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TABLE 1

Production in some sechors
(estimates or official figures)

952 1557 19465 A970-73
Croal imillions of tons) B ) 130 220 +200 {in 1973 7
Stee | fte 135 Gon il 25-27 {1973 _
Coodeoail ey 0,4 15 8 S0 {(1573); +65 (1974);
420 (1975)
Cament {5) 2.86 686 1 15 (1972)
Chemieal fer= :
tikizer { i) 0.2 0.8 .7 24.8 (1973
dntine tools imilions of unisl 3.7 953 45 86 {1971
= ¥ 8.4 75 {197 110 (1973
[y - - 21 35 {1971
i - 0.8 ) 3651971
(2 = 0.295 Ih 149 {1971}
{12 - - 1 3,5-4 (1972}
i atton cloth thillions of mefers] (3.83 5.05 5,40  B.50 (19/0
Eiacicicity (Billions of kwh) AL, 19.3 42 7580 (1972); 101 (1973)
part, however, is used to feed animals, that is, it 1970 §4, 290 million

goes for the production of meat]. The 300 kilogram
per capita figure for China may be compared with
the figure for capitalist India, which barely exceeds
200 lilograms .

Incontestably, agricultural production remains o
wealk point in the Chinese economy, a burden and
challenge that is very difficult to rise to. This ex-
plains the priority that hos been aceorded to this
sector for nearly fifteen years, in contrast to the
Stalin peried in the Soviet Union, whichindicatesa
laudable wise and understanding concern for the
constraints that flow from the backwardness of the
counfry and the large size of the pepulation that
has to be fed.

Foreign trade

There are two importont facts: First, foreign trade
haos taken on great importance in economic activity
during the past few years, which exploins its rapid
growth; and second, thers has been a shiff in the
orientation of this trade during the past fifteen years,
from the “socialist camp" toward the capitalist world.
I+ is this feature that makes China susceptible to

the effects of the crisis, at least to o certoin exfent.

During the 1950s and 19405, when foreign trade was
on the order of $3, 000-4, 000 million and exports
were covering or surpassing imporfs, China was a
relatively small-scale frading nation. This has
chonged during the 1970s. Foreign fraode hos devel-
oped in the following way:
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1971 £4,720 million
1972 §5, 920 million
1973 §2,870 million

It is estimated that this trade may have reached
$13,000-14,000 million in 1974. It has thus tripled
in five vears. But even with the figure of 514,000
million, China remains only @ moderate-level trad-
ing nation (in 1974 Belgium's exports alone exceeded
530, 000 million; Germany's exports approached
$100, 000 million). With $4,895 million in exports
in 1973, Ching was a small exporter. This is espe-
cially true in that the growth during the past several
years is due just as much to price increases as it is
te increases in the volume of transoctions.

In 1960 two=thirds of Chinese trade was still with
the "socialist countries" and one-third with the cap-
italist world; after 1764 {as a result of the Sino-50-
viet conflict), the proportion turned around. In 1973
China's trade with the "socialist camp" was only
51,700 million; with the capitalist world it was
58,170 million. (In its trade with the “socialist
countries” China has had o trade surplus since 19565;
in its rode with the capitalist world it had o deficit
of 3370 million in 1973.) (See Table 2.)

These few figures are connected to the realities and
economic options of the buregucrotized Chinese
workers state. The third-place position of groin in
imports and the imporfance of the purchoses of chem-
ical fertilizers (180 million in 1972) attest to the
priority of the egricultural sector. During the period
1262-74 annual wheat purchases ranged from 3-6.5



TABLE 2
Major Aspects of Chiness Foreign Ti_-ﬂde in I?Eg_

|_:_'np€.‘-.|ﬂ‘5:
Grain £335 mitlion
Aron and Steal 5485 million

Machinery and equipment §535 million
Chemical products $330 mitlion

million tons (the latter figure in 1974, 4 million
tons of which came from the United States). There
was even talk of o total of 7.6 millien tons of ce-
real purchoses in 1973,

Although these purchases represent only obout 3%
of local production, they reveal the persistence of
certain agricultural difficulties and of the problems
of supplying the cities.

Imports of machinery ond equipment hove become
more {mportant, While in 1959 they represented

47 .5% of total imports, in 1962, ot 5120 millicn,
they represented only 10.5% of the total, But in
1971, at $495 million, they rose again to 22.5%

of total imports, and the figure hos increased strongly
since them,

Above all, since December 1972 China has begun
meking significant purchases of entire factories,
which corresponds to o double objective: to oeguire
advanced technology and to realize the objectives

of the plon. For a long time China hos tried te com-
bine advanced technology, middle-level technal-
ogy, and even artisanal or semi-industrial techniques,
a policy that takes account of the backwardness of
the country and at the same time provides the means
of modernization,

Furthermore, in order to attain the abjectives of the
plon, especially the agricultural objectives, it was
necessary to expand the production of chemical fer-
tilizers. Since the rapid demestic growth was insuf-
ficient, in 1972-73 Chino placed orders abroad for
ten large chemical fertilizer factories. This aspect
of China's trade palicy is important. The fact that
China buys these factaries at high {world market)
prices demonstrates the urgency of People's China
ﬂHﬂil:ling the targeted result, that is, a real "un-
blocking" of agriculture. And since China, pressed
by the Imperatives of its development, is turning
toward the international copitalist markef, it has
begun to fee| certain effects,

Frem the end of 1972 through 1974 China ordered
$2,800 million worth of factories and technological

E_xpﬂl‘f‘s
Food products $920 million
Crude and combustible

pw mcterials 8420 millicn
Textiles B450 i [lion
Clothing 5230 millian

equipment, which represents, among other things,
thirty-five fully-equipped factories. The major or-
ders went to Japan (8800 million of the 52,200 mil-
lion spent during 1973-74), Fronce (8560 million),
and West Germany (3295 million). Britain obtained
large orders for Trident aircraft.

Japan also remains the top overall trade supplier

of the People's Republic of China, selling $2, 000
million worth in 1973 and %3, 000 million in 1974
Trade with the United States, which had increased
strongly in 1973, increased again by 3009 during
the first six months of 1974. In 1973 U.S. sales to
China totaled 5690 million; U.S. purchoses from
China were 364 million, {Wheat accounted for o
good part of China's purchaeses.) In 1974 American
sales reached $1,000 million, while U.5. purchoses
did not exceed 5100 million; but American exports
ta China seem fo be declining by half in 1975,
China hes signed fifteen confracts to buy factories
from Japon, thirteen of them petrochemical units.
For its part, Ching has begun to sell its oil (produc-
tion of which is increasing spectacularly: 50 million
tons in 1973, while 100 million tons are planned
for 1976}, modestly ot first (1.2 million tons in
1973, 4 millicn in 1974, 8-10 million in 1975),
but on a larger scale in the future. These sales are
essentially to Japan. Oil represented only 3.3%

of Chinese experts to Japan in 1973; in 1974 the
Figure was 25%, and it will undoubtedly be higher
still in 1975, In spite of that, China had o $300
million deficit in trade with Japan in 1974: the
deficit in trade with the United States in the same
yeor was §1,000 million. The overall defieit in the
trede balance, which exceeded §1,000 million in
1974, can no longer be compersated for by the re-
enfry of currency obtained by transfers effected by
overseas Chinese, The Chinese government has there—
fore begun to prudently resort to deferrad payments,
that is, to capitalist credit.

Since they are counting on gaining a significant in-
come from oil, the Chinese are allowing themse lves
to utilize credit (in the form of short=term credit —
usually five years). And it must be said that the fra-
ditional rejection of credit in the laudable desire
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fo maintain independence hod gone too far: The
state monopoly of foreign trade, still very strictly
applied, and the rejection of any foreign investment
in Ching, even on o mixed basis, provide sufficient
protection. The capitalists’ regret at the "rigidity"
of the Chinsse economic system attests to the effec-
tiveness of this protection.

But the expansion of Chinese foreign trade is nof an
end in itself. It is linked to precise objectives, as
vwe mentioned earlier. This year, after five years

of growth of foreign trade (spectdcular especially
after 1973}, the Chinese nearly completely halted
their orders of equipment and factories. It is prob-
able that they had already received encugh fo cover
the objectives of the current plan (1971-75). More-
over, several years are needed to ossimilate a tech-
nology (to understond it, ond especially, to repro-
duce it so as not to be dependent on outside aid in
making it function and in acquiring replacement
parts). As for Chinese imports of American wheat,
they elso appear to be diminishing rapidly. At the
end of Januery 1975 it was learned that the People's
Republic of China was rejecting without explanation
delivery of an order of about 600, 000 tons of Amer-
icon wheat; this followed eorlier rejection of sev-
eral smaller deliveries in 1974 on the grounds that
there had been too much spoilage. (For various hy-
potheses concerning this important reduction of grain
imperts see the article by Oskar Weggel in the Feb-
ruary 1975 issue of the review China Aktuell, re-
produced in Problémes Economiques, April 30, 1975.)

The more long-term tendencies will be able to be
sketched out when the fifth plan (1976-80) comes
out, Ore thing is cermin: China hos set itself am-
bitious economic objectives. While there is no re-
turn to the period of the first plon or the "great

leap forward" during which precise fargets were in-
dicated (to catch up to Brikain, then the third-largest
industrial power, within fiffeen years), the inten—
tion is to attain the level of the greatest economic
powers within thirty years. This implies large growth,
higher thon during the preceding decade. How is
this option to be combined with the primacy of pol-
itics, with the many "cultural revolutions™ that are
planned? That has not been indicated. But it is ob-
viaus that this question is of great importance for

the future of the regime, its form of social rule,

and its relations with the world.

II. THE CAPITALIST WORLD
AND CHINA

Mathing is very clear about China's perception of
the capitalist crisis. One fact seems probable: The
Chinese leaders do not understand the particular
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aspects of the crisis. More exactly, in the present
period, characterized by the primacy of seeking
state allionces and counteralliances, the USSR is
comsidered the main enemy {since this country is
seen os o dynamic, ascending imperialism right on
China's borders, whereds American imperialism,
while certainly strong, is aging and perhaps in de-
cline}, The economic crisis of the capitalist West
thus becomes a secondary, or rather, unwelcome
phenomencn, for it weakens capitalist Europe in
face of the USSR, And we know that the leoders of
the Chinese bureaucracy attach great importance

to o strong ond united capitolist Europe. This mokes
them the most energetic defenders of European unity
and of the Common Market — in fact, they dare the
only ones who undertoke this defense so vigorously.
What comes from Peking is the call for the political
and economic unity and the military strengthening
of the European capitalist world.

Mevertheless, the crisis s present in the reporis of
the official Chinese press. But in spite of their con-
stant predictions of economic catastrophies, the
Chinese (and Russion) leaders hove ceased to believe
them (to count on or fear this erisis). Alongside the
schematic traditional official view there is an un-
official perception of o Western world that might
be fragile but is scarcely threatened by economic
collapse or by secial subversion, except subversion
carried out by the "Portuguese-type” CPs — and
therefore by "social imperialism" — which is disap-
proved of by the Chinese and feared by both the
Chinese and the Americans, There is really no end
to the poradoxes of history! This astonishing distor-
tion, this short-term view, aids Western capitalism
during a difficult period, which was not expecfed
from “"revolutionary" China. And this is not to men-
tion Chinese electoral support for the worst reaction-
aries of the type of Franz Josef Strouss, who was
received with all the honors of a chief of state and
was considered worthy of having o confidential talk
with the "great helmsman. "

The Chinese market and the
capitalist crisis

What can China represent for the capitalist world

in crisis? From the commercial standpoint, very

little at bottom, at least in the short term and thus
during this crisis. Six or seven thousand million dol-
lars in exports to China (80% of it from the capital-
ist countries) is very little, and that figure is already
the result of considerable growth. The Chinese mar-
ket's capacity for absorption is [imited ond regimented
{in occordance with the plan and certain agricultural
requirements).

But it is true that no morket will be neglected, es-
pecially by some firms that have realized important




sales, such as the American company Kelleg, which
in 1973 signed two contracts for $205 million, or
the French Technip and Speichem group, which in
September 1973 concluded o contract of §300 mil-
lion for o petrochemical complex.

But only o few firms have benefited from these con-
tracts {which totaled 1,245 million in 1973 and
8747 million during the first eight months of 1974).
This is derisory in comparison with the difficulties
capitalism is now facing. China derives greater
benefit from the technology that Tt acquires than
the West does from its sales. This is especially true
in that the Chinese will moke enormous efforts to
master, reproduce, and even improve the technol-
ogy, if only to be as little dependent us possible
for future supplies. At least that is the choice that
has been made .

Thus, frade with China threatens to remain what it
was during the nineteenth céntury: @ promised land
that turns out to be disoppointing in reality. For
China, purchasing technology and grain and selling
oil is a provisional, makeshift pelicy, orso itis
hoped. What China aims at is economic indepen-
dence, not to say autarky.

China & shifts in world market
prices

Mevertheless, in its own way the West is making
China feel its crisis, and more generally the breadth
of the crisis. Let us not forget that the increase in
the value of China's foreign trade derives in part
from inflation. In other words, because of inflation,
China must devote a greater part of ifs income (which
it growing, to be sure) to buy the same guantity of
products. This hos been very striking in the case of
grain purchoses: In 1966 China bought 5.6 millian
tons of grain for $400 million; in 1972 the 4.8 mil-
lion tons cost only $345 million; but in 1973 it cost
8840 mi llion for 7.7 million tons. These sums were

spent because of difficulties or inodequacies in Chi-
nese agriculture and not at all cut of a desire to
make deals: they were [ost expenses for the Chinese
economy.

The rise in oil prices works in the opposite direction.
One outhor(2)} has fried fo estimate the probable
currency income from Chinese oil exports. Between
1975 and 1982, according to this Japanese authar,
Ching could sell 137 millien tons of oil, which
would bring it $27,200 million. The two figures are
largely arbitrary, since they depend on future sales
possibilities and prices, both of which are uncertain.
But they indicate the possibility of significant in-
come, which would help in finrancing the coming
five-year plans that call precisely for more rapid
growth rates,

The crisis exerts another effect: International compe-
tition is driving down the prices of Chinese export
products. But China hod raised its prices in 1973,
bringing them into line with world morket rotes. At
the time it seemed that the Chinese thought they
could find buyers by relying on constantly rising
world trode and on the existing political situation
(everyone was racing to recognize Ching and to ses
who would be first to be invited to Peking and re-
ceive the confidences of the "president"). They
counted above all on the good will — especially
the political good will — of the Japanese.

Mewvertheless, the Japanese were the first to back
off most clearly. Jopan, hard hit by the crisis, com-
pelled the Chinese to reduce the price of their oil,
which is more expensive than that of their Indone-
sian competitors (because it is posted in Chinese
yuan and not in declining dollars). Taking account
of the shorter transport, the Japanese made o good
deal. The Chiness were forced to give in; the ne-
gotiations, it seems, were laborious, the Jopanese
threatening fo halt oil imports. We are a long way,
as can be seen, from the end of 1973 and the Arab
oil embarge! And this implies a relationship of for-
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ces that is far from favorakle to Ching, in spite of
the crisis. Even more: China is asking not only for
technalogy, but also for indispensable grain, and
for good relations too, but business is business ofter
all. As for textile products, which still account for
some 20-25% of Chinese exports, their sales prices
at the Shanghai fair ot the end of Mareh 1973 were
40% less than they had been a year eorlier. On the
other hand, the People's Republic of China was able
to maintain neorly doubled prices for its supplies of
food and services to Hong Keng, which amounted
to a total of 6,000 million Hong Keng dollars in
1974,

Evolution of the rclationship
of forces

Cn the other kand, the evolution of capitalism is

bringing to light a fact that has hitherto been ne-

glected and that points exactly in the opposite di-
rection of the remark made above .

If the economic deveiopment of China is compared
with that of the USSR during the 1930s or that of
the capitalist world in the 1930s and of today, one
fact stands out: Not only did the USSR progress
rapidly in aksolute development (industrially); in
addition, its progress wos especially striking be-
cause production in the surrounding capitalist world
in crisis {the "great crisis") was at leost stagnating
if not deelining. Chinese economic development,
on the other hand, took ploce in face of o capital-
ist world in full expansion. If, for example, one
compares China fo ifs capitalist Jopanese neighber,
it is probable that the economic grawth of the lat-
ter during the 1950s and 19580s was greater than
China's. The consequence was that the economic
relationship of forces remained largely unfavorable
to China, as did the relationship of industrial and
military technology, especially with respect fo the
United States. While China progressed rapidly, it
continued fo remain very far behind the developed
capitalist world (and also far behind its ex-ally and
current enemy, the Soviet Union),

Taday, during the long phase of slower growth of
capitalism, when China is continuing to emphosize
rapid development {even more rapid than during the
post ten years, it seens), this situation of persistent
lag may be turned around, ond Chinc could begin
to close the gap. The effort fo master advanced
technology points in this direction,

This mears that the relationship of forces — that is,
the pressure of the capitalist world market, the mili-
tary and diplomatic consfrainfs, ond, above all,

the insidious constraints of "world norms" in the
realm of what is considered the average level of
agricultural production and of goods and services
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in a developed country — could become less unfa-
vorable. The intolerable (long-term) tersions in o
country like China in which the large majority of
the population remains agricultural and lives in dif-
ficult conditions and in which several hundred mil-
lion farmers produce scarcely any more than a few
million of their American counterparts, musf not be
underestimated. That is a very limited basis for build-
ing socialism. And however the Chinese leaders moy
make use of their present situation, they are very
conscious of the insufficient, necessarily transitory
character of the present state of their economy.

From this standpaint, which is different from the
standpoint of China's shart-term interest as an ex-
porter, the slowdown of the growth of cepitalism is
a geed thing for Chino. Obwviously, a European and
American socialism that would aid China would be
far better; but that is another story.

For China to attain the ambitious and legitimate
economic targets it has set itself — or rather, that
have been set by the leaders but are probably sup-
ported by the masses — it is necessary for the sur-
rounding world not to evolve too quickly (and, if
possible, not to progress at all).

This whole discussion, o speculative one, fokes
place before o backdrop that the Chinese leaders

in the first place tend to forget. Economic autarky,
“socialism in one country” — poar sacialism to boot
— is more than ever impossible. The experience of
both Ching and Russia attest to that, On two levels.
Underdeveloped countries cannot rise to a highly
deve loped economic stage without leaning on the
productive forces of the developed countries, unless
this deve lopment entails great constraints end pres—
sure on the masses. But above all, "socialist” autarky
is impossible, because the surrounding capitalist
world exerts pressure, which then requires thot the
workers state either seal itself off from the cutside
world, which mears an outarky of permanent poverty,
or else open itself to the oufside warld, ond it is
then difficult to control what is being imported,
machinery or a different social system. China, which
is protecting itself effectively, is certainly for from
that, although it is paying dearly for what it im-
ports, so far anly in dollars. But what about the
future? And then, is not degeneration also part of

o transition to "socialism in one country, " the spe-
cific features of which are those of a bureaucratic
regime defending its own privileges?

Footnotes:

1. Quoted in "Peaple's Republic of China: An
Economic Assessment, " Joint Economic Committee

of the U.5. Conagress, 1972, p. 37.

2. Tatsu Kombara, "The Petroleum Industry in China, "
The China Quarterly, December 1974, p. 719
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by A. UDRY

The international recession has rapidly exerted its
effects on the morket for raw materials, whose
prices had gone through dizzying increases in 1972,
1973, and eorly 1974, But in just one yeor the
tendency has been forcefully revesed. The prices
of agricultural raw materials such as fiber and rub-
ber hit their peaks in January 1974 and have been
going down since then. The prices of mineral prod-
ucts ond nonferrous metals begon to bend dowrward
in May 1974, In November 1974 the prices of most
focd products were still higher than they hod been
at the beginning of the year, but they have been
going down since then.

Today, the big debate is either over what methods
should be odopted to halt the decline in prices or
over the proper measures for averting o new explo-
sion of prices in the event of a boom in 1977-78 (a
boom that would develop along the lines of the 1972-
73 boom), according fo who is doing the debating.

After a long decline...

Although the explosion of raw moterials prices be-
tween 1972 and 1574 wos stronger than it had been
during the Korean War, it is nevertheless useful to

place the 1972-74 price explosion within its long=
term context.

After rising rapidly between the first quarter of 1950
and the first quarter of 1951, the prices of primary
products(1) declined continuously until 1962, At that
time, according fo the United Mations index, they
were about 5% lower than they had been during the
first quarter of 1950 (that is, the pre-Korean War
levels). After a slight rise between the end of 1962
and the beginning (first quarter) of 1964, they en-
tered a new decline, which brought them o o level
beneath that of the first guarter of 1930, After the
fourth quarter of 1968, the overall index of primary
products prices rose 550 in 1967 (between the fourth
quarter of 1968 and the fourth quarter of 1969), 3%
in 1970 (idem.), 79 in 1971 {idem.], 179 in 1972
{idem.}, and 8130 in 1973 (idem.}.

Obviously, the changes in the overall primary prod-
ucts index conceals important gops among the vari-
ous products, From the last quarter of 1968 to the
last quarter of 1971 mineral and forest products
{coal, nonferrous metals, wood, wood pulp) and

oil drove the index up, as did certain agricultural
products {sugar, oil-seed products). On the other

51



RAW MATERIALS

hand, com, rice, wool, and rubber exerted down-
ward pressure. From the lost quorter of 1971 fo the
last quarter of 1972 agricultural products like wool,
wheat, oil-seed products, corn, cocoa, and rubber
led the way in price rises, On the other hand, the
dollar prices of minerals in 1972 did not increase
{with the exception of cil), and the prices of non-
ferrous metals declined,

In 1973 {last quarter of 1973 compared with the last
quarter of 1972}, on the other hand, the price in-
creases were more uniform. Agricultural products
were up 36%, that is, slightly less than the average
increase for all basic products (619%). The agricul-
tural raw materials index rose concurrently with the
overall index. The index for minerals and nonfer-
rous metals (including oil) rose 729, It must be
stressed that the mathematical scope of these in-
creases is partly the result of an illusion created by
the UMN's utilization of the dollar in calculating
the price indices. Thus, expressed in deutschemarl,
the 43.19 increase of the 1973 average over the
1972 average would be only 19,195; the 1971-72

average increose of 13% would be only 3.2%. Hence,

when the index shows increases in 1973 of 89 for
ferrous metals or 45 for tea, these percentages are
in fact inferior to the effective devaluation of the
dollar.

To better understand the real significance and posi-
tion of the increases during the mest recent period
(1968-73), these increases can be "corrected"” by
using the UM index for the prices of the manufac-
tured products exported by the industrialized coun-
tries. For the period from the beginning of 1950 to
the fourth quarter of 1973, the results are as Follows:

TABLE |

Price Increases of Primary Products From 1950 to
the Last Quarter of 1973 As Expressed in Dollars
(in percent)
Divided by the UN
index for the prices
of exported manufac-
tured products

Primary products 100
Food products 120
Agriculiural raw
materials 8.9 =17.6
Minerals 122.2 B.4
Fuel (ail) 173.4 33.4

Source: Skandinavska Euskilda Bankens, Kvartal-
skrift, MNo. 4, 1974

4
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Thus, when the prices of primary products ore com-
pared to those .of monufactured products, it can be

easily understood that the peaks reached in mone-

tary terms are not all that high, even though the

two booms of 1950-51 and 1972-73 are included
in this period.

The 1972-74 boom

Compared with the boom of 1950-51, the most re—
cent boom in primary products was marked by three
particular feotures:

1. The price increases in current dollars were con-
siderably stronger during the most recent upswing
{1972-73) than during the Korean War boom. The
UN price index for all primary products rose 15024
between 1971 (base of 100) and the first quarter of
1974 (the highest point}. During the 1950-51 up=
swing the increase was less great, the index rising
50% between 1949 (base of 100) and the first quar-
ter of 1951 (the highest point). The same difference
emerges if the prices in current dollars ore "cop-
rected” by the UM price index for exported manu-
factured products: 80% between 1971 and the first
quarter of 1974; 439; between 1947 and the first
guarter of 1951,

2, During the most recent upswing the price escala-
tion lasted for more than two yeors, from 1972 to
April-May 1974, and this was the case even though
stagnation of industrial production oppeared in a
number of imperialist countries beginning with the
end of 1973. At the beginning of the 19505, on the
other hand, the explosion of prices lasted only nine
months, and less than two years after the beginning
of the boom they stood at a level 20% higher than
that of 1949, This prolongation of the incredss in
primary products prices during the recent period ex-
presses one of the specific features of the first phase
of the generalized recession of the imperialist econ-
omy (approximately up to July 1974}, during which
the decline of industrial preduction was combined
with shortoges and bottlenecks in some sectors .

3. During the recent boom the price explosion af-
fected all sectors of primary products, whereas dur-
ing the years 1950-52 the rise of prices occurred

in the reclm of agricultural products and metals (ex-
cept iron), but offected energy products and food-
stuffs only slightly.

A brief examination of the price increasss in the
various sectors since the beginning of 1972 indicates
the growth rate of each of the cotegories up to the
period of the turnabout of May 1974, We utilize

the figures of The Economist, whose overall index
breaks down as follows: 55.6% food products and
44 4% raw materials:(2) (See tables 2 and 3.)



TABLE 11

Evalution of Prices of Primary Products
(dollar index, 1970=100)

Jnnuur 72

All items 1
Food 1
Industrial row materials

Fibers

Metok

January '74
228.9
239.7
215.6
330.1
153.7

January 73

147.2
165.9
123.8
190.0

85.6

TABLE I11
Variation in 9% Compared with Corresponding Period

Jon '73
Jan 72

Jan '74
Jan 72

125.9
131.4

All items
Food
Industrial raw
materials
Fibers
Meimls

129.1
184.3
85.6

It should be stressed that the food sector expanded
until November 1974 {index 329.2), while fibers
began to decline in Jonuary 1574; metaks joined
the downward slide beginning in June 1574,

The short-term causes

The escalation of raw materials prices s exploined
by variouws factors that have nothing to do with "the
limits of growth" or any "natural scarcity. "(3)

1. The growth of manufacturing production in the
imperialist countries taken as a whole in 1972-73
obviously triggered an explosion of demand for raw
matericls and revealed the existing disproportions
among various sectors of production.

In 1273 the growth of monufacturing production
reached a level rorely seen ina single year — and
this in the totality of the advanced capitalist coun-
tries. Mow, production in manufacturing is the best
indicator of demond for row materials. (See table 4.)

Production in the metal ond machine industries,
whose average increoses were 12,5% and 13,12
respectively for the three regions mentioned in the

May 74
Jan '73

72.2
63.5

Jan '74
Jan '73

55.5
43.2

May. '74 M:l 74
Jan 72

151.2
151.9

74.2
73.7
80.3

145.6
128.4
172.7

table, hod strong effects on demand for minerals
and nenferrous metals. The same goes for the effects
of textile ond clothing production on the demand
for fiber and wool. The synehronization of the in-
crease of demand thus created market tensions, es-
pecially since there is some short-term inelasticity
of supply (for most of these products), It takes about
sever yedrs for @ normal mine to reach full produc-
tion.

2. To rhis must be added the foct that the stocls

of many row materials held by users had been relo-
tively low when prices began rising (a result of the
price tendency of the previous period). This waos es—
pecially true becouse after the slowdown and regres—
sion of manufacturing production in 1970-71, ap-
propriation of existing stocks was needed to respond
to the first phase of the 1972 upturn. This is one of
the elements that lend a specific chamcter to the
recent price incregses in comparison with the Korean
War increases. In fact, the level of stocks of stra-
tegic products was rather high at the time of the
Korean War, both because of the stockpiling that
had been done in anticipation of an armed conflict
and because of the reserves that had been piled up
during the second world war. The constitution of
strategic stocks combined with the industrial boom
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TABLE [V

Evolution of Production in Manufacturin
{voriation in 9o compared with preceding year)

Year All Bosic
items  Mefallurgy

J.5. & Canada  1959-5%
70
71

72

. West Europe
(EEC & EFTA)

1959-49
70
71
72
I

Textiles,
Clothing

Chemical
products

Industrial
Machine
products

*average annudl growth rate (composed) for 1759-69
Source: OECD — Industrial production

(industrial production for the United States and West
Europe increcsed 8,126 in 1950 and 9.3% in 1951)
to generate o rise in the prices of basic products.
But later, the decline in industrial production was
compounded by the effects of the unstecking and
exerted sirong downward pressure on the prices of
raw materials.

3. Finally, speculation, although it was not at all
the real cause of the price increases - did stimulate
continuation of the escalation. In face of the depre-
ciation of paper money in this era of inflation, heold-
ers of capital "take refuge” in the purchose of so-
called real goods, especially when stock exchonge
values are showing signs of weakness. In 1973, for
instance, the total velume of tronsactions for eight
major primary preducts (cocoe, coffee, sugar, rub-
ber, copper, lead, tin, and zinc} on London and
Mew York commedity futures markets was about two-
thirds higher thon the average of the three preced-
ing years. For most products, the volume of sales
was several times higher than the volume of world
imports.

Behind the agents of the London Metal Exchange
stand the major integrated groups (controlling the
energy sources, transport, ond extraction all the
way through fo marketing), which, by virtue of
their fruitful speculations, recover the royalties
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sent to the producing countries. A good example

of this sort of monipulation s provided by the trans-
fer of copper thot was carried out during autumn
1973 between the United States and Europe. Since
the price of copper in the United States had been
froren by government decision, the price was 7054
higher in London. Hence, import prices were free,
so the European and Japanese sold on the U.5. mar-
ket: the Americans exported to the Eurcpean markets.
Inits January 4, 1975, issue Entreprise, the weekly
magazine of the French employers, wrote: "Euro-
pean and Americon ships are crossing paths in the
middle of the Atlantic, each side supplying the
other with the some products." ln 1950-51, when
inflation was more limited and the demand for pro-
ductive investment was stronger, speculative opera-
tions did not attain such dimensions.

A more profound imbalance

But all these are short-term factors. They do not al-
low us to grasp the real causes of the emergence of
secforal shortages (with the comsequent upward pres-
sure on prices) ofter a long period of growth in cap-
italist manufacturing production, shortages that con-
tinued to be felt for a whole chain of products dur-
ing the first phase of the recession.



In reality, we ess@saling here with the classical
effects of unawes Ssmeosortioned deve lopment among
the various secésss ©F goduction, o feature of all
growth under the cesitalist system .

1. The detericmation of e terms of trade between
primary producs Ses memsfoctured products could
not but lead toc o selalive foll in the rate of profit
in the variows prissory secions .

Although in the ==% secent pericd there was a turn—
about in the tenss 8 &e8e in fovor of primary prod-
ucts, and then, oftes Moy 1974, o new shift to their
detriment, the delersssation of the terms of trade
was constant during e 15950k ond 1960s. (See ta-
ble 5.)

TERMS OF TRADE sween manufactured pro-
ducts in developed countries (dev, mfg.) and
primary products in underdeveloped countries
{und. pps.)

Und. pps. Terms
of trade

1953 163 170
1962-53 F 148 185
1967-68 ; 153 187
1973* 350 260 146

*Estimate, withoo!
Source: ses fooinoie 4

The detariomtion oF 8 Seems of traode for the coun-
tries producing row seafesial — and the semicolo-
nial countries remale Bssentiolly exporters of raw
materials — frigosess Slawaowrs in investment, in
productivity incremsss. aed in the relative increase
of productive copaciie s the row materials sec—

tor compared with S samfocturing sector. In od-
dition, the monopclies seeetines deve loped poli-
cies of restriction i Seter fo maintain prices.

Likewise, thers wes o Soncfer of copital from the
primary secior fo messtocturing industry within the
structure of imperialet investment in the semicolo-
nial countries. The trorsfers, like the Fr\equ.n’.‘.nt can—
cellation of investeen® projects aimed ot moderniza-
tion, were heawily shmuloted by the "dangers” of
nationalization focieg the monopolies of the extrac~
tive industries_ In #2ct, the preponderant pesition
of these industries in the economies of the semicalo-
nial couniries — geflected in the foct that this cec-
tor essentiolly c=fses exports and in the role played
by the imperialst momopolies, which transfer their
high profits and #hes sermanently encumber the bal-

ance of payments — strongly incites any government
that is at all faverable to increasing economic growth
to nationalize the monopolies producing primary
products.

This twofold process can be observed in the series
of figures below. (See table 6.)

TABLE V|

A. Direct U.5, investment in Lotin Americo
by sector, in %
1950 1957 1943 1947

Manufacfuring

industries 17 20 29 32
Qil 32 a7 32 29
Mines 17 14 12 12

B. U.S. invesiment, by sector, in developed

and underdeveloped countries
(in .—a.

1949 1959 1968

Annual Aver-
age investment
income for
1967 /1968

Manufactur-

ing industries 33 32 41 26
Qil 29 33 29 46
Mines 10 10 g 13-

Source: See footnote 4

The stability and even slight decline of investment
in the mining sector is significont. This tendency,
along with its inherent effects, is confirmed by a
French employers® monthly magozine, which writes:
"Inflation hos led the mining industries toward di-
versification in the direction of consumer industries
in which profitability is greater and turnover time
is lower, and this has increased the demand Far raw
materials even further,

“In the end, it is perhaps here, in the disruption
of the structures of supply rather than in a hypo-
thetical exhoustion of reserves, that the real threat
to the economy lies." (Usine Nouvelle, October
1974.)

As for oil, during the past two decades investment
was especiclly developed — still enly relatively —
in the Mear and Middle Eost. The world oil cartel
used the price of Gulf of Mexico oil as a base in
setting the world cartel price, although the costs
of extraction in the Middle East amounted to only
one-ninth of the costs in the United States. Obwvi-
ously, this was reflected in the refurn on capital
invested in the petroleum industry, which amounted
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fo 3.8% in the industriclized countries and 22.7%
in the "developing countries” during the period
1950-51. That is why the oil majors placed many
restrictions on refining capacity in the United States
itself, with the consequent effects of shortage when
the "oil crisis" broke out.

Cne of the results of the totality of this process
can be seen in the increase of the index of produc-
tion for manufocturing industries, which rose 13294
berween 1960 and 1973, os compared with an in-
crease of 229 for the index for the extroctive in-
dusfries.,

2. But the flow of investment under the impetus of
fluctuations in the rate of profit particularly pro=
voked an imbalonce in long-term investment in pro-
ductive capacity in the transformation of metals in-
dustry and in the industries fronsforming rubber,
chemical products, and wooed. Now, the indusiries
rraqucrmirr_E_primury products account for 4095 of
the total volume of these materials consumed in the
industrialized countries. The decline of investment
was particularly sharp after 1969, This is not unre=
lated to the recession that occurred in 1970-71 in
basic metallurgy and in the machine industry in a
number of copitalist countries, (See table 4,)

The groph below indicates the gap between the in-
vestment cycle in the iidustries transforming pri-
méry products in the United States and the invest-
ment cycle in the manufacture of finished products.

300

200

100

1958 60 82 &4 66 &8 O T2

Expenditures in 1968 constant prices on total
equipment and new materiaks in the tronsformation
of materials industry (A) and in other branches of
the manufacturing sector (B). Index, 1958=100.

This dispropertion between investment and the de-
ve lopment of productive capacity gave rise to o
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good number of sectoral shortages in face of the
explosion of demand linked to the boom in manu-
facturing industries in 1972-73.

But in its turn, the price increases in the raw ma-
terials sector unleashed a wave of investment —
especially in the energy sector — that had to be
made profitable, and this was compounded by the
rise in production costs (the increase in the price
of fuel, etc.}. This shows that in spite of the de-
cline of prices because of the extension of the re-
cession, it is unlikely that most prices will quickly
fall back to their 1968-49 levels, at least if the re-
cession does not deepen beyond 1975. Paradoxically,
this is combined with potential shortages in some
sectors in which the investment projects canceled
in 1971-72 have not been replaced. Hence, o new
upturn of the imperialist economy, even a moderate
one, could rojse various products out of the current
morass (which is in dny cose not as deep as that of
the 19505} and, under the impact of a new rise in
prices, could stimulate investment thot had been
postponed in 1973-74. [t thus seems that we are in
for @ rather long process of readjustment, which
obviously does not mean that the peaks of 1973 will
be reached again, but rather that the troughs of
the 1950s are not likely to be seen again soon.

A sudden shock

Beginning with the second half of 1974, the effects
of the recession made themselves felt on the prices
of basic products. In wave after wove, the reces-
sion overtook all the branches of the manufacturing
industry. The demand for raw materials dropped rap=
idly. Stocks began to accumulate on the market
ogain, especially in the products most sensitive to
the industrial conjuncture: zinc, tin, lead, copper,
rubber, cotton, etc. The rise in the costs of credit
engendered a wave of destocking. Speculators in-
nundated the market, for they had oversupplied
themselves in 1973-74, the Japanese companies on
the copper market being an example. The price de-
clines struck with particular unexpectedness, for
many people had hoped that there would be encugh
industrial growth in 1975 to enable price levels to
be maintained,

The index provided by the British weekly The Econ-
omist (May 12, 1975} indicates the following depre-
ciation during o one year period:

All frems -18.0
Food =11.0
Industrial row materials -33.2
fibers -18.7
metals -40.1

A few price quotations can give an idea of the price
declines for major primary products. (See toble T

Stocks swelled in face of the emergence of produc-



here are the classical e
of uneven develop

among the various i
of productum

TABLE WII
Price Declines for Major Primu Produch

Highest price in 1974 Price on May 5, 1975
Sugar in New York (U.5. cents per pound) 61 18
Cotton in Liverpool fliay 2.5 54.05
Wool in London (pence per kilo) 294 187
Copper in London (£ per ton) 1,000 587
Zinc in London (£ per ton) 775 309

Index of the Kredietbank (Belgium)

- row materials . 282.9 - -309%
= agricultural preducts : 214.5 : -35.5%

- mineral products . 338.9 : -35.2%:
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five overcopacity inall impertont sectors; producers
of material after material held discussions on price
reductions so 0s nof to exacerbate the declines.

The consequences of these price declines'are very
severe for the semicalonial countries, which hold
relative hegemony only over production of basic
products and whose exports rest almost exclusively
on the sole of these products.

The advontages that the semicolonial countries drew
from the rise in the prices of row moterials during
the period of upswing were on the whole not as
great os the Western press tried to moke out, with
the exception of oil. First of all, it must be noted
that many semicolonial countries are net imporfers
of many raw materials whose prices soared in 1972~
73. Second, close to the mojarity of these countries
are net'importers of food praducts, An examination
of the imparts of India, which does not export the
leading products (apart from sisal, tea, etc.), mokes
explicit the effects of the price increases on this
cafegory of country:

Indian Imports
{in millions of rupees)
1972 /73 1973/74
1. Investment goods
Total 5,635 o
2. Primary products
Total 8,307 19,595
of which:
il and oil
products 2,040 5,602
Wheat 808 7,431
Fertilizers 962 1,622

In addition, o good poart of the profits obtained
through the price increases of primary products were
simply appropriated by the imperialist monopolies
that contral the preduction and distributian of mony
of these products. Finally, the share of the imperi-
alist countries in production, transformation, and
marketing in the mining ond metal sector s ex-
tremely large: The colonial and semicelonial coun-
tries control only one-third of the marketing of min-
erals and metals token together (Le Monde, April
29, 1975): 40.7% for minerals (compared with
54.4% for the imperialist countries); 30.46% for met-
als {compared with 65.0% for the imperialist coun-
tries).

This moved one group of experts to say: "For about
90% of the inhabitants of the third world, an in-
crecse in the price of mineral row materials entails
no advantage, but on the controry omounts to o sup-
Eﬂrr:enlﬂr}l.r burden, especially for the poorest of

58

them." [Annales des mines, January 1975, qudted
in Le Mande, April 25, 1975.)

Mevertheless, a number of semicalonial countries
did experience a growth in their currency resources
and participation in world trade, ond this enabled
the "developing regions” to corserve their approxi-
mately 18% participation in world trade for three
years ina row (18.4% in 1971, 17.5% in 1972,
17.9% in 1973). It is true that in 1974 their share
rose to about 2525, but this was due in large part
to oil exports.

During the past eleven months the currency resocurces
of the underdeveloped countries have diminished
drastically because of the conjunction of the decline
in the prices and volume of exports, which was in
turn caused by the extersion of the recession. More-
over, o turnabout in the terms of trade is now going
on, and the underdeveloped countries that are buy-
ing machinery to modernize their production of bo-
sic products will thus automatically effect a transfer
of value in favor of the impericlist counfries. The
projects of agricultural ond mining development,
which involve substantial increases in purchases of
copital  goods, will weigh down the import bill
even further or else will be canceled,

The hardest hit countries are those that depend on
exporting one or two products whase price is fall-
ing. Two yeors ago the capitalist press was speak-
ing of Zambio (copper) ond Malaysia (rubber) as
candidates for membership in the "nouveaux riches
raw materials" elub. But foday these countries are
frying to avoid suffocation. The Economist remarked
in its December 28, 1974, issue: "A recession among
manufacturing nations in 1975 will rebound doubly
hard en the developing world: not only will their
export earnings drop sharply next year (slowing their
development and ability to import vital industrial
goods), but their oil bill is saddling them with def-
icits refatively much larger thon those of the rich
nations. "

Finally, the fall.in prices will bring to the surface
all the differences in profitability among the ex-
tractive industries themselves, This hos already hap-
pened with copper. The mines of central Africa,
whose exfraction ond refining systems are old, op-
erate at o cost of prodiuction that is about £75 per
ton higher than that of the mines of Australia or
South Africa. Will Zembia confinue to produce at

a loss in order to ossure itself of currency?

In the context of the reorganization of production
and distribution generated by the row materials
boom, the imperialist monopolies have raken the
offerzive and will try to moke goins during the re-




cession itself. For instance, "The mining companies
of the West are already getting out of the develop-
ing world. America's largest company, Ancconda,
has been putting ifs new investment almaost entirely
in the United States, where it con still produce cop-
per profifobly — and keep the profit. The mines that
Rio Tinto Zinc now operates in South Africa, Aus-
tralin, and Papua Mew Guinea (which would keep
out of any producer cartel) were prospected mainly
because the company feared nationalisation else-
where: and these mines are now operating more prof-
itably than most in the traditional copper exporting
couniries.” (The Economist, May 11, 1974.) Pro-
ducing af costs lower than the mines of

Chile, Zoire, Zambia, or Peru, a group like Rio
Tinte Zinc is now in position fto break any attempt

to create o single supply source by strengthening

the copper cartel and to repurchase Japanese stocks
that still "threaten” the market so as to slow down
falling copper prices on the London market and main-
tain prices at a level that is profitable for the com-
pany but dongerous for the members of the carfel.
But here we dre dealing with one of the character-
istic feafures of this row moteriols boom and its over=
turn: fthe attempt by producers of various basic prod-
wets o develop a strategy similar to that of the
OPEC {Organization of Petraleum Exporting Coun-
tries),

Cartel and recession

Spurred on by the success of the oil states and the
example of OPEC, many row materials producers
want either to strengthen the links in olready exist-
ing producers' syndicates or jo create such combines
if none exist. This is the cose for copper (ICCEC —
Intergovernmenta | Commitiee of Copper Exporting
Countries), tin, bouxite, etc.

The point of departure of this strategy obviously
rests on the physical dependence of the imperialist
countries on the colonial and semicolonial countries.
Although this physical dependence is growing, it
must immediotely be stressed that there s a diver-
sity of dependence between the United Stotes and
Conoda foken os o bloc on the one hand and the
Common Marker countries on the other hand. The
U.5.-Capodion'bloc commands o significant degree
of independence {in terms of the relationship be-
twean production and consumption] in energy, cop-

per, zinc, lead, iron, cotton, wool, and phosphates.

On the other hand, things are different for Europe,
which is more dependent in energy, copper, Zinc,
lead, iron, cotton, phosphates, ond wool. In the
United States it is especially products like bauxite,
tin, manganese, chrome, and antimeny that are al-
most tatally lacking.

In addition to this dissimilitude, European and Amer-
ican imperialism hove different ranges of investment
in the "third world." American imperialism has
tended to put the emphasis on investment in the ex-
tractive industries, while the European imperialist
powers, especially West Germany, hove directed
their investment toward the fronsformation industries.
These differences explain why, for example, Kissin-
ger proposes @ floor price for oil, becouse the en-
ergy reserves availoble for exploitation in the United
States and Canada, like the planned investment in
nuclear energy, could become profitable only an
condition that oil prices do not fall too low! The
same differences olso fumish some of the elements
explaining the varying ottitudes that have been
adopted by the competing imperialist powers in the
Framework of the discussions with the countries pro-
ducing raw materials.

Mevertheless, con these ottempis to tromspose the
post-1971 OPEC strategy to other products succeed?
Such success would appear extremely difficult, for
several reasons:

1. The oil industry is strongly capitalized, but any
decrecse in production for other products would have
very important repercussions on employment, o is
the case with copper, for example. The heavily
populated oil eounfries have clready run into this
difficulty themselves. The case of coffee provides
an extreme example: "The world coffee trade is
worth less than 109¢ of Arab oil exports, but nearly
20 million people in 40 different developing coun-
tries, more than the entire population of the Arab
oil-producing states, earn their living from the cof-
fee bean." (The Economist, May 11, 1975.)

2. The producing countries, which have pressing
currency needs, will find it difficult fo offord the
luxury of iatroducing production restrictions of any
scope, especially since in certoin countries the
products concerned represent nearly the totality of
exports. (Copper accounts for 785% of Zambia's ex-
ports; cocoa accounts for 709 of Ghana's exports.)

3. The pessibility of substituting products, while
not gigantic, exists nevertheless. This is the case
with aluminum, rubber, cotton, and mognesium.
For example, although concentration of bauxite
production would be one of the conditions favorable
to the establishment of a sales cartel, the discovery
of a substitute product raises a threat agoinst any
price increase that is too strong: "As always, the
uncertainty is more technical than economic. For
the moment, the 'H+ process' (bosed on the utiliza-
tion of clay and shale}, which has been set up by
Péchiney, is 'slightly more costly' than the Bayer
process discovered twenty yeors ago. But the cost
of this technique constitutes a ceiling beyond which
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the bauxite-producing countries will not be able fo
go without facing the substitution of clay ond shale
for bauxite, while at the some time, the clessical
mineral coming from the Caribbean or Australia will
suffer the inevitable increases in framsport cosis, "

(Entreprise, June 20-26, 1975.)

4. The financing of stocks is alo o delicate prob-
lem. Malaysia, which produces 509 of natural crude
rubber, had to advance the sum of $200 million to
begin to build up a regulatory sfock. Maloysia,
olong with Indonesia — which can finance its stack
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the general irend
will contine until

the markel economy
IS radically challenged

mere easily because of its oil income — would have
to spend $100 million to establish a stock of 300, 000
fons. And that stock would not exceed 10% of the
annual production of rubber in Southeast Asia. But
overproduction had already hit 109 at the begin-
ning of 1975. In the case of copper, according to
the experts of the ICCEC, o regulatory stock would
trave to represent about 209 of annual world con-
sumption if it wos to be copable of influencing price
scales in a lasting manner. Based on the annual ay-
erages for 1971, 1972, and 1973, $3,000 million
would have been needed to set up such a stock at
the end of 19731



5. The diversity of producers and the orgonized dis-

persion of production effected by the imperialist
monopolies also renders it arduous to transpose the
OPEC strategy. This is the case, for exomple, for
the preducers of bouxite, omong which Australia
gccupies first place (producing 14.2 millian tons

in 1973; Jamaica was second, with 12_8 million
tons). This diversity comes fo light even more strik-
ingly during o period of recession, especially for
the products that are comsumed almost exclusive ly
by the industrialized countries. It is very difficult
to maintain a sales carte| under conditions of slump.

All these obstacles tend to indicate that even in
the mest faverable sectors {bauxite, tin, copper,
antimonyj, the formation of sales cartels as effec-
tive o5 OPEC will certainly not take place.

On the other hand, the impericlist countries will
seek to sef up a system of regulotory stocks within
strict limits in order to guarantes o given quantity
of products of a certain price. These stocks should
enable them tc avoid a new explesion of raw mao-
terials prices in the event of an upturn and at the
same time to foresee raw materials costs in advance,
which is not without interest in determining invest—
ment. The imperialist powers will try to force the
issue 5o a5 fo seek to obtain advantages during the
present period of recession, for as The Economist
has assarted, "Industrialised countries will have
greater bargaining power in negotiations that start
during the slump. The time for them to act may be
mid-summer, when UNCTAD lays the details of ifs
commedity stockpile programme on the toble
[Morch 15, 1975.)

With the extension of the recession and the new
furnabout in the terms of trade, the growing physi-
cal dependence of the imperialist countries on the
raw materials of the third world will once again be
combined with declines in the cost of financing this
dependence. To be sure, relations will not be iden-
tical to those of the 1950s or 1960s, but the general
tendency will persist. At least until the market econ-

omy that embodies the contradiction between use
value (physical dependence) and exchange valye
(unequal exchange) is radically challenged.

May 29, 1975

Footnotes:

1. According to the classifications of world trade,

the term primo oducts includes: food products

{food and animal products, drink ond fobacce, on-

imal and vegetable cils and fuk); row materialks

(leather, crude rubber, wood, paper pulp, fexfile

fibers, crude minerals, metal sre, row moterials of

animal or vegetable origin); fuels (minerals and lu-

bricants) ., s T

2. The Economist's index is compesed and broken

down as follows:

Food: tota] 55.635

Internal breakdown: beef 12,2, lamb 2.8,

wheat 2.8, majze 11,1,
coffee 20.0, cocoa 4.3,
tea 2.9, sugor 10,3, oil-
seed cake 6.5, pilszeds

11.8, vegetable oils 6.3.

Industrial raw materials: torml 44,49
Breakdown: Fibers - cofton 12.8, wool 13.8,
jute 1.2, sisal 0.5,
jufe goods 2.7,

Memls_ - copper 37.2, lead 4.3,
ZING St A DA

Others - hides 3.0, rubber 7.3,
T oibeeds 2.6, vegeftahle
o e .

3. See the article "The Profits of Famine," [MNPRE-
COR, Neo. 16/17, Jonuary 16, 1975. We have left
gside the question of oil, which hos been dealt with
in other articles,
4. Michoel Baratt-Brown, The Economics of Imperi-
alism, Penguin, 1974.
5. Klous Busch, Die Multinationale Konzerne: Zur
Analyse der Weltmarktbewegung des Kapitals, Suhr-
kempf, 1974,




STOP THE TRIAL
AGAINST

GARMENDIA!

The following appeal wos issued May 23 by the comrades of the United Political Bureau of the
Liga Comunista Revolucionaria/Euzkadi ta Askatasuna-VI (LCR/ETA-VI — Revolutionary Com-
munist |.eogue /Basque Nation and Freedom=-V1}, sympathizing organization of the Fourth Inter-

nation in Spain. .

The Francoist dictatorship has decided to pass a death sentence against J. Anfonio Garmendia,
a revolutionary nationalist militant of the ETA-V, without giving any advance notice, in order
to avert o national ond international mobilization that could prevent the dictatorship from per-

pelrating this murder.
THE TRIAL MAY TAKE PLACE DURING THE EARLY DAYS OF JUNE!

Once again, it is a force trial, which will take place within the fromework of the enormous
farce that all Francoist legality represents. The only "evidence" is a military judge's "moral
conviction" that the Basque militant is guilty. Apart from that, there is only Garmendia's sig-
nature on a piece of paper on which the police were able to write whatever they wanted; the
signature was affixed while Garmendia lay in a coma, a result of the head injuries he suffered
during the torture to which he was subjected.

There is no doubt that the dictatorship hopes that the thousands of arresks in Euzkodi after the
declamtion of the state of exception there will constitute a sufficient guarantee that a mass
mokilization will be averted, both in the Basgue country and throughout the rest of the Spanish
siate,

But the dictatorship is wrong: THE WORKING CLASS AND THE OPPRESSED PEOPLE ARE NOT
PREPARED TO LET THE DICTATORSHIP, IN ITS DEATH AGONY, CREATE NEW VICTIMS!
THERE WILL BE NG NEW EXECUTION! THERE WILL BE NO NEW SALVADOR PUIG ANTICH!

In spite of the state of exception and the terror imposed by the fascist-police gangs, Euzkadi
will once again stand at the head of this battle, and the proletariat and oppressed people
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throughout the Spanish state will make solidarity with Euzkadi and the defense of Garmendia
the central axes of their mobilizations.

It is urgent to prepare an immediate response to this new attack by the murderous dictatorship.
It is necessary to respond with immediate mobilizations, work stoppages, and assemblies and
actions of all sorts in the factories, neighborhoods, and schocls. [+ is indispensable to prepare
the weapon that con stop Francoeism's murderous plans: THE GENERAL STRIKE.

In Euzkadi the revolutionary crganizations, os well as the Communist party and the worers
commissions, have already decided to call for a day of struggle against the state of exception
on June 11, It is now necessary to convoke the general strike throughout the Spanish state on
the day the trial cpens.

"We call upon the workers and oppressed people to begin now carrying out many actions of all
Types to save the life of Garmendia;

*We call upon the workers commissions to wage an intense ggitation campaign, to give an im-
petus fo work stoppoges ond assemblies, to prepare broad mobilizations;

“We call on all the workers organizations to immediate ly unify in action on the sectoral, local,
and central level to organize the mobilization that will be able to stay the hand of the Franco-
ist butcher!

With this trial, the dictatorship in its death agony is launching into a test of strength that could
be decisive. The task of the mass movement now is to turn that test into a general offersive
against Francoism !

FREE GARMENDIA!

DOWN WITH THE STATE OF EXCEPTION!

FREE ALL POLITICAL PRISONERS !

DOWMN WITH THE MURDEROUS DIC TATORSHIP!
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