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PREFACE
Most of the papers in this volume were initially presented at a seminar on Lenin and Contemporary Imperialism organized under the auspices of the Indian School of Social Science at New Delhi on Oc-tobei11981, and were revised for publication some time during 1982. Thus some of the statements and figures contained in the papers refer to a period which does not include the last few years. However, this is not a volume dealing primarily with empirical data. Figures have been used here for buttressing certain theoretical positions, and these positions, right or wrong, remain relevant for discussion. We therefore publish the papers as they are instead of attempting to include up to date empirical data.
The seminar in 1981 was made possible because of a grant from the Indian Council of Social Science Research, for which we wish to thank that organization.
It is impossible to thank individually all the young, enthusiastic student volunteers who had worked tirelessely at various chores to make that seminar a success. We hope an expression of gratitude to them as a collective would suffice for each of them.
Prabhat Patnaik
New Delhi 
July 1986



Introduction
Lenin's Imperialism is a difficult work, not only because of its ‘Aesopian language' which Lenin himself remarked upon, but also because, being a pamphlet rather than a treatise, it only selectively elucidates his ideas on imperialism. As Bagchi remarks in his paper in this volume, it has to be read together with a host of his other writings, notably on the national and colonial question, for any overall appreciation of his theory of imperialism. Not surprisingly, Lenin's theory of imperialism is much misunderstood and misinterpreted.
The significance of Lenin's Imperialism lies in the fact that while providing an explanation of the origin and nature of the First World War and the collapse of the Second International under the impact of 'social chauvinism', it simultaneously provided the theoretical basis for a correct definition of the Marxist attitude to the developing struggles of the colonial peoples. When Lenin wrote his pamphlet these struggles were a fact to be reckoned with. As he himself expressed it:
That majority which up till then had been completely outside the orbit of historical progress, because it could not constitute an independent revolutionary force, ceased, as we know, to play such a passive role at the beginning of the twentieth century. We know that 1905 was followed by revolutions in Turkey, Persia, and China, and that a revolutionary movement developed in India.1
Marxism had to cope with this awakening in the colonial countries just as much as it had to with the reformism in the ranks of the proletariat in the advanced capitalist countries. Lenin's theory, by linking the growth of opportunism with monopoly superprofits derived largely from the colonies, provided an explanation for this twin phenomenon. What is more, it provided the basis for treating the national struggles against imperialism as an integral part of the revolutionary struggle of the proletariat. It thus equipped Marxism to cognize both the paradox as well the promise of the revolutionary movement of this century.
To have discerned from its embryonic form the shape of the world revolutionary movement to come, to have developed Marxism to provide a theroetical apparatus for interpreting it and intervening in it, was a formidable theoretical achievement, the more so when it is recognized that Lenin on his own admission was working with rather limited economic literature at his command. The specific links in his argument were of course influenced by the literature at his command. But the argument as such can withstand and even be enriched by the substitution of, or addition to, its specific links by other links. In any case, in a work like Lenin's which is full of information and illustrations, a demarcation of the central argument from the specific illustrations and links is crucially important. A failure to do so can be fatal for one's understanding.
The commonest misinterpretation of Lenin attributes to him the view that imperialism is the rivalry between different monopoly combines for profitable investment outlets of surplus capital which cannot be absorbed at home.2 On the question of why capital has to be exported at all, i.e. why there arises surplus capital which cannot be absorbed at home, there is a further misinterpretation of Lenin. But we shall come later to that. Essentially, according to this view, imperialism is 'an economic relationship governed by the necessity for capital exports'.3 This view in other words elevates capital exports, which Lenin recognized as an important feature of imperialism, into an explanation of imperialism, indeed the sole explanation. Implicitly underlying this view is the belief that for a theory of imperialism to be valid, it must show in some specific way why out of their own internal necessity capital of different nation-states must be driven towards annexing territories, as indeed Rosa Luxemburg's theory had shown. Imperialism must be shown as functionally necessary in some specific manner for the operation of the capital of each nation-state considered in isolation, before we can postulate imperialism as a necessary phase of capitalism. In the case of Lenin's theory, this internal necessity is seen in the form of the need to export capital, and hence the theory is 'validated' by giving exclusive emphasis to capital exports as the explanation for annexations and imperialism.
There is no such requirement for a theory of imperialism, nor is this a correct interpretation of Lenin. Lenin emphasized over and over again that imperialism is monopoly capitalism, that the striving for annexations is the direct consequence of the emergence of monopolies. Competition between rival monopoly combines, each trying to increase its strength and undermine its rivals, directly takes the form of a striving for 'economic territory', as actual or potential sources of raw material, as spheres for profitable deals, capital exports and commodity markets. In Lenin's words, 'to the numerous "old" motives of colonial policy, finance capital has added the struggle for the source of raw materials, for the export of capital, for spheres of influence, i.e. for spheres for profitable deals, concessions, monopoly profits and so on, economic territory in general'.4 Hence imperialism is not concerned solely with the specific necessity for capital exports; it is the quest by rival monopoly combines for 'economic territory in general', a quest which is the direct outcome of this rivalry. In Lenin's words again, 'an essential feature of imperialism is the rivalry between several great powers in striving for hegemony, i.e. for the conquest of territory, not so much directly for themselves as to weaken the adversary and to undermine his hegemony'.5 It is not only the agrarian territories that are annexed, but even the most highly industrialized regions, because, the world having been already partitioned, 'those contemplating a redivision' must 'reach out for every kind of territory'.6
Interestingly, the programme of the Bolshevik Party, adopted at the Eighth Party Congress in 1919 under Lenin's leadership and bearing clearly the imprint of his ideas, defined imperialist wars as 'wars for markets, for spheres for the investment of capital, for raw materials and for labour power, that is to say, wars for world domination and for power over small and weak nations'.7 Bukharin, notwithstanding all his differences with Lenin, was more or less faithful to this definition; in his commentary on the Programme written jointly with Preobrazensky as a textbook for Party schools (ABC of Communism), a book that was much in vogue in the twenties, he defined imperialism as 'the policy of conquest which financial capital pursues in the struggle for markets, for the sources of raw materials and for places in which capital can be invested'. Thus neither Lenin, nor the Bolshevik Party under his leadership, can be accused of subscribing to a mere 'vent-for-surplus capital' theory of imperialism. His theory consequently cannot be refuted simply through references to capital export figures.
Imperialism according to Lenin then is the direct outgrowth of monopoly. But this proposition too can be mechanically interpreted. Since Lenin dates the definite supersession of the old capitalism by the new to the turn of the century, to assume that everything that happened prior to this date must be unconnected with monopoly would be mechanical. Talking of the late nineteenth century expansion of colonial conquests, Lenin explicitly says: 'It is beyond doubt, therefore, that capitalism's transition to the stage of monopoly capitalism, to finance capital, is connected with the intensification of the struggle for the partitioning of the world.'8 In other words, monopoly possession of colonies by a handful of nations, which arises with the completion of the partitioning of the world, and monopoly control over banking and industry—the transitions to these two monopolies proceed apace, each reacting upon the other through economic as well as non-economic influences until 'the domination by a handful of capitalists achieved full development when the whole world had been partitioned'.9 But this 'full development' does not mean that free competition is supplanted everywhere. To argue that the continuation of cartelization after the turn of the century, and in some cases with even increased tempo, constitutes a 'disproof of Lenin is once again to interpret him mechanically. Lenin was categorical on this point:
Nowhere in the world has monopoly capitalism existed in a whole series of branches without free competition, nor will it exist. To write of such a system is to write of a system which is false and removed from reality.... To maintain that there is such a thing as integral imperialism without the old capitalism is merely making the wish father to the thought.... Imperialism is a superstructure on capitalism.... There is the old capitalism which in a number of branches has grown to imperialism. Its tendencies are exclusively imperialist. Fundamental questions can be examined only from the point of view of imperialism. There is not a single major question of home or foreign policy which could be settled in any way except from the point of view of this tendency.10
If this 'mosaic reality' was characteristic not only of Russia but of other countries as well, then clearly the pattern of this mosaic could alter over time with cartelization of newer branches and so on. In other words, Lenin must not be interpreted to mean that the turn of the century gave rise to an 'integral imperialism'.
On the question of the reasons for capital exports, Lenin has been much misinterpreted. A common tendency has been to attribute to him an under consumption theory.11 But neither is an under consumptionist view logically necessary for his theory, nor did he necessarily subscribe to such a view. There are several theoretically distinct ways in which the emergence of monopoly from free competition would give rise to capital exports, and the under consumption argument is only one of them. It states that with the emergence of monopoly from free competition, the investment seeking part of surplus value rises faster then the available investment opportunities, thus necessitating capital exports, owning to a decline in the share of consumption in social products. This decline could be for any or all of the following reasons: (i) the share of wages falls because monopoly entails fixing higher prices relative to money wages; (ii) surplus value is redistributed from non-monopoly small capitalists who consume a larger share of it to monopolists who consume a smaller share, again because of this monopoly pricing; and (iii) even without monopoly pricing, surplus value that would have accrued to many smaller capitalists now in any case accrues to a few monopolists that have taken their place. In other words, the shift in distribution of social product in favour of the monopolists reduces the share of consumption and increases the share of the investment-seeking surplus value. But since investment opportunities are ultimately linked to the growth of consumption (unless one postulates investment for investment's sake a la Tugan-Baranovsky), this growing share of investment-seeking surplus value must spill over into capital exports, or else there would be a realization crisis of growing intensity. 12
A variant of this theory which can be put forward, and which has attracted little attention despite its historical significance, is that with the emergence of monopoly, there is a transfer of income in favour of the monopolists via price-fixing, not so much from domestic workers or non-monopoly capitalists as from petty primary producers mainly located abroad. There is, in other words, a shift in the terms of trade against primary producers which may precipitate a realization crisis via a reduction in the demand for exports, unless capital exports are made to counteract it.13
But to return to the original variant, suppose we rule out underconsumption altogether. Suppose there is no fall in the share of consumption: the share of wages remains unchanged and all capitalists consume the same fraction of the surplus value accruing to them irrespective of its size. So the share of investment-seeking surplus value in total output remains unchanged; only, monopoly pricing ensures that it is redistributed in favour of the monopolists. But since the monopoly capitalists, in the absence of any realization crisis, would be earning a rate of profit higher than that of the non-monopoly capitalists, they would consider only those investment projects worthwhile which fetch them this higher rate of profit. Hence a number of investment projects, which would otherwise have been taken up had there been no monopoly, would no longer be taken up once monopoly arises, and this would necessitate export of capital in order to fetch a rate of profit which the monopoly capitalists consider worthwhile. Export of capital, by preventing realization crises, would ensure the monopoly rate of profit, and to continue to obtain this rate monopoly capitalists would continue further export of capital. Hence an increase in investment-seeking surplus value relative to investment opportunities can arise not because the former has risen as a proportion of output, but because the latter has shrink owing to the monopolists' desire to earn a higher-than-average rate of profit on their investments.
We have so far discussed the question in the context of changes in income distribution arising from monopoly pricing policies. But even assuming there are no such changes, the emergence of monopoly with the associated concentration in banking would necessarily still mean that the monopoly sector would have a larger access to funds. And simply to the extent that it has greater fluidity, even assuming that it does not always insist upon a higher-than-average rate of profit as a condition for making an investment, it would be able to pick out many more lucrative investment opportunities abroad, and hence there would be export of capital. Hence as long as concentration of capital gives it greater fluidity, and as long as lucrative investment opportunities exist outside which fetch a higher return at the margin than domestically, the emergence of monopoly would lead to capital exports. Of course to the extent that possession of 'spheres of influence' enables the monopoly capitalists to use their 'connections' enables the monopoly capitalists to use their ‘connections' for creating profitable investment opportunities abroad, to that extent the tendency to export capital would be even stronger.
Thus realization crises can arise even when there is no tendency towards underconsumption, and capital exports can occur even when there are no realization crises, actual or potential. There exists a direct link between the emergence of monopoly and capital exports which has nothing whatsoever to do with the question of realization, let alone underconsumption. Of course the factors mentioned above do not preclude one another, and in any case in practice it may be difficult to distinguish between them; for example, capital exports as a result of relatively restricted domestic investment opportunities can occur only when profitable investment opportunities exist abroad, and when they do exist it is difficult to decide whether it is the ‘pull' from abroad or 'push' from home that is responsible for capital exports. But in Lenin, clearly the emphasis is not on underconsumption. Indeed in Imperialism the accent is not so much on distribution of income as on the distribution of command over capital, the least of the three factors mentioned above.14 The importance of overseas branches of banks is underlined, but not the question of terms of trade. This may be due to the pre-war 'over-heating' of imperialist economies, which Lenin must have witnessed, and which pushed the entire realisation problem into the background. Instead the emphasis in Lenin is on the fluidity of capital owing to its concentration, the existence of more profitable investment opportunities abroad, and the use of 'connections' to create such opportunities. While the emphasis on the last two is well known, as regards the first the following remark from his Introduction to Bukharin's Imperialism and the World Economy is worth quoting:
The typical ruler of the world became finance capital, a power that is peculiarly mobile and flexible, peculiarly intertwined at home and internationally, peculiarly devoid of individuality and divorced from the immediate processes of production, peculiarly easy to concentrate.15
Thus the very nature of finance capital gives rise to capital exports. It is not necessary for the validity of Lenin's theory that there should be a relative fall in .the share of wages, i.e. relative impoverishment of the working class; still less is it necessary that there be any absolute impoverishment. Those who argue from the fact of improvement in real wages in the advanced capitalist countries that Lenin's theory has thereby ceased to be valid, or stands refuted, are obviously off the mark. 16 indeed the tendency for capital exports under monopoly capitalism does not even require for its validity a higher rate of profit abroad at the margin than what can be earned domestically;17 even if the rates are equal, a greater certainty about earning it abroad would still induce capital exports, as for example with the investment in Indian railways where the colonial government had guaranteed a minimum rate of return.18
This tendency for capital exports in preference to home investment does not necessarily imply that in periods when home investment is low, capital exports should be higher. Indeed both may be subject to similar cyclical influences and may move up and down together. When investment opportunities at home are poor, investment opportunities abroad may be equally poor. So W.H.B. Court's argument that synchronous movements in home and foreign in-vestments constitute a disproof of Lenin's theory regarding capital exports is rather off the mark.19 Likewise the fact that foreign investments through the demand for larger exports tended to stimulate home investment is not a refutation of Lenin's theory as claimed by Bill Warren.20 And lastly, as argued in more than one paper in this volume, the fact that the larger share of overseas investment went to the temperate regions of white settlement rather than to the tropical colonies is not a damaging one for Lenin's theory.
While capital exports are by no means the explanation for imperialism in Lenin's theory, they nevertheless play a crucial role in his theory, and that is in regard to the ‘labour aristocracy'. Very clearly in the preface to the French and German editions of Imperialism though less so in the text, Lenin linked the possibility of bribing the labour leaders and the upper stratum of the labour aristocracy to the enormous superprofits from capital exports.21
Lenin was perhaps most influenced by Hobson in his analysis of the link between capital exports and the growth of reformism. One can argue that imperialism gives rise to opportunism in the working-class movement for a variety of reasons, of which ‘bribery' of the workers' aristocracy was one, and also that income from usury as such was only one of the factors behind the success of imperialism. In other words, the link, namely income from usury leading to bribery of a section of workers and of trade-union leaders, a link which underlies the growth of reformism, is only one element of a complex process.
Indeed the very basis of the so-called pre-war prosperity lay in the massive volume of invisible earnings by the world's greatest lender Britain. The other imperialist countries, which were growing rapidly, expanded their imports of primary products from the underdeveloped world and ran up a heavy joint-deficit. This deficit was met by them through increased exports of manufactures to Britain. Britain however earned such large amounts of investment income as well as invisible income from shipping and other services that she not only could cover her payments but even made enormous capital exports. Additionally of course colonial markets like India were made to absorb large magnitudes of British goods to keep the multilateral payments system intact.22 in other words, in the absence of the investment income the imperialist countries could not have experienced the rapid growth they did; they would have been forced either to curtail their growth rates, or to squeeze their domestic wages relatively. That is, the wages and employment situation of the working class in these countries would have been far worse than it was, without the investment income, and consequently the soil for the growth of reformism much less fertile.
But apart from the earnings from capital exports, there were several other contributing factors. The direct political tribute from the colonies, notably the so-called 'Home Charges' from India, continued to play the role in the period of imperialism that it had played in the colonial period. Secondly the terms of trade between primary products and manufactured goods moved sharply against the former in the last quarter of the nineteenth century. This was reversed in the run-up to the war, but again became adverse for the primary products in the twenties and the thirties. Adverse primary product prices of course boosted the real wages of workers in the advanced capitalist countries.
Looking specifically at the link between the emergence of monopoly capitalism and the growth of reformism, we have to reckon not only with the superprofits from foreign investment but also the adverse terms-of trade that monopoly imposes upon primary producers. It has often been argued that there is no evidence of any secular decline in the terms of trade for primary products. While the hypothesis of ‘trendlessness' may get some support for 1900-70, more recent experience of primary products prices, barring petroleum, would obviously strongly reinforce the conclusion regarding a secular deterioration. And in any case, for the six to seven decades up to the Second World War, deterioration in the net barter terms of trade for primary products vis a vis manufactures, as a secular phenomenon, is unambiguously established.23 Much of the nineteenth century, interestingly, was characterized by improving terms of trade for primary products. The turn around from a secular improvement to a secular deterioration is causally linked to, and coincides roughly in time with, the emergence of monopoly capitalism.
Two additional factors should be noted in this context. First as Kaldor has argued recently, there is an asymmetry in the impact of booms and slumps upon commodity producers.24 Favourable terms of trade for primary products are not necessarily passed on to the producers, while unfavourable terms of trade are, by those who control the trade in primary products. Since in a large number of primary products it is monopoly capital that does in fact control the trade, even when there is no secular declrae in the terms of trade there may still be a secular increase in the squeeze on primary producers and a boost in the profits of monopoly capital. When there is a secular decline, clearly the squeeze on the primary producers would be even greater. Secondly, monopoly imparts a downward rigidity to the prices of manufactured goods. Increases in productivity do not, as under competition, get passed on in the form of lower prices. If productivity grows faster in the manufacturing sector, as indeed it traditionally did, its impact, ceteris paribus, would be to give so much larger surplus value to the monopoly capitalists. The workers may bid away a part of it and improve their position. Thus, by denying potential benefits of productivity growth to the primary producing colonies, ex-colonies and underdeveloped countries, monopoly capital is in a better position to bribe a section of workers, or even to concede higher wage demands to the organized workers as a whole. This has been an important effect of monopoly; a misreading of it has given rise, as we shall argue below, to a number of erroneous theories of unequal exchange in recent years. But if even with secular stability in the terms of trade, monopoly acquires this increased ability to manoeuvre vis a vis its domestic working class, then of course with a secular deterioration for primary products, its ability to make concessions is so much the larger.25
But from this it would follow that if primary producing countries collude together and get enough bargaining power to raise their prices, then the ability of monopoly capital to 'manage' its internal class conflict gets correspondingly circumscribed, as has happened in recent years. Altogether therefore the dialectics between monopoly capital's ‘external relations' vis a vis colonies, spheres of influence, etc. and its internal relations vis a vis the working class, a dialectics that Lenin pointed to, obviously needs considerable elaboration arid development.
Lenin's remarks on the tendency to decay in monopoly capitalism are another area where much misinterpretation persists. In the section dealing with this topic, Lenin-no doubt talked of the holding back of technical progress that becomes economically possible with the emergence of monopoly, but he also heavily qualified his remarks:
Certainly, monopoly under capitalism can never completely, and for a very long period of time, eliminate competition in the world market (and this, by the by, is one of the reasons why the theory of ultra-imperialism is so absurd). Certainly the possibility of reducing the cost of production and increasing profits by introducing technical improvements operates in the direction of change. But the tendency to stagnation and decay, which is characteristic of monopoly, continues to operate, and in some branches of industry, in some countries, for certain periods of time, it gains the upper hand.26
Elsewhere he wrote:
It would be a mistake to believe that this tendency to decay precludes the rapid growth of capitalism. It does not. In the epoch of imperialism, certain branches of industry, certain strata of the bourgeoisie and certain countries betray, to a greater or lesser degree, now one and now another of these tendencies. On the whole, capitalism is growing far more rapidly than before; but this growth is not only becoming more and more uneven in general, its unevenness also manifests itself, in particular, in the decay of countries which are richest in capital (Britain).27
Since Lenin's days, an impressive body of literature has developed, analysing in general the tendency towards stagnation in monopoly capitalism, and in particular the slowing down of the pace of introduction of innovations that monopoly, ceteris paribus, entails.28 But as the retoarks of Lenin quoted above show, his own position was much more complex and certainly did not amount to a simpliste prediction of a slowing down of growth or of technological stagnation, as many have made it out to be.29 Nor was Lenin's conception of decay simply intended to convey moral opprobrium. The concept was used rather in the specific sense that imperialism marks the beginning of the end of capitalism: 'We must define it as capitalism in transition, or more precisely, as moribund capitalism.'30 The moribund nature in other words is synonymous with the fact that it is capitalism in transition, not in the sense of the truism that any period is a transition between the preceding and the succeeding periods, but in the specific sense that it brings revolution on the agenda of the day. Even here Lenin's thought is quite specific: the fact that imperialism brings revolution on the agenda of the day is not because of the horrors of the wars it perpetrates. Lenin's is not an abstract pious hope that because of these horrors 'people are bound to revolt'. It is a very specific and concrete reading that imperialism does objectively and subjectively, i.e. by opening the eyes of the workers to its true nature and raising their revolutionary consciousness, prepare the ground for a revolutionary crisis. Interestingly, it is not the war as such that Lenin sees as having opened the eyes of the working people but its aftermath, the Treaty of Versailles.
In Western Europe we see the decay of imperialism. You know that a year ago it seemed even to the German socialists, and to the vast majority of socialists—who did not understand the state of affairs—that what was in progress was a struggle of two world imperialist groups, and they believed that this struggle constituted the whole of history, that there was no force capable of producing anything else. It seemed to them that even socialists had no alternative but to join sides with one of the groups of powerful world predators. That is how it seemed at the close of October 1918.... See how many illusions were shattered by that war. We are witnessing the decay of German imperialism, a decay which has led not only to a republican, but even to a socialist revolution. Everyone knows that social revolution is maturing in Western Europe by leaps and bounds and that the same thing is happening in America and Britain.... The Treaty of Versailles opened the eyes of the people of the victor nations, and showed that in the case of Britain and France, even though they are democratic states, we have before us not representatives of culture and civilisation, but countries ruled by imperialist predators.... The internal struggle among these predators is developing so swiftly that we may rejoice in the knowledge that the Treaty of Versailles is only a seem-ing victory for the jubilant imperialists, and that in reality it signifies the bankruptcy of the entire imperialist world.31
If the war and in particular its aftermath opened the eyes of the workers, the war also drew the ‘dependent peoples' into world history. Drawing upon Hobson's conclusion that 'parasitism' consisted not only of 'economic parasitism'—the ‘rentier state'—but also in imperialism's tendency to make colonial peoples fight its wars, Lenin argued that by levying soldiers for the imperialist war from the colonies and the backward countries and teaching them the use of arms, 'a very useful thing', imperialism had helped the revolution. Soviets were possible in the non-capitalist countries, not workers' Soviets, but peasants' Soviets, or Soviets of working people. 32
But the revolutionary crisis that Lenin saw maturing was not just due to enhanced consciousness all around. It had its economic roots. With copious references to Keynes' The Economic Consequences of the Peace Lenin argued that Europe as a whole was heading for bankruptcy. Enormous increases in the cost of living had made the position of the workers even in the victor countries intolerable, not to mention the colonies, dependent territories and the vanquished powers.
If on the hand the economic position of the masses has become intolerable and, on the other hand, the disintegration described by Keynes has set in and is growing among the negligible minority of all powerful victor countries then we are in the presence of the maturing of the two conditions for the world revolution. 33
Thus not only had the conditions for revolution matured, but even revolutionary consciousness had heightened in the aftermath of the war, creating a revolutionary crisis for imperialism. But against those who tried to prove that the crisis was absolutely insoluble for imperialism, Lenin warned that 'there is no such thing as an absolutely hopeless situation.... To try to "prove" no way out the situation would be sheer pendantry—practice alone can serve as real "proof" in this and similar questions'.34
Lenin's understanding about the decay of capitalism is absolutely inseparable from his writings on the war and the post-war revolutionary crisis. This crisis to him illustrated in no uncertain manner the decaying and moribund nature of capitalism. To separate his writings on the post-war situation as concerning a particular conjuncture from his theory of imperialism, to draw a distinction between theory as such and particular conjunctures, is to miss the whole point of his theory, namely that imperialism necessarily gives rise to such conjuctures.
This conception of decaying and moribund capitalism, as Sweezy had pointed out long ago, marked a radical departure from the terms of the debate among the Marxists prevailing until then.35 Marx's analysis that capitalism by its own internal logic proves to be a fetter on the development of the productive forces at a certain stage and is superseded by socialism had, prior to Lenin, been interpreted in terms of a tendency towards economic breakdown. Bernstein had proclaimed the need for revising Marxism on the grounds that no such tendency towards a breakdown could be discerned. Luxemburg by contrast had asserted the revolutionary cause by arguing that such a tendency existed. Lenin radically broke with this tradition. The decay of capitalism consisted not in any tendency towards an economic collapse per se, but in its increasing predatoriness leading to wars and revolutionary crises. Imperialism heralded social revolution; it was capitalism in decay. The subsequent Comintern formulation of the general crisis of capitalism obviously took off from Lenin's concept of capitalism in decay. The general crisis did not mean economic stagnation. It referred to a more or less prolonged period of revolutionary transformation, stimulated by conjunctures into the making of which both economic as well as non-economic elements, themselves the products of imperialism and its general crisis, entered.
Of course, to say that capitalism has entered into a general crisis of revolutionary transformations does not absolve Marxists from the responsibility of making a specific analysis of the economic performance of monopoly capitalism, particularly of the extraordinarily rapid growth and technical progress of the post-war years. General characterizations are no substitute for specific analysis, as Chakravarty points out in his paper in this volume. Marxists today cannot merely rest content with Lenin's analysis and repeat general formulae. But a precondition for developing Marxist theory is a correct appraisal and interpretation of Lenin's formulations. The foregoing remarks are meant only to show that Lenin himself is submerged under misinterpretations. Before concretely analysing the current conjuncture, we have to 'read' Lenin himself. Marxism would be a loser not only if it is reduced to a repetition of stock phrases from the classics, but also if the classics are abandoned in a rampant quest for originality. Post-war literature bears eloquent testimony to the fact that the latter danger is not insignificant.
To the extent that one can generalize at all from the mushrooming western literature on imperialism, one discerns two diametrically opposite tendencies. On the one hand there is the view that the development of the so-called Third World is constrained by imperialism; to talk of feudal or semi-feudal hangovers is to perpetuate a myth. Within this view of course there are numerous different shades of opinion, but they all have this in common, namely that they locate the fetter on development in the Third World in the operation of imperialism, using the terms not in Lenin's sense but as an undifferentiated concept covering several centuries and subsuming under it all the different periods which are otherwise divided into colonialism, imperialism, etc.36 As against this view, there are those who hold that imperialism is over and done with. It is no longer a fetter on the Third World's progress, if it ever was. The lack of progress in the Third World, to the extent there is such a lack at all, is solely due to its internal structures.37 The problem with both these approaches is that they one-sidedly emphasize the ‘external' or the 'internal' constraints; the dialectical link between the two is completely lost sight of.
The theory of 'external' constraint has of late been sought to be strengthened by a new version of the concept of 'unequal exchange' developed by Emmanuel which has very far reaching implications.38 if there is free mobility of labour and capital, so the argument goes, then there would be an equalization of wage-rates and profit rates, and the international prices of commodities would be identical with their prices of production. What we find in the world however are immense differences in wage-rates between the developed and the underdeveloped countries, while the profit rates are more or less equal. This is because while capital is internationally mobile, labour is not. The prices at which commodities are exchanged internationally are therefore reflective of these wage differences and hence constitute departures from the prices of production; the exchange between the developed and the underdeveloped countries' commodities thus constitutes unequal exchange, which serves to perpetuate and even widen the gap between these two sets of countries. The absence of free labour mobility implies that wage differences are not eliminated; the unequal exchange arising from this tends to widen wage differences over time. It follows then that the entire working class of the advanced capitalist countries benefits directly and consciously, since it is primarily responsible for preventing free labour mobility, from this unequal exchange. International solidarity of the working class is not only a myth, but has no economic basis whatsoever. What we have instead between the workers of the two countries is a relationship of exploitation based on unequal exchange.
This entire theoretical construct, which Bharadwaj examines in her paper in this volume, is logically questionable. The assumption that free mobility of capital can only equalize the rate of profit while free mobility of labour is necessary for equalizing wages is erroneous. Free mobility of capital alone can equalize both the rate of profit as well as the wage-rate. As long there is genuine free mobility of capital, if there are any wage differences, then capital will move from the high-wage to the low-wage country to produce the same commodities and with the same techniques of production that it was doing in the high-wage country. If there is free capital mobility, in other words, between England and India, then capital flows would not just equalize the rate of profit in textile manufactures in Lancashire with the rate of profit in cotton growing in Bombay; it will keep shifting textile manufacturing itself to Bombay until the Bombay wages become equal to the Lancashire wages. Genuine free mobility of capital, in short, is incompatible with the existence of wage differences. Free mobility of labour is not additionally necessary for equalizing wages; free mobility of capital is enough to achieve such an equalization. If wage differences persist, then the reason is that we do not have free mobility of capital in the real world. Indeed the problem of underdevelopment would not have arisen if capital had genuine free mobility across all countries.
But that is not all. Even if there is no free movement of capital between Lancashire and Bombay, as long as investment occurs in Bombay in producing textiles with the same techniques as in Lancashire, the lower wages in Bombay would supplant Lancashire as a textile producer. More generally, if there is free trade and unrestricted competition between Third World manufacturing products and those of advanced countries, then the lower wages in the former would enable it to supplant the latter. The reason this did not happen was that under colonial or semi-colonial conditions or conditions of dependence, investment in manufacturing was hamstrung by a number of deliberately coercive constraints imposed by the advanced capitalist countries, ranging from discrimination against local capital and its exclusion from any position of importance in the local political, financial and administrative spheres, to protection against Third World products in First World markets.39
In other words wage differences can exist only under conditions where there is insufficient capital mobility and where constraints and coercion are deliberately imposed upon the local capital of the low-wage country. No amount of trade union pressure in the high-wage country preventing labour immigration can succeed in keeping wage differentials if these two conditions are not met. Emmanuel's proposition that under conditions of free capital mobility but labour immobility initial wage differences tend to get widened is theoretically untenable. On the contrary they would tend to disappear over time. They would not, when there is capital immobility, and when there are constraints upon local capital, conditions fulfilled in the context of colonialism and dependence. Thus wage differences through unequal exchange are not a cause of underdevelopment; on the contrary they are symptomatic of a colonial and dependent relationship. It is this basic fact that underlay the wage differences. Arthur Lewis' 'explanation that wage differences were caused by successful agrarian revolutions in one case and not in the other is equally faulty since it does not explain why capital flows did not eliminate such differences'.40
But the conditions for the existence of or persistence of wage differences is one thing, their widening over time is quite another. Even if we assume that wage differences exist and a particular pattern of commodity specialization is artificially imposed whereby the high-wage countries specialize in manufacturing, and the low-wage countries in primary production, this initial difference need not widen over time, or at any rate not as much as it did, if the benefits of productivity growth are passed on in the form of price decreases. Indeed throughout the nineteenth century until the sixties or the seventies, the terms of trade between manufacturing and primary production moved against the former, owing to the cheapening effect of the higher productivity growth in it. But with monopoly all this changes; with prices being inflexible downwards, the effect of productivity growth, which is usually higher in manufacturing in any case, is to put more profits in the hands of the monopolists. With workers organized, but primary producers unorganized, the former bid away a part of this increase but the latter cannot, which widens the disparity between the two. In this case it is not that prices of manufactures, the advanced country's products, remain high because the wages have gone up there; rather the wages go up because prices remain high and the workers are organized enough to snatch away a part of the extra profits on account of productivity growth. Thus it is not the workers of one country that directly exploit the workers of the other; rather it is monopoly capital which not only exploits one group of workers but also puts the squeeze on another. But how it squeezes one group or the other depends upon their relative strengths. Such a view is important because from it follows the conclusion that an increased bargaining power of Third World producers would exacerbate the class conflict in the advanced capitalist countries, a conclusion that is being clearly borne out in practice. This however is only a particular instance of Lenin's general proposition that class struggle of the proletariat and the national struggle of the backward countries are closely linked, the latter strengthening the former. The impact of the Vietnam war in various ways upon the capitalist world is another more obvious instance.
*     *     *     *
To say this of course is not to minimize the significance of the changes in the world since Lenin's time or the need for developing Lenin's analysis to cope with the contemporary world situation. On the contrary this is an imperative, though daunting, task. Needless to say, the present volume is not directly addressed to this task. Quite apart from the limitations of the participants, situated as they are in a single underdeveloped country with their perspectives necessarily constrained by that fact, the papers included, all but one, were presented at a seminar held in New Delhi in October 1981. The participants do not necessarily hold common views; the papers like all seminar papers range widely, do not between themselves cover all aspects of the problem and in any case do not add up to one or more coherent totalities. The purpose of bringing them together in a volume is two-fold: to stimulate discussion on these questions by making available some preliminary material, and to give an idea of how certain issues which have been so much discussed in the West, appear when viewed from an Indian perspective, by a group of Indian authors drawn from within the academic world as well as from outside it.
The sixteen papers in the volume are divided into five different sections. The first section 'Lenin in Retrospect' contains two papers, one by A.K. Bagchi interpreting Lenin's theory of imperialism, and the other by Kitty Menon evaluating Lenin's insights with the help of empirical data on contemporary capitalism.
In the second section, 'Aspects of Contemporary Imperialism', there are four papers which explore in various ways two major themes of post-war capitalism: the precise content of state monopoly capitalism as it developed after the Second World War under the influence of Keynesian ideas, and the changing pattern of inter-imperialist contradictions. Two of the papers, by Amit Bhaduri and Amal Sanyal, deal with the first theme, and in particular the relationship between rentier and industrial interest, on which they have somewhat differing views. Two other papers, by Sunanda Sen and Anil Rawat, deal in different ways with the second theme, the former arguing that contradictions among imperialist countries should not be exaggerated, and the latter discussing in detail the evolution of the U.S.-Japan relationship.
The third section, 'The Current Conjuncture', discusses the capitalist crisis and the question of war. Prabhat Patnaik sees the post-war boom as being predicated upon a particular configuration of internal and international class relationships, which get progressively undermined by the boom itself, leading to the current protracted crisis as a necessary sequel. Sukhamoy Chakravarty by contrast sees some usefulness in the hypothesis of the Kondratieff Cycle, at least for highlighting the ebb and flow of innovations which he feels deserve serious study. E.M.S. Namboodiripad argues against drawing any mechanical conclusions from Lenin to the effect that wars on a global scale are inevitable in the current conjuncture.
The fourth section, 'Imperialism and Third World Industrialization', contains three papers. C.P. Chandrasekhar provides a detailed critique of the theoretical position of the Starnberg group that there has been a significant shift in the pattern of international division of labour to the actual detriment of the metropolitan countries. B.T. Ranadive argues that permitting a measure of industrialization in particular spheres in the Third World has been a part of imperialist strategy in the new circumstances of the post-war epoch. C.P. Bhambri underlines the dual character of the bourgeoisie in many Third World countries like India vis-a-vis imperialism.
The last section is devoted exclusively to a critique of some recent theoretical writings on the left. Krishna Bharadwaj is critical of Emmanuel's theory, while Utsa Patnaik finds the writings of three influential authors—Frank, Wallerstein and Amin—flawed by what she calls a ‘circulationist' bias, i.e. an erroneous preoccupation with the sphere of exchange to the exclusion of the sphere of production. She finds Amin's theory of unequal exchange untenable, as does Usha Menon who extends the critique to Mandel's theory as well. Madhu Prasad joins issue with a number of formulations of Perry Anderson regarding the context of post-war capitalism and the relevance of Leninism to it.
The lively discussion which each of these papers generated at the seminar unfortunately could not be published. The papers by no means represent any consensus among the participants. Each stands on its own and represents the views only of its author. But if the volume draws the attention of the public to some of the questions raised in them, then its publication would have been more than amply justified.
Editor
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Lenin in Retrospect



1
Towards a Correct Reading of Lenin's Theory of Imperialism1
Amiya Kumar Bagchi
Imperialism may be defined as the persistent tendency of mature capitalist state systems to generate violent conflicts. The conflict may occur between the advanced capitalist states themselves, between the advanced capitalist states and relatively backward states, between the relatively backward states, and between the capitalist and socialist states. In this sense the word 'imperialism' has been part of the vocabulary of revolutionary leaders and peoples at least since Lenin's time. Given the variety of situations in which the phenomenon crops up, and given the myriad differences among revolutionary workers regarding the correct diagnosis of a particular situation, it is not surprising that there have been inconsistent uses of the word 'imperialism'. The evidence of such inconsistency has been utilized by many bourgeois economists and historians to deny the usefulness of a theory of imperialism altogether.2
However, in the face of an almost continuous state of armed preparedness for aggression by the major capitalist powers and a number of actual wars unleashed on the peoples of the Third World by such powers, imperialism has to be discussed as a phenomenon, even if the sanction of parish dominies posing as scholars is lacking. The theory of imperialism has necessarily to be abstract, if it has to explain global and endemic phenomena. For short-term forecasting of localized conflicts a different construction would be needed. V.I. Lenin's theory has so far been the most authoritative of all the theories put forward to explain the phenomenon of imperialism. For the same reason, it has been subjected to the greatest amount of sniping by both enemies and misguided adherents of Marxism. The present paper may be seen as an attempt at a restatement and interpretation of Lenin's theory, so as to bring out its logical structure and its enormous explanatory power, without robbing it of its scientific content in the process.
Lenin set out to do two things at the same time: he outlined the general problematic of explanation of potential or actual armed conflicts in the phase of monopoly capital, and at the same time he applied his theoretical framework to explain the particular conflagration, viz., the First World War, which set the background for the October Revolution. To look at Lenin's achievement in another way: he provided the axioms and relations which would demonstrate that capitalism in the phase of monopoly capital was globally unstable as an international state system, and he imposed particular restrictions on those relations to show how the First World War came about.
As in the case of any general theory, the major relations and variables in Lenin's theory have to be interpreted or assigned particular values in order to bring it to bear on an empirical phenomenon. It is entirely possible to reject a particular interpretation of the relations or particular assignments of values while defending the general theoretical framework. On the other side, it is necessary to insist that the theory has to be always interpreted in particular cases. Hence the statement that Lenin's theory can be applied today in exactly the same way in which it was applied to explain the origins oi the First World War would be, strictly speaking, meaningless. The fallacy is of the same kind as is perpetrated when somebody tries to apply Newton's theory of gravitation along with the particular value obtained for the gravity of the earth in order to explain the motion of Saturn around the sun.
The difficulty of extending Lenin's theory has, however, been aggravated by an extremely desiccated interpretation that has passed as current coin in academic literature. One objective of this paper is to insist on the richness and complexity of Lenin's theory, a richness that can raise it from the barren field of scholastic exercise to the comprehension of contemporary problems. The failure of particular interpretations of Lenin's theory in its desiccated form has often been used by bourgeois theorists in order to dismiss the theory itself. By implication or explicitly, the whole tradition of the Marxist-Leninist theory of imperialism to which Rosa Luxemburg and Nikolai Bukharin also made important contributions has been impugned. On the other side, attempts have been made to denigrate Lenin's achievement by showing that there is nothing in Lenin as far as the theory of imperialism is concerned which cannot already be found in Hobson, Hilferding, Bukharin and Luxemburg. We shall try to show how Lenin's construct transcends those of Bukharin and Luxemburg.
Lenin derived some elements of his theory from Hobson, the English radical liberal. Bourgeois critics, and sometimes the so-called neo-Marxist critics also, use a critique of Hobson as a way of dismissing the Leninist construct as if the two theories were equivalent. Alternatively, they defend Hobson and dismiss Lenin because he was either allegedly an economic determinist or a narrow interpreter of the origins of the First World War beyond which his theory has nothing to explain. In the Appendix to this paper, we have listed some common misrepresentations and mistaken criticisms of the Marxist-Leninist theories of imperialism.
It is necessary here to note that Lenin's (or, for that matter, Hobson's) theory has to be 'read' (in Althusser's sense) to grasp it fully.3 In particular, the problematic posed by Lenin in his Imperialism can be correctly understood only if it is read in intimate relation to his writings on the problem of self-determination of nations. Similarly, Hobson's analysis in his book, Imperialism: A Study,4 has to be read in relation to his earlier book, The Evolution of Modern Capitalism, first published in 1894.5 Hobson was no more an angry radical, innocent of the pattern of development of capitalism (of which imperialism was a product and a symptom), than Lenin was an economic determinist explaining the First World War as a conflict between the pound and the mark. A proper understanding of the foundations of Lenin's theory would require the retrieval of Hobson's construct from the accusation of an ahistorical moral outburst as it would require on the other side, the complementing of Lenin's economic analysis with his deep understanding of the international political alignments of his time. It is not necessary, however, to develop the distinction between Hobson's and Lenin's theories in this context, for the difference between the two becomes fairly obvious once Lenin's construct has been properly understood.
Lenin's theory was conceived as a complete (although 'popular') statement of the problem of imperialism in his time and it is practically the sole example of a fully articulated theory. Thus it is not possible to 'complete' Lenin's theory in an obvious way and extend it to the present. Any application of his theory to later developments would involve both an interpretation, as we have already argued, and an extension or uncovering of some of its concealed foundations. The pertinent question is whether such an interpretation and extension can be defended on scientific grounds.
The phases of capitalist colonialism and capitalist imperialism
At the centre of Lenin's analysis lies the claim that imperialism marks the transition, in the heartland of capitalism, from competitive capitalism to monopoly capitalism. To a large extent, Lenin took the usual mechanisms of exploitation of colonies by imperialist powers for granted, and specifically assumed that the phenomenon of imperialism builds on colonialism. However, the analysis of the mechanisms of colonial exploitation and the motives for extension of colonies by metropolitan capitalist powers are precisely the areas where Rosa Luxemburg made her most significant contribution. The relation of colonialism to imperialism still produces confusion even among the radical analysts of capitalism6 and the unravelling of this relation is crucial to a proper presentation of the Marxist-Leninist theory of imperialism. Hence in this section, we shall contrast the crucial structural features of the phases of capitalist colonialism and capitalist imperialism, indicating thereby those features of the earlier phase which persist into the later one.
In order to avoid confusion, certain terms ought to be distinguished from one another. We shall distinguish the phrases 'uneven development' and 'underdevelopment'. The former will be confined primarily to the development at different rates between the different parts of the metropolitan capitalist economy. This may cover both uneven growth between the north and the south of Italy or the U.S.A., or between the U.S.A. and Italy. Essentially, this term is confined to an economic space within which there were no insurmountable barriers against a two-way flow of capital and labour. 'Underdevelopment' denotes the relative lack of progress (along the path of capitalism) of countries which have primarily been the suppliers of surpluses to the metropolitan economy.7 There can, of course, be 'uneven development' within an underdeveloped or retarded economy. But the phrase 'uneven development' will not cover the relative movements of say, the economies of Germany and Zambia or the U.S.A. and India.8
Similarly, it is necessary to distinguish between capitalist and pre-capitalist methods of exploitation. Essentially, capitalist methods involve the use of labour power as a commodity for the production of surplus value. Although, ideally speaking, it is only the exploitation of free wage labour which is the hallmark of capitalism, capitalists have also used chattel slavery and other forms of bonded labour for the earning of profit. So long as the major raison d'etre of the use of unfree labour is the realization of surplus value, the use of labour power in this form is also to be regarded as capitalist exploitation, although the bondage may have originally been caused by some other factor. Pre-capitalist methods of exploitation involve the use of labour services which have not been separated from means of production, and the development of non-market coercion for extracting the surplus. A predominantly pre-capitalist society can use some capitalist methods of exploitation, just as capitalists have continued to use pre-capitalist methods whenever it has suited them.
Since commodity exchange and petty commodity production have been associated with many pre-capitalist social formations as well as with basically capitalist economies, mercantile methods of exploitation such as usury and high rates of profits on alienation can be found both in capitalist and in pre-capitalist social formations. It is a hallmark of the phenomenon of underdevelopment that many capitalist enterprises rely on non-market coercion and mercantile methods of exploitation far more in underdeveloped societies than in advanced capitalist countries. A modern multinational corporation in the plantation industry would use highly’ automated methods of control in the final processing zone, in office communication and in relations with other large enterprises, while continuing to rely on a high rate of profit on alienation and unfree labour to realize a supernormal profit. In fact, automatic control methods and monopolization of land and labour within the region where the plantations are located might be crucial for obtaining a high rate of profit on alienation.9
Another set of terms which we will use focus on the phenomenon of 'colonialism' arid its gradations. We shall, for the most part, be concerned with 'colonies of exploitation' rather than with 'colonies of settlement'. The latter are offshoots of the metropolitan countries of Europe, and there is either no political dependence of the colony on the mother country at all or, if there is any dependence, it is not used to any great extent to siphon off surpluses from the colony to the mother country or to some other foreign land. In the case of 'colonies of exploitation', there is direct political control of the colony by the ruling country and the state apparatus is used for removing surpluses from the colony to the ruling country or to other lands in which the foreign rulers want to invest, and for benefiting a group of foreign businessmen. However, the terms 'informal colonies', 'neocolonialism', or 'voluntary colonialism' have also been used. To my mind, of these terms 'neocolonialism', or rather 'neocolonial methods of exploitation', can be given the clearest connotation. Neocolonial methods of exploitation involve transfer of surpluses from an underdeveloped country through the use of monopolistic and monopsonistic pricing methods by foreign companies and their collaborators, and through the use of foreign loans and so-called 'aid' on an official or a private basis. Such methods of exploitation in most cases originated in days of formal colonialism'. But they could also originate in countries which were politically independent, as was the case with most of the Latin American countries.
There are other words denoting hybrid entities or processes such as 'semi-feudalism', 'semi-colonialism', etc. They can be given a concrete meaning, either as separate words, or as a cluster of words denoting a particular conjuncture of phenomena (such as 'colonial, semi-colonial and semi-feudal') only in concrete historical contexts. Lenin had the great virtue that he was almost always specific about the particular economic and political dimensions of a situation he was analysing. (Mao Zedong's writings had a very similar specificity, but Lenin's canvas was generally broader.)
We shall also use the word 'colonialism' to denote a phase of capitalist expansion which could be said to have ended roughly around 1900. This does not mean that colonial methods of domination and exploitation did not continue after that. On the contrary, most of the features associated with colonialism continued in the underdeveloped countries down to the post-Second World War period. But there were new features characteristic of the phase of imperialism in Lenin's sense which supervened and partly modified the features characteristic of capitalist colonialism. In the following chart, at the risk of oversimplification, we present the continuities and breaks as between the phases of colonialism and imperialism up to 1945.
Statement A
Continuities between colonialism and imperialism up to 1945
1. The countries of the world (with the exception of the Soviet Union after 1917), were locked in a network of unequal interdependence. This interdependence took the form of flow of commodities, finance, and labour as between different countries, and the exertion of economic and political power on some countries by others.
2. The advanced capitalist countries, and those who were at different steps of the ladder of commodity production and capitalist relations, were involved in a continual rivalry for possession of markets, raw materials, command over labour power and technologies.
3. The capitalist classes of the advanced capitalist countries used state power to a greater or lesser extent to protect their home markets and control over technologies in various forms. The ruling classes of these countries also used the state apparatus to retain and extend control over the colonies or other countries in their spheres of influence.
4. There was a two-way flow of capital (in the sense of finance, capital goods and technologies) and labour, as between the different countries of Western Europe and their colonies of settlement. This flow had cyclical variations and was badly interrupted by the depression of the 1930s, but these were not irreversible changes.
5. There was a net outflow of capital from the Third World countries to the imperialist countries and their colonies of settlement.
6. Mercantilist and pre-capitalist methods of exploitation continued to play a major role in the exploitation of the colonies of the Third World. Since a major part of the surplus so extracted was drained away and since the development of forces of production in the Third World was impeded by other factors, precapitalist relations often became strengthened in major regions of the Third World. Side by side, of course, capital tried to break down 'natural economies' whenever they became an obstacle against its expansion.
7. The forces of production continued to develop in the advanced capitalist countries unleashing new commodities and technologies and calling forth new methods of control over labour.
Statement B
Breaks between the phases of colonialism and imperialism up to 1945
1. In the heartland of capitalism, concentration and centralization of capital developed to a stage where a major portion of the economy came under the control of cartels, trusts, giant companies specializing in particular fields, and conglomerate enterprises straddling several different fields. Agriculture also became properly 'industrialized' in this phase, with the rise of the chemical fertilizer industry, application of machines to agricultural operations and developments in genetics. Marx and Engels had foreseen that the full industrialization of agriculture waited upon the further development of the relevant sciences. 10
2. The use of the state apparatus to protect home markets, (which we have noticed under statement A.3) and to corral off particular spheres of influence became much more intense. Combined with the use of financial institutions to foster and protect industries, it gave rise to the paradigmatic example of 'finance capital' in Germany. (The case of Germany was also sometimes characterized by Lenin as 'state monopoly capitalism' because of the monopolization or cartelization of major branches of industry with the help of the state.)
3. Political expansion by different imperialist powers reached a state where they could no longer conquer new territories without encroaching upon each other's territory. This then led to a struggle for 'redivision of the world'.
4. As the imperialist powers suffered a reverse as a result of the devastation of the First World War, and also as a result of the creation of a socialist state in Russia, national liberation movements gained a new momentum in major Third World countries such as China, India, Egypt and Indonesia.
5. Export of capital, primarily within the group of advanced capitalist countries, acquired a new tempo, and this capital export went increasingly into the founding of industrial enterprises with a labour process characteristic of closely controlled factories.
It will be seen that under Statement B.4 we have brought in a phenomenon which became manifest only after imperialism had crossed its peak in a formal, political sense. This had to be done, both because imperialism was an entity composed of many heterogeneous elements and because, being of a self-contradictory nature, it harboured the potential for the birth of its destroyers within itself.
In both the phases, capitalism faced problems of realization from time to time. That is in the very nature of unplanned commodity production. These problems were overcome by breaking down the self-sufficiency of natural economies, by commercializing agriculture, by producing capital goods for ships, railways, ports and other facilities, by producing capital goods and consumer products, that displaced the outputs of traditional handicraft producers, particularly in Europe and Asia. In the era of imperialism, the pace of extension of markets and of fields for investment of capital failed to keep up with the enormous surpluses accumulating in the hands of the rentier classes of Britain and France. These surpluses were then spent on financing military expenditures of all imperialist countries and foreign, unproductive debts of such countries as Egypt and Ottoman Turkey.
A brief glance at Luxemburg's contribution
In the light of our discussion so far, we can see that Rosa Luxemburg's Accumulation of Capital was really focussed on the modus operandi and rationale of capitalist colonialism.
Luxemburg wanted to show, by using Marx's schemes of expanded reproduction, that it was difficult, if not impossible, to find a rationale for capitalist investment without postulating that capitalists made a profit by selling commodities to pre-capitalist sectors. These pre-capitalist sectors could be located outside the borders of the country or within it. Capitalist colonialism in the conventional sense became manifest when the pre-capitalist sectors were located outside the homeland of the capitalists involved. But the phenomenon of so-called 'internal colonialism' could easily be fitted into Luxemburg's scheme.
Luxemburg's analysis has been criticized on a number of grounds. It has been shown that logically capitalism could expand through the expanded reproduction of capital and even pace without encountering any realization problems so long as the process of expand reproduction was not interrupted (i.e. so long as, to use Joan Robinson's terminology, 'golden age' conditions prevailed). Empirically, Lenin's Development of Capitalism in Russia can be regarded as a demonstration of how capitalism spread ever further in a country which had been considered by the Narodniks to be unsuitable for the growth of capitalism. It has been shown that foreign investment as such could not solve problems of realization unless the capitalists were willing to allow the investments to be accumulated over time, or equivalently, if there are no uninterrupted export surplus generated and invested by the investing country involved.11
The most incisive critique of Luxemburg's logical criticism of the possibility of uninterrupted capitalist expansion, was provided by Nikolai Bukharin.12 The key logical point made by Bukharin against Luxemburg is summed up in the following passage:
According to Marx, accumulation is possible, realization is possible, expanded production is possible. However, these processes do not run smoothly, but complete themselves in contradicitions, both those which reveal themselves in the permanent variations of the capitalist system, and the others which express themselves in violent convulsions. In the last analysis, the process of capitalist reproduction itself represents an expanded reproduction of capitalist contradictions. According to Rosa Luxemburg, the matter is quite different. According to her, both a realization of the surplus value and accumulation and expanded reproduction are absolutely impossible, in so far as one is dealing with a purely capitalist society— to a certain extent, they are impossible from the very beginning, a priori. What, according to Marx, appears in the form of 'leaps' and spasms of the capitalist system, in the form of explosions of contradictions (crisis of over-production), is held by Rosa, according to the nature of the matter, to be a permanent mainfestation at any given moment in the industrial cycle.13
Apart from this critique of what appeared to be Luxemburg's essentialist position which focussed almost exclusively on the objectives of production, Bukharin also made the valid point that in considering the possibility of capitalist reproduction and, more importantly, tracing the course of a process of expanded reproduction, all the three circuits of capital discussed by Marx, viz, money capital, commodity capital, and production capital, must be brought under scrutiny. Export of capital in the form of commodities, even if it solved the realization problem temporarily, might set up imbalances in the circuits of the two other kinds of capital, and therefore, this route of solving the realization problem might again give rise to contradictions. (We turn to these matters again in the next section.)
Bukharin was right in insisting that expanded reproduction of capital was logically possible, and that the possibility of penetrating pre-capitalist sectors was neither a necessary nor a suffcient condition for the solution of the realization problems. But the fact remains that the possibility of bringing pre-capitalist sectors under their domain can raise capitalists, profits and ease their realization problems, and that capital has always sought to do this wherever it has been possible for it to do so. Luxemburg's brilliant description of the various methods adopted by capitalists to extend their sway over pre-capitalist social formations and the 'extensive growth of capitalism' (to use Bukharin's phrase) still retain their value both as generalized history of capitalist colonialism and as a taxonomy of the instruments of capitalist domination over, a penetration of, pre-capitalist sectors.14
Rosa Luxemburg by and large tended to underemphasize the importance of technical progress under capitalism and the significance of anarchistic behaviour of individual capitalists. She often argued as if the capitalist class as a whole took decisions to invest and, therefore, it was the profitability of their aggregate investment which determined what size that aggregate would reach in the next period. In real life some individual capitalists might find it profitable to invest in a particular field even if others made losses by investing in the same field. This does not mean that collective 'animal spirits' are never important for determining aggregate in-vestment; witness, for example, the performance of what has been entitled Japan Incorporated in the post-Second World War period. But answering questions of that kind requires the specification of particular historical conditions in addition to an analysis in terms of schemes of expanded reproduction.
Luxemburg's failure to grasp the nature of the break that occurred in the transition from capitalist colonialism to imperialism in Lenin's sense may perhaps be traced to her relative neglect of the internal dynamics of capitalist development. Correspondingly, her opposition to the slogan of the right of nations to self-determination in the fight against imperialism may be linked to her own doctoral work on the development of capitalism in Poland.15 From the valid finding that the capitalists in Poland were dependent on Russian markets for the uninterrupted growth of Polish industry, she drew the invalid conclusion that Polish independence could be the objective only of the backward-looking Polish nobility. It was both in a correct analysis of the transition from capitalist colonialism to imperialism, and in a correct emphasis on the significance of the struggle for the right of nations to self-determination, that Lenin's superiority over Rosa Luxemburg lay. Luxemburg's refusal to recognize the importance of national liberation struggle is all the more curious because she discussed in detail the importance not only of foreign loans and domestic tariffs but also of military expenditures in facilitating capitalist accumulation and resolving its attendant crises. One should have thought that she would realize how convenient it would be for domestic capital to bask in the protection of a nation state. This default may perhaps be attributed to her inability to retain a firm grasp of competition between fractions of capital in the international as well as the domestic spheres and her inadequate emphasis on the role of political struggles in every sphere in the march towards a socialist revolution.
Lenin's theory of imperialism
Perhaps the most important contribution of Lenin to the development of the theory of imperialism was to show that imperialism grew out of the relatively autonomous developmental processes in the metropolitan countries and to insist at the same time that imperialism was a phenomenon involving conflict between states and not just between monopolistic organiszations of capitalists. Lenin had already grappled with the question of the possibility and the necessity of the development of capitalism even in such an economically backward country as Russia. In his earlier debates with the Narodniks, he did not emphasize the role of military expenditures of the Tsarist state and the stimulation they provided for development of capital goods industries. Even in his first book, however, he demonstrated how capitalism was growing in Russia by breaking down pre-capitalist sectors as well as giving rise to further division of labour within the capitalist sector itself. When the First World War broke out, Lenin regarded Tsarist Russia as a key imperialist country and not just as a victim of imperialism, although in order to avoid the eyes of the censor he did not spell this out in his key text, Imperialism: The Highest State of Capitalism.16 In this 'Popular Outline' of his theory, Lenin emphasized (a) the emergence of monopoly from the contradictions of competitive capitalism, (b) the uneven nature of the development of capitalism even within the metropolitan heartland, (c) the continued presence of pre-capitalist conditions in most parts of the globe, including Russia, herself a major imperialist country,17 and (d) the increasingly parasitic nature of that combination of high finance and monopoly, which Lenin, following Hilferding, called ‘finance capital'.
Later students of Lenin have been almost mesmerized by the striking definition of imperialism he provided:
(1) The concentration of production and capital has developed to such a high stage that it has created monopolies which play a decisive role in economic life, (2) the merging of bank capital with industrial capital, and the creation, on the basis of this 'finance capital', of a financial oligarchy, (3) the export of capital as distinguished from the export of commodities acquires exceptional importance; (4) the formation of international monopolist associations which share the world among themselves, and (5) the territorial division of the whole world among the biggest capitalist powers is completed. Imperialism is capitalism at that stage of development at which the dominance of monopolies and finance capital is established, in which the export of capital has acquired pronounced importance, in which the division of the world among the international trusts has begun; in which the division of the world among the biggest capitalist powers has been completed.18
It has been alleged by Arrighi that 'monopoly capitalism' and 'imperialism' have become synonymous in Marxist usuage.19 There is no justification for this accusation in Lenin's own construct, except if somebody stuck only to his 'definition' and failed to understand the use of the 'historico-economic method' (in Lenin's own phrase) by which he arrived at the definition. There is also no warrant in Lenin's work for the charge that his theory, following that of Hobson, was rigidly underconsumptionist in character,20 or the opposite charge that Lenin subsumed the role of trading capital under that of produced capital and thereby pushed aside the problem of realization21 Lenin has also been falsely accused22 of oscillating between two notions of finance capital, one in the sense in which Hobson used it, that is, as ‘high finance', which continally crossed national boundaries—and the other in the sense of Hilferding, that is, as an amalgam between banks and monopoly capita) within national boundaries.
Most of the misinterpretations of Lenin spring—apart from the cases in which they originate in too casual a reading of even the text of Lenin's Imperialism and a desire to be clever at the cost of orthodox Marxism—from two basic sources. The first is a narrowly ‘economistic' reading of the text of Imperialism, which ignores the political analysis interwoven throughout the text. The second is a failure to relate Lenin's theory of imperialism which grew in integral association with his theory of the right of nations to self-determination. Lenin never conceived of the anti-imperialist struggle or struggle for a socialist revolution as being conducted only by the European working class. For him the world of imperialism was pockmarked not only with conflicts between the imperialist states but also with anti-imperialist struggles conducted by various states of the colonial peoples, including workers and peasants as well as the nascent group of intellectuals and bourgeoisie or proto-bourgeoisie of the colonies. Behind his rejection of the thesis of 'ultra-imperialism' propounded by Kautsky and his followers lay Lenin's awareness of the irreconcilable conflicts between imperialist powers. It was also prompted by his perception of the various dislocations (economic and political) between developments in Europe, and developments in the colonial countries, leading to anti-imperialist struggles at many levels in the colonies and semi-colonies—a perception which he had forcefully expounded long before the First World War broke out.23
This second default of overlooking his theorizing on national struggles might have been excusable in those earlier scholars who were ignorant of Russian and who did not have access to the correct dates of writing or publication of Lenin's essays and booklets on the right of nations to self-determination and on the phenomenon of imperialism. There is no such excuse now since an English language edition of his Collected Works has been published. From that edition it is clear that Lenin's Imperialism was written just after one key text on self-determination, namely, The Socialist revolution and the right of nations to self-determination: Theses' written in January-February 1916, and just before (or perhaps even at the same time as) another key essay, The Discussion on self-determination summed up' written in July 1916. If it was not obvious to the captious critics of Lenin from his political practice, it should have been obvious from this conjunction of dates that Lenin's Imperialism must be read as a political text and not just as an economist's analysis of the working of capital flows and structure of enterprises in the context of the early twentieth century.24
As a text aimed at political intervention, Lenin had somehow to encapsulate the various political and social conflicts in the structure of states organised under the imperialist systems and yet demonstrate convincingly how political conflict between the different imperialist powers becomes inevitable. In his masterly and strategic formulation of the theory, Lenin summed up the recent history of development of capitalism and at the same time highlighted the special significance of the conjuncture the First World War was. Lenin took pains to emphasize the composite nature of the portrait of monopoly capital that he presented.25 This meant, among other things, that all the features would not characterize all the major imperialist powers to an equal degree. In fact, the very unevenness of development within the group of imperialist countries would provide some of the tension that erupted into an open war. For example, 'finance capital' in Hilferding's sense was most characteristic of Germany; but finance capital in the sense of manipulations by high finance was much more characteristic of France and Britain.26 Lenin himself drew attention to the difference in the degree of state intervention as between Germany and the U.S.A.:
Take, for example, Germany, the model of an advanced capitalist country whose organisation of capitalism, finance capitalism, was superior to that of America. She was inferior in many other respects, in technical development and production and in the political sphere, but in respect of the organisation of finance capitalism, in respect of the transformation of monopoly capitalism into state monopoly capitalism, Germany was superior to America. 27
Lenin was not content with the delineation of unevenness of development among the imperialist countries; he was also vitally concerned with problems of underdevelopment of the colonial and semi-colonial countries and their national liberation movements. We will turn to these links of his theoretical construct a little later. Before that it would be useful to elucidate the concept of 'export of capital' which played a vital role in Lenin's theory and which continues to be confused by analysts who do not distinguish between different possible meanings of the phrase. We will also see in what sense capital export can help ameliorate the realization problem of capitalism.
1. First, export of capital can be simply the accounting expression of ploughing back of profit made by a citizen from an imperialist country in the host country. The profits could be made by such a citizen (or group of citizens) as a government contractor, as a financial agent, or as a holder of monopoly rights to plantation land or mining property, with very little initial investment of capital. The profits retained by such enterprises would turn up as capital exported from the imperialist country concerned, although no transfer of real resources has ever taken place from the imperialist to the host country. This is of no direct help in alleviating the realization problem in the metropolitan country, except when the profits retained in the host country are used to purchase capital and intermediate goods from the metropolitan country.
2. Secondly, export of capital can mean an actual transfer of finance (portfolio investment) from the mother country with little control over its use exercised by the investor. This also may not be of much help in solving the realization problem in the capital exporting country. This was true, for example, of much of British investment in the U.S.A. and Canada before the First World War, when such funds were mainly used to buy capital goods from the U.S.A.
3. Thirdly, the export of capital can take the form of direct investment by metropolitan firms or financing of government projects in colonies with control retained in the hands of capitalists and rulers of the mother country. This is of the greatest help for alleviating realization problems in the mother country. Such investment can also take place in a multilateral fashion, in which case realization problems are alleviated for the group of capital exporting countries taken together This is one reason why investment in colonies or in semi-colonial countries, such as the Ottoman empire or countries characterized by neocolonial methods of exploitation such as the Latin American countries, although it was quantitatively small—was so important for the slow-developing countries such as Britain and France in the period preceding the First World War. We can also see why governments of the advanced capitalist countries which exported capital on a large scale after the Second World War favoured either tied aid or loans or direct investment by their own firms in the capital-importing countries. This was particularly true of the U.S.A. and Britain—which lagged behind Japan and West Germany in the race for new markets—and also partially true of France, which occupied an intermediate position between Britain and West Germany.
The extent to which export of capital would quicken the develop-ment of capitalism in the host or transfers of capital, whether the form (2) mentioned countries depended on how far the host countries were net receivers above prevailed over forms (1) and (3) of export of capital (form (3) would be superior to form (1) under most conditions) and how far precapitalist social formations still prevailed in the host countries. Lenin recognized that export of capital might slow down capitalist development in the capital-exporting countries, but he also thought that this export would lead to further development of capitalism for the world as a whole.28
This last proposition of Lenin's has to be read along with his extensive writings on the problems of nationalism and on the right of nations to self-determination. Lenin distinguished three types of countries with respect to the self-determination of nations—and roughly the same countries would also be graded into three categories with respect to the development of capitalism.
First, the advanced capitalist countries of Western Europe and the United States. In these countries progressive bourgeois national movements came to an end long ago. Every one of these 'great' nations oppresses other nations both in the colonies and at home...
Secondly, Eastern Europe: Austria, the Balkans and particularly Russia. Here it was the twentieth century that particularly developed the bourgeois-democratic national movements and intensified the national struggle...
Thirdly, the semi-colonial countries, such as China, Persia and Turkey, and all the colonies, which have a combined population of 1,000 million. In these countries the bourgeois-democratic movements either have hardly begun, or have still a long way to go.29
Lenin was no crude economic determinist, nor was he a believer in crude diffusionist theories of the spread of capitalism. For him, state action and political activity by the imperialist powers was a crucial ingredient in the dominance of the world by imperialism and he counterpoised the necessity of political action by revolutionaries at every possible stage to combat imperialist designs. He accused the formulators of the so-called 'Dutch programme' in 1916 and P. Kiev-sky (Y. Pyatakov) of 'imperialist economism' when they opposed the national liberation struggles of the oppressed nations. He saw an exact analogy between the Russian economists of the 1890s and the 'Imperialist economists' of his day:
Capitalism has triumphed—therefore there is no need to bother with political problems, the old economists reasoned in 1894-1901, falling into rejection of the political struggle in Russia. Imperialism has triumphed—therefore there is no need to bother with the problems of political democracy, reason the present-day imperialist economists.30
Lenin was concerned then both with the possibilities of uneven development of capitalism within the metropolitan heartland and with underdevelopment and continued prevalence of pre-bourgeois political and social relations in the colonies and semi-colonies ruled or dominated by the imperialist countries. The relations of uneven development within the core and underdevelopment of the colonial and semi-colonial countries have to be seen as the result of forced coupling of two regions of the world which are at different stages of economic and political development.31
Lenin's treatment of imperialism and national liberation struggles as political phenomena
We have already seen how Lenin related his formulations on imperialism to the nature of the struggle to be waged by a revolutionary party. His developed theory of imperialism was not a sudden innovation: even before the First World War broke out, he had clearly related the political programme of the Bolshevik Party in the sphere of the national question to the unevenness of development of capitalism in the different regions concerned.32 Lenin refused to countenance either the psychologism of the theories of the Austrian school (particularly Otto Bauer) or the historically and geographically unspecific theory of Rosa Luxemburg which played down the importance of the national question, on the ground that it would be pandering to the needs of capital and would weaken workers' movements. Lenin took up the position that to talk about 'national culture' and the need for 'national autonomy' would be to give in to bourgeois mystification and petty-bourgeois illusion. For in every nation there are two cultures, viz., the culture of the bourgeoisie (or, by extension, of the upper classes) and the culture of the workers and peasants (that is, of the oppressed peoples). On the other hand, nations were divided between the oppressors and the oppressed, and the demand for formation of states on the basis of nationhood Was part of the bourgeois-democratic movement.33
On the one hand, there is the period of the collapse of feudalism and absolutism, the period of the formation of the bourgeois democratic society and state, when the national movements for the first time become mass movements and in one way or another draw all classes of the population into politics through the press, participation in institutions etc. On the other hand, there is the period of fully formed capitalist states with a long-established constitutional regime and a highly developed antagonism between the proletariat and the bourgeoisie—a period that may be called the eve of capitalism's downfall.
The typical features of the first period are: the awakening of national movements and the drawing of the peasant, the most sluggish section of the population, into these movements, in connection with the struggle for political liberty in general, and for the rights of the nation in particular. Typical features of the second period are: the absence of mass bourgeois-democratic movements and the fact that developed capitalism, in bringing closer together nations that have already been fully drawn into commercial intercourse, and causing them to intermingle to an increasing degree, brings the antagonism between internationally united capital and the international working-class movement into the forefront.
Of course, the two periods are not walled off from each other; they are connected by numerous transitional links, the various countries differing from each other in the rapidity of their national movement, in the national make-up and distribution of their population, and so on.
The victory of the Bolshevik Revolution did not change Lenin's perception of the nature of imperialism or of the need to support national-liberatino struggles as an integral part of the fight against monopoly capital and imperialism. In his debate with Bukharin at the Eighth Congress of the R.C.P. (B) held in March 1919, Lenin came out with some particularly sharp formulations of his position:34
Pure imperialism, without the fundamental basis of capitalism, has not existed, does not exist anywhere, and never will exist... And now, not only in Russia and not only in Germany, but even in the victor countries, a gigantic collapse of modern capitalism is begining, a collapse so gigantic that it frequently removes this artificial apparatus [meaning imperialism-A.B.] and restores the old capitalism...
Comrade Bukharin's concreteness is a bookish description of finance capitalism. In reality we have heterogeneous phenomena to deal with. In every agricultural gubernia there is free competition side by side with monopoly industry. Nowhere in the world has monopoly capitalism existed in whole series of branches without free competition, nor will it exist...
Imperialism is a superstructure on capitalism. When it collapses, we find ourselves dealing with the destruction of the top and the exposure of the foundation. (Italics in the original.)
Lenin was concerned at that time with stressing the need to fight capitalism surviving within the Soviet Union politically, and to formulate the Party programme accordingly. He did not see the end of this fight within the tragically short period he lived after the Congress. But his remarks also have a bearing on understanding the resurgence of capitalism and then imperialism in its most lurid form in Germany between the two World Wars. They also help us understand better how Japan and West Germany recovered and strode ahead in relation to other advanced capitalist countries. For within the borders of defeated imperialist countries the productive apparatus of monopoly capital continued functioning, and in fact productivity surged ahead without being hindered, at least at the beginning, by the wasteful expenditure involved in defending an imperial presence. But of course this was possible because there were other capitalist nations willing to assume the 'burden' of capitalist imperialism.
Lenin's views on the treatment of national liberation struggles also did not undergo a fundamental change after the victory of the Bolshevik Revolution, and the formation of new nation states in eastern and southeastern Europe on the debris of the Tsarist and Austro-Hungarian empires. He regarded the division of nations into the exploiting and oppressed groups, and the continued economic and political dependence of many newly independent nations, as fundamental facts to be reckoned with by revolutionary forces.35 He continued to regard feudal or medieval exploitation of the peasantry as the outstanding characteristic of oppressed nations. In the struggles for national liberation, he stressed the vital role of the peasantry or artisans as well as that of the rudimentary bourgeoisie and the intelligentsia. (He had already underlined the role of the latter before the First World War in the context of national liberation struggles.)
At the Second Congress of the Communist International, M.N. Roy and Lenin presented theses which were different in tone if not always in content.36 Roy had described the economic order in the colonial and semi-colonial countries simply as 'pre-capitalist', whereas the commission appointed by the Congress to consider the national and colonial question (presumably supported by Lenin) preferred the phrase 'dominated by capitalistic imperialism' to describe the economic order in those countries. This latter phrase is surely the correct one, for it recognizes that no pre-capitalist social formation in the era of imperialism can operate autonomously-that is, without being dominated in some way or other by capitalist imperialism.
There was a major difference between Lenin and Roy with regard to the tactics of communist revolutionaries in the colonial and semi-colonial countries. Lenin emphasized the need for 'an alliance of the proletarians and of the toiling masses of all nations and countries in a simultaneous revolutionary struggle for the overthrow of the landowners and of the bourgeoisie'.37 He thought in these countries communists must be prepared to assist 'a bourgeois-democratic movement of liberation', and especially to support the peasantry against the large landowner and 'against all manifestations and relics of feudalism'.38 Whereas Roy wanted it guaranteed that 'a struggle of landless peasants against every form of exploitation' would not be subordinated to a bourgeois-democratic movement which strove for independence while preserving the capitalist order, somewhat inconsistently, he also wanted the peasants' right to individual ownership of land to be recognized by the communists. The Congress ultimately adopted a compromise which had '...the effect of blunting the sharp edge of Lenin's thought and of bridging disagreement by resort to a potential ambiguity: wherever Lenin's draft had recommended communists in colonial countries to support "bourgeois-democratic national liberation movements", the specific epithet "bourgeois-democratic" was replaced by the comprehensive "revolutionary", which could no doubt be applied to a bourgeois-democratic revolutionary movement, but had a less compromising sound.'39
We are not here concerned with the fate of the Communist International or the correctness or incorrectness of the myriad turns in the policies of various communist parties in the Third World towards the nascent bourgeoisies in their homelands.40 What is to be noted is that Lenin, while stressing the potentialities for autonomous development of capitalism in a country such as Russia, aslo recognized that in many areas of the world, capitalism and bourgeois-democratic movements had yet to triumph and that a premature heralding of capitalism and formulation of political tactics on such a basis could lead to a disaster. On the other side, he was aware that the nationalist movement in colonial countries was often being utilized by the most obscurantist and feudally exploitative elements in the society, and that such elements often had the open or tacit support of the imperialist powers.
To sum up this part of the argument, Lenin's theory of imperialism took full account of (a) class alignments and their contradictions in imperialist countries, (b) class alignments and their contradictions in colonial and dependent countries, (c) the potentialities of nation states for fostering capitalism, (d) the tendency of capital to cut across national boundaries, once it has matured into monopoly capital under the fostering care of the state, (e) the continued drive for technical progress under monopoly capitalism (as, for example, research institutions for industry set up by some of the controlling banks), (f) the persistent tendency towards uneven development within the metropolitan heartland and underdevelopment in the dominated countries, and (g) the paramount importance of political factors in deciding whether the liberation of colonial territories would wait for the development of nation states and/or capitalism or whether it would be attained under the leadership of the working class and the peasantry, and thus integrally associated with a struggle for socialism.
Epilogue
The extension of Lenin's theory to today's world would require the proper identification of the relations of conflict and collaboration within the group of imperialist countries. It would also require analysis on the modification of such relations by the very fact of the existence of the socialist bloc, the development of national monopolistic or oligopolistic firms into transnational corporations, the attempts of the bourgeoisie of Third World countries to assert their own autonomy in the face of dominance of the international capitalist order by the imperialist countries, and the enmeshing of state enterprises in such countries with the operations of TNCs, and the modification of the focus and extent of armed conflicts within the orbit of imperialism. But Lenin's arguments against the stability of 'super-imperialism', his emphasis on the primacy of politics in ordering the relations of unequal interdependence prevailing between the capitalist or proto-capitalist countries, or his perception about the uncovering of forces of capitalism when some of the arms of an imperialist octopus are chopped off would surely be valuable in combating some of the errors that are committed unwittingly by radical analysis, and deliberately by the apologists of the world of transnational corporations.41
State power of imperialist countries can support their home-grown transnational corporations; state power of politically independent countries can contain the power of TNCs; and the TNCs can use state enterprises of host countries to their own advantage. All these phenomena as well as differential rates of productivity growth between Japan, Western Germany, the U.S.A. and Britain42 can be comprehended within the compass of an extended Leninist theory as can the armed conflicts of the Middle East and Africa. So long as imperialism remains with us, Lenin's theory will continue to retain its usefulness.
Appendix
Typical misrepresentations of Marxist-Leninist theories of imperialism
Here we summarize a few of the major ways in which Marxist-Leninist theories are deliberately or sometimes unintentionally misrepresented in secondary literature.
1. One common mistake is to seize on particular defects of the conceptual framework and to deny the validity of the framework itself. Rosa Laxemburg in her Accumulation of Capital definitely made mistakes in the logical development of Marx's schemes of reproduction. Nonetheless she managed to bring out sharply the ever-present contradictions in the process of expanded reproduction of capital—contradictions which, according to her, could be overcome only by the expansion of trade with colonies and by using other imperialist devices.43
2. The second method of distorting the Marxist-Leninist theories is to impart a narrowness to the conceptual framework which is not there in the original formulations. In particular, these theories are almost universally caricatured by bourgeois historians as 'economic theories of imperialism' or as theories of 'economic imperialism'.44 The state systems and their functioning were an essential part of their theorizing. This is true not only of Lenin and Luxemburg, but also, paradoxically enough, of Hobson. The attempt to purge Hobson's analysis of all materialist foundation in the name of rescuing his analysis from the sin of economic determinism is a retrograde step. While Marxist-Leninists see the state as being primarily guided by the long-term interests of the governing classes, Hobson saw the imperialist states as being influenced by sectional interests of particular interest groups. But underlying these sectional interests were basic tendencies of modern industry. In contrast to the Marxist-Leninists, or to Hobson for that matter, many bourgeois or so-called radical theorists see states as unanalysed supra-social (essentially Hegelian) entities.45 For Lenin, on the other hand, modern imperialism was to be seen as a political phenomenon, with deep foundations in monopoly capitalism. The means of fighting imperialism must also be political, the means would be chosen according to the specific historic national context.
3. In some presentations, it is made out that the historical connections sought to be established by the proponents of the Marxist-Leninist theory of imperialism are assertions of logical necessity. Rosa Luxemburg is a particular victim of this kind of distortion. She described in detail the activities of capitalists from advanced capitalist countries aided by the colonial state apparatuses in the way of breaking down the isolation of 'natural economies', forcibly introducing commodity production, expropriating the labour-power of the colonial peoples and subjugating whole countries to the drive for unlimited accumulation of capital. It is argued by the critics that none of these activities is logically necessary for the expansion of a closed capitalist economy and, therefore, Luxemburg was wrong to describe them as essential aspects of the working of capitalism. Whatever error Luxemburg may have committed in refusing to admit the logical possibility of the self-expansion of capitalism, in this particular instance it is her critics who are trying to write counter-factual history. It is surely their obligation to describe the working of capitalism on a global scale and show, in a concrete historical frame, that such counter-factual history is at least plausible.
4. Critics and supporters alike have often seized on particular, often superficial, aspects of historical developments since Lenin's time to charge that the theory has been falsified. To the extent that such a critique relates to the basic postulates of Lenin's theory, a reformulation is definitely necessary. But most of the critics (or critical supporters) have not tried to grasp the basic structure of Lenin's theory and, therefore, the criticism has often taken the form of vulgar empiricism. Of course, many of the orthodox defenders of the theory have not tried to extend or interpret Lenin's theory in order to explain particular historical conjunctures and have, therefore, fallen into a similar kind of error. The experiences of the Third International which ultimately became an instrument in the hands of the Soviet state apparatus until it outlived its usefulness has also confused both defenders and critics. The validity of Lenin's theory has to be judged independently of the virtues and vices of the inheritors of the first socialist state that Lenin and the Bolshevik Party created. This last task is perhaps the most difficult to accomplish for a mere analyst, but it has to be essayed nonetheless in order to come to grips with modern imperialism.
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Leninism and Contemporary Imperialism
Kitty Menon
In his analysis of capitalism as it had developed towards the end of the nineteenth and the beginning of the twentieth centuries, Lenin, basing himself on Marx's analysis of capitalism, linked and predicated the development of imperialism on the structural and political changes in capitalism that had taken place, viz., the growth of monopoly and its corollary, finance-capital. Signifying a qualitatively new level in the concentration and centralization of capital, this change in the organizational structure of capitalist industry became necessary following the progress in science and technology, especially in the chemical and electrical energy industries. Thus the last decades of the nineteenth century saw an extraordinarily rapid growth of the world economy arising from the unusual development of the productive forces of world capitalism. A number of con-sequences flowed logically from this change:
1.The export of capital came to take precedence over the export of commodities, for the self-expansion of capitalism.
2.Inter-firm competition became transformed into inter-monopoly and ultimately nation-based inter-monopoly group rivalries, into national rivalries, governed by their uneven rates of development.
3.The international division of labour which began with the capitalist mode of production, pointed out by Marx, crystallized into the political form of imperialist nations with subject colonies and semi-colonies, setting up a fundamental and permanent contradiction, henceforth integral to the system, between two sets of economic interests—the producers of the processed manufactured goods and the suppliers of raw or semi-processed materials.
4.The economic, political and coercive power of the state, as well as international diplomacy became more closely and openly integrated with the dominant monopoly grouping within each country. This extended to the readiness to embark on interimperialist wars on a world scale, in order to impose economic domination of one national group over another, bringing the workers and toilers in each individual capitalist country into increasing conflict with its bourgeoisie backed by the state apparatus.
In other words this analysis of the imperialist stage of capitalism was not linked to an examination of only the economic factors and their interconnections, but encompassed also the corresponding political institutions and the underlying class alignments on the national as well as the international plane, in the capitalistically developed states as well as in the colonial and non-capitalist countries.
The totality of these changes indicated that a new stage of capitalist development was emerging. But the inherent built-in contradictions that these changes, in themselves an extension of the fundamental contradictions of capitalism, introduced, ruled out the possibility of new development in capitalism, as distinct from its expansion and growth. The emergence of finance capital, with the fusion of banking and industrial capital as the key element, had two implications. On the one hand, it created the potential for an immense growth and expansion of the productive forces, both extensively in terms of a duplication of the production apparatus as well as intensively, in terms of raising labour productivity through innovations and leaps in scientific knowledge. On the other hand, becoming the key element in the self-expansion and accumulation process of capital, it introduced the element of parasitism into the process of accumulation under monopoly capital.
In relation to the analysis of present-day trends it is important to bear in mind what exactly the content is of Lenin's characterization of monopoly capitalism as moribund, parasitic capitalism. First of all the characterization does not exclude technological progress and development of the productive forces. On the contrary, Lenin specifically underlines the constant drive to improve methods of production as an in-built attribute of capitalist development, both here as elsewhere in his writings.1
First, Lenin points out the transitional nature of monopoly capitalism:
Capitalism in the imperialist stage leads directly to the most comprehensive socialization of production; it, so to speak, drags the capitalists against their will and consciousness into some sort of a new social order, a transitional one from complete free competition to complete socialization.2
And it was as capitalism in transition, that Lenin characterized monopoly capitalism as moribund.
Second, the tendency to stagnation and decay:
...the deepest economic foundation of imperialism is... capitalist monopoly, i.e., monopoly which has grown out of capitalism and which exists in the general environment of capitalism, commodity production and competition, in permanent and insoluble contradiction to this general environment. Nevertheless like all monopoly, it inevitably engenders a tendency to stagnation and decay.... Certainly, the possibility of reducing the cost of production and increasing profits by introducing technical improvement operates in the direction of change. But the tendency to stagnation and decay... continues to operate.3
Third, the implication of the export of capital as a distinguishing feature of the monopoly stage of imperialism:
The export of capital, one of the most essential bases of imperialism, ...sets the seal of parasitism on the whole country which lives by exploiting the labour of several overseas countries and colonies.4
A tendency manifests itself towards the creation of the ‘rentier state'.
... a stage of parasitic decaying capitalism... in which the bourgeoisie to an ever-increasing degree lives on the proceeds of capital exports and by clipping coupons. It would be a mistake to believe that this tendency to decay precludes the rapid growth of capitalism. It does not.... but this growth is not only becoming more and more uneven in general, its unevenness also manifests itself, in particular, in the decay of the countries which are richest in capital.5
The absurdity of the basic logic of the system—production for the sake of capital—became fully exposed, like a raw nerve. As Marx brilliantly pointed out decades before, full-grown monopoly-capitalism emerged in all its ugliness, the greatest barrier to capitalist expansion, is capital itself. The transformation of competitive capitalism into monopoly-capitalism and imperialism brought to the forefront this inner contradiction. But simultaneously as it came to the forefront, it also exposed the dead-end, the impasse, into which the system had run. Whatever measures it may resort to, including the ultimate weapon of war, however much it may raise its efficiency and productivity—for which it had all the conditions to hand— however much it may try to bring the system more clearly under its control, it could only intensify not one, but all its contradictions, above all the basic contradiction between its mode of social production and its mode of private appropriation. It is this which gives monopoly-capitalism in its imperialist stage the stamp of moribundness.
It was in carrying forward the analysis of the relative strengths of the contradictory tendencies within a matured capitalism, that Lenin not only drew attention to and emphasized the new parasitic and moribund feature of capitalism in his day, but also drew out the high significance of this for the entire epoch, and hence the entire revolutionary movement of this epoch. Namely, that this parasitic and moribund nature of monopoly-capitalism as a whole (and not only of Lenin's time) rules out the possibility of any further, higher development of capitalism, and hence transforms the dead-end into its opposite—the eve of proletarian revolutions; the contradictions are ripening, and historically capitalism has completed its role as an agent of progress. A new mode of production is on the historical agenda; it is for the revolutionary proletarian movement to intervene and execute the changes.
I
The period following the end of the Second World War again witnessed major changes, economically, within capitalism, and politically, with the growth of totally new international factors which considerably altered, and continue to alter, the pre-war balance of forces. The First World War had seen the birth of the first socialist state, transforming what until then had been a mere concept into a social reality. Imperialism and a world war had produced the first proletarian revolution, just one year after Lenin's prediction. Imperialism and a Second World War continued the process. The most significant of the changes ushered in this time were the emergence of a socialist world and a socialist world market, and the attainment of political independence by the erstwhile colonial countries. These two developments struck a severe blow to the capitalist world system through the shrinkage of its world markets and areas of exploitation, which had formed crucial segments of its imperialist system. At one stroke imperialism was deprived of its reserves and 'spheres of influence' where wheeling and dealing could be practised. Loss of direct political control meant the inability to manipulate the colonies directly any longer to accommodate the difficulties experienced in the struggle with its own economic rivals, the adverse effects of cyclical depressions or financial stringency, and the demands of its own working class.
Equally important, the turn towards a socialist mode of production by the industrially backward economies of Eastern Europe, the ex-colonies and semi-colonies in Asia, and above all China, threw the most formidable challenge that the capitalist world system had encountered. In the Western hemisphere came the first breakaway by Cuba from the orbit of American imperialism. Not only was the 200 year monopoly of being the dominant mode of production broken, its markets in some of its most lucrative segments cut off, or access made more difficult in the newly-independent but still capitalist-based countries, but there was something more besides. The socialist order and the socialist world market, as it emerged and grew, became a new and alien rival, not least because of the viable and growingly attractive alternative it posed before the world's people, more particularly to those fast losing out in the difficult climb to progress and a better life.
Within capitalism the change was manifested in an enormous growth and expansion of the productive forces of capitalism, an unprecedented expansion of world trade, and a new scientific-technological revolution of an order much higher than anything known hitherto. Above all, this has meant the production of mass of surplus value at an incomparably greater rate than in the past, centred mainly in the developed capitalist economies, and also, for the first time, in a handful of the underdeveloped capitalist economies.
The questions of interest to us here are: Whether this extension and growth of capitalist productive forces and this massive accumulation of capital, changed in any significant fashion the essential characteristics of the system in its relations of production, exchange and distribution, so as to enable it to overcome its inherent contradictory trends; whether it has affected irregular cycles of production, uneven development, disequilibrium between its capacity to produce as though the sky were the limit, and its ability to absorb the mass of commodities it produces, thereby releasing and realizing its enhanced surplus value; whether the need for export markets for its capital has lessened or become less important, in the cycle of reproduction of value than when capitalism first moved into the imperialist stage; and whether without colonies imperialism has packed up and just ceased to be?
Let us try to answer these question in the light of the new developments in the capitalist mode of production in the changed international context.
New forms of monopoly capitalism
Imperialism emerged considerably weakened out of the war, with the loss of its capital physically destroyed. But even this weakening was unevenly distributed. While Germany and Japan were laid low, politically and economically, and Britain and France battered and weakened, American imperialism emerged not only unscathed, but, on the basis of the scientific technological revolution which had got underway in the course of the war and in the temporary absence of its rival producers, emerged greatly strengthened and vastly superior in economic strength and power, the undisputed leader of the capitalist world. The world was later to be subjected to its hallucinations of grandeur as the 'leader of the free peoples of the world', the Great American Century and so on, for which the American as well as other peoples have had, and still continue to pay with their blood and lives.
These changed relative positions of the imperialist powers laid the basis for the pattern of subsequent developments. America was able to force a new international monetary arrangement most favourable to itself at Bretton Woods. The dollar was made the world's reserve currency, thereby providing American monopoly capital with a lever to penetrate into all other economies, and exercise an indirect and indefinite control over its capitalist rivals,6 or so it hoped. But simultaneously the seeds of future world monetary instability were sown, for the viability of the whole arrangement rested on the assumption of the stability of the dollar. Also, mainly through the agency of the Marshall Plan, American capital for the first time went 'abroad' in a big way outside the western hemisphere, to settle in certain types of industries in Germany and Japan, and in other European countries. These countries it hoped to maintain as its satellites and subordinates.
Within the shattered imperialist economies, the process of development which had been uninterrupted in the case of the U.S.A. began again, accompanied by the shifts and adjustments necessitated by the new technology. The focus of industrial production passed to microprocessors, telecommunications and petroleum which increasingly became the key industries. But, as Marx had observed, the development of productive forces also carries with it a greater socialization of labour, and this time new and far more powerful monopoly structures grew up on the basis of the old, under the objective law—driving tendency to concentrate and centralize capital.
But, to concentration and centralization, Lenin had added an attribute specific to the monopoly stage of capitalism—the internationalization of capital. It is just these three attributes that characterize the multinational corporations today. Beginning in the 1960s three interconnected and mutually reinforcing developments took place: (a) a series of corporate mergers, (b) a colossal expansion of world trade, and (c) the transformation of the already large major banking interests into giant international banks.
In the first change, the largely single-nation-based monopolies with their international tie-ups began extending their interests and activities to become transnational conglomerates. On the basis of a major technological leap, they were propelled into this change by the exigencies of a shrinking world market, intensified rivalry, and the resistance from their own working class to their increased exploitation. All the national monopoly groupings had recourse to the same measures.
Spread of the transnational structure
The first transnational corporations to emerge came as a result of a spate of mergers of conglomerates, and consolidations of oligopolies in the bulk of manufacturing, trading, banking and retail sectors, in the 1960s and 1970s.7 According to a UN estimate at the beginning of the 70s there were 10,000 TNCs with 30,000 and more foreign subsidiaries—a number the UN Centre on Transnational Corporations expected would rise to 11,000 with 82,000 subsidiaries.
The conglomerate mergers of the 1960s were of companies which were neither direct competitors, nor in a buyer-seller relationship with each other, e.g., product-extension mergers between spinning and weaving companies, or territorial extension mergers where identical products are produced but sold in different geographical markets. The conglomerate mergers of the 1970s were of a different nature, and involved firms with vast liquid resources acquiring totally unrelated enterprises.8 A typical example would be the American ITT operating in 67 countries, on six continents, in economic activities extending, as they boastfully claim, from the bottom of the sea to the moon. In this way the conglomerate's resources are diversified over many different markets, the profits in some product lines carrying the losses in others. Enjoying the status of oligopolists, transnational corporations, through their corporate and pricing policies dominate the market, effectively bar other firms from entering the sector and thus concentrate enormous economic power in their hands; for this reason they are confined to only a few of the most developed capitalist countries.
Needless to say; one aspect of this expansion was the swallowing up of small and medium-sized manufacturing and trading companies through the ability of the conglomerates to 'outbid, outspend and out lose a smaller firm'.9
In the U.S., the number of conglomerate mergers has increased significantly and acquisitions, less than $ 1.5 billion in 1972, jumped to nearly $ 6 billion by 1977.10 This process is a continuous one, and the magnitude of recent conglomerate annexations is suggestive of what can be expected in the 1980s, particularly after the advent of the Reagan administration. For example, Sohio, a subsidiary of British Petroleum, is to annex Kennecott (one of the world's biggest copper producers), for $ 1.77 billion, and Socal (Standard Oil of California) has already paid $ 4.8 billion for one of the world's largest mining corporations, and Seagram is bidding to buy out the St. Joe Minerals Corporation for $ 2 billion.11 Such annexations will bring the oil majors directly into the nuclear industry, coal, and a wide range of corporate activities including retailing, office equipment and an extensive acquisition of natural resources. Clairemonte has provided data on the 1980 sales of nine petroleum giants, which illustrate the scale of accumulation available to them to extend their interests still further. The amounts range from $ 18.8 billion for the smallest to $ 110.5 for Exxon, an increase over the 1979 sales of between 30 per cent for the largest corporations to 45 per cent for the smallest.12 Similar developments are to be seen in Europe where the transnational structure was encouraged partly as a defence against American capital penetration.
Japanese TNCs
In Japan, TNCs are the extension of its industrial corporations which developed out of the Zaibatsu who, even in the pre-war period, were already jointly in control of 76 per cent of the total industrial paid-up capital."Reconstituted after their dissolution by U.S. occupation following World War II, these 'Sogo Shoshas' were previously also the 'trading muscle' of the Zaibatsu, and are presently responsible for purchasing, marketing, and carrying on inventory and market research. Banks provide financing, and the industrial subsidiaries act as the production arm. Currently there are 14 highly sophisticated Sogo Shoshas, who break down into nine majors and five minors. The total revenues of the majors in 1979 amounted to $ 269 billion (which compares with the GDP of France); and each Sogo Shosha handles between 20,000 to 25,000 products.13 These corporate giants both cooperate and compete. A typical example of their cooperation is the take-over in July 1980 of one-third of a major Phillipine copper-smelting company by three of the majors. At the same time, their instability is evident in the wave of mergers, acquisitions and bankruptcies. Each successive economic recession reduces the ranks of the Sogo Shoshas. Usually it is the weaker Senmon Shoshas (specialized trading firms) which are annexed with the big banks instigating such acquisitions to protect their investments. In 257 of the 1,507 corporations, the Industrial Bank of Japan, the Nippon Credit Bank, as well as thirteen city banks, are the top shareholders. Any major merger after breakdown or bankruptcy is masterminded by the Ministry of International Trade, indicating the relationship between the state apparatus and the corporate sector.
This phalanx of Sogo Shosha is today successfully challenging the Seven Sisters of the petroleum industry, having wrested two-fifths of the imports from them. (International rivalries are clearly becoming infinitely fiercer.) Their financial potential, reinforced by their harnessing of the petro-dollar surplus of OPEC, has given the Sogo Shoshas an almost limitless access to finance capital. Thus they become ideally positioned to extend long-term credits, finance international trade, and provide working capital as well as investment funds. For example, 're-lendings' or re-investments to small or medium-sized clients constitute anywhere between 30-40 per cent of each Sogo-Shosha's outstanding debt at any time. No less significant is the fact that the annual amount of write-offs for bad debts often total anywhere from 30-50 per cent of its annual profits in economic recessions and 10-30 per cent in economic expansion.14 Other dimensions of their activities vividly illustrate the confident aggressiveness with which they are challenging American supremacy. This is in their development of a 'coherent economic and intelligence network at all output and marketing levels'. To cite an example, in 1979 one of the Shosha majors, Mitsui, deployed four computerized centres: Tokyo, for all of Asia; New York, for North and Latin America; London, for Europe and Africa; Sydney, for Oceania; and a Bahrain subcentre for the special communication needs of West Asia. All these centres are connected with each other by satellites. Business Japan concluded that 'Japan's unique business organizations, the nine leading general trading companies, must spend far more than the CIA to support their communication network'.15
Japan is also reported to be forging ahead in computer manufacturing—a sector where the U.S. still claims supremacy— which is worrying American executives and goverment officials alike. This fear was expressed by Franklin J. Vargo, Deputy Assistant Secretary of Commerce, when he stated that within ten years the best computers in the world may well be made by Fujitsu and Hitachi: 'If that happens it will give Japan enormous leverage in the U.S. in terms of foreign and defence policy, because we as a society are so dependent on computers, and that dependence will only increase.'
Currently Japan is working on the development of a supercomputer that would be over 60 times faster than the best available now. It is also engaged in basic work on a fifth generation computer that could follow oral commands as well as solve problems that nobody told it to tackle—a capacity known as 'artificial intelligence'. It is also working on the development of new sophisticated semiconductor devices.
Manless. factories have already sprung up in Japan. In Nagoya, the Yamazaki machinery works has opened a plant in which computer-controlled machine tools produce more machine tools exactly like themselves—robots making robots. The plant was to begin full operation in October 1981. It already runs 24 hours a day with five workers in each of the first two shifts and no workers in the third shift. The main task of the workers is to check for wear on the eighteen machines. A conventional factory with equal production facilities would have used 70 machines and a workforce of 200. This will inevitably raise problems of the displaced workers whom, under the capitalist system, the employers are under no obligation to re-employ; nor are they responsible for their welfare. At present many large companies, to avoid the inevitable industrial dispute, have the system of lifetime employment for their workers, redeploying and retraining some to programme the robot that displaced them. But at best, this is only to postpone the problem, and it is yet to be seen whether all workers can be redeployed, since according to the Japan Industrial Robot Association, there are at present 70,000 robots operating in Japan, 7,500 on a narrower definition of robots. This is a larger number than in all other countries combined.
Such research, incidentally, is also currently being carried out in the Soviet Union. But there, since no question of unemployment or private profit arises, the machine can be conceived of as an assistant to the worker, not his rival, to save his labour time, reduce social costs, and free the worker from heavy manual labour.
All these developments have sufficiently worried the U.S. companies for them to have commissioned a three-year study under Professor William G. Ouchi of the University of California to compare the electronics industry of Japan and the U.S. Professor Ouchi has already opined that the U.S. has 'an antiquated labour system, antiquated anti-trust laws, an antiquated financial system and an antiquated management approach', in comparison to the competitor, Japan.
In the light of the combination of all these factors, Clairemonte concludes that Japanese monopoly-capitalism in its conglomerate phase has possibly reached the ultimate upper level of corporate organization, with consequences that will become apparent in the 80s. He, however, does not spell out whether this implies any new organizational structures beyond the corporate one.
The corollary to the concentration of the economic levers of control has had to be highly centralized managements. We find therefore, beginning in the 60s, considerable attention being given by the transnational corporations to management education, both in terms of extending facilities for personnel training, as well as of raising its quality to meet the new needs. For example, Oilman has recorded a significant increase in the extent and quality of management education with regard to the U.S. Particular emphasis was laid on systematically studying 'to provide for fast expanding international operations of U.S. companies and banks'.16
At the global level the U.S. owned TNCs are still the largest, with a scope^ three times greater than that of any other single country. Of the 650 largest transnationals, 638 have their headquarters in North America, Western Europe and Japan. The largest 300 U.S. enterprises and their 5,200 foreign subsidiaries alone account for 28 per cent of the world exports, including 47 per cent of exports of primary products and 20 per cent manufactured goods.17 However, it appears that the Japanese and West European TNCs are growing faster than those of the U.S. According to a study by the Conference Board, a U.S. research organization, the TNCs of other countries combined do about as much business as the U.S.-owned companies; their combined foreign investments and profits therefrom may already exceed those of the U.S., as in many cases the European-owned companies' domestic activities are relatively small.18
If correct, this would indicate a marked change from the situation which prevailed for the first 10-20 years after World War II, with the apparent gainer now being Japanese imperialism, and contradictions sharpening between Japan and West Europe, and Japan and the U.S.A. Previously the U.S. monopolies had overwhelming domination of the derivation of profits from overseas investments, including those from the Third World. Now, profits of American TNCs are still the largest but, as pointed out above, the combined role of TNCs of other countries equals, and in important areas surpasses, that of U.S.-owned TNCs.
Expansion of world trade
The growth and expansion of the transnational corporate structure in the major capitalist countries generated a colossal expansion of world trade, which in turn became the context for further production of manufactured goods along the new production lines based on the new techniques. The change was of the order of an expansion from $ 52 billion in 1948 to $ 2 trillion in 1980. A comparison with rates of growth over the last hundred years vividly brings out the leap which took place:
Table 2.1
WORLD TRADE GROWTH
	

		Per cent per annum

	

	1873-1913
	3-3

	1913-1939
	0-9

	1953-1973
	8-0

	


Source: A. Lewis: 'The rate of growth of world trade, 1830-1973', in Sven Grassman and Erik Lundberg (ed.), The World Economic Order, Past and Prospects (London, 1981).
However, this growth has been concentrated in the developed capitalist countries and some of the underdeveloped ones. The majority of the underdeveloped countries have participated hardly at all; in fact, the top-heavy growth of industrial capacity in the advanced capitalist countries is heavily weighted against the developing countries, acting as a means of further mulcting them of their wealth. Monopoly capital, using the strength and weight of its vastly superior technology, and its greater grip over the rest of the capitalist world, as the substitute for the direct economic and political control of former days, continues to drain the ex-colonial, poor, backward and underdeveloped countries of Asia, Africa and Latin America of their surplus.
Control of marketing and manipulation of prices are the most profitable mechanisms for cheating the Third World countries of the fruits of their labour. UNCTAD studies show that anything from 50 to 95 per cent of global commodity trade is marketed by the transnationals. In 1978, for example, 50-60 per cent of sugar and phosphates; 70-75 per cent of bananas, rice, rubber, petroleum; 75-80 per cent of tin; 85-90 per cent of cocoa, tea, coffee, wheat, cotton, jute, timber and copper; and 90-95 per cent of iron-ore and bauxite—was marketed by the largest 15 transnationals, and in most cases, only 3-6 transnational traders account for the bulk of the market.
Most of these products are vital to Third World economies, but the prices assigned by the transnationals to them heavily discriminate against, and only deepen the indebtedness of these countries. As a result it is only a small part of the final price of the products that comes to the producing countries: one estimate places it at 53 per cent of the price of tea, 15 per cent of cocoa, 48 per cent of peanut oil, 30 per cent of fruit juices, 20 per cent of bananas, 14 per cent of coffee, 32 per cent of jute, 55 per cent of copper concentrates, and 10 per cent of iron ore.19 According to the statistics presented to the Group of 77 Conference in Arusha in February 1979, less than 30 per cent of the price paid by the consumers finds its way back to the countries which supply the raw materials. Thus because of their domination over production and marketing, trade becomes another means of defrauding the underdeveloped countries and in-creasing the transnationals' profit.
The extent of the drain is revealed by the World Bank Index of Export Purchasing Power (export earnings deflated by the general price level for internationally traded commodities excluding oil). The absolute amounts by which EPP increased in the 1970s were:
Developed countries: $ 471 billion.
Underdeveloped countries: $ 226 billion.
The 226.billion breaks down into:
Oil exporters: $ 105 billion.
Middle income oil importers: $ 118 billion.
Low-income oil importers: $ 3 billion.
This situation arises because of the fact that the relative prices of both their manufactures and non-fuel primary exports fell by more than those for the industrial countries. The sharpest increase in volume of exports for the former was in metals and minerals, precisely where prices fell most. Apart from the lack of industrial skills and capacity, which leads to very little of the raw materials produced being processed, the underdeveloped countries' industrial products are discriminated against through the establishment of quotas and high tariffs, while industrial products sold by developed capitalist countries to the Third World, besides adding to inflation, also transfer to them the growing costs of energy. Yet another avenue of surplus extraction is the monopoly control over technology transfers, the terms of which generally strengthen the underdeveloped countries' traditional dependence on their capitalist donors.20
This slower growth of export volume and the drastic deterioration in the terms of trade for underdeveloped countries created just the conditions most favourable to the transnationals: the big trade deficits, the adverse balance of payments, the recourse to foreign financing to meet both, -and the further sinking into the swamp of indebtedness.
In addition to all this, 30-40 per cent of world trade is channelled among subsidiaries and their parent firms—intra-firm trade, which has become the mechanism for overcharging on imports, and undercharging on exports, in order to hide profits and remit them through these channels. UNCTAD estimates show that in 1977, half of the exports from Africa, 45 per cent of those from Asia, and 35 per cent of those from Latin America, to the United States alone were intra-firm exports. What this means in terms of defrauding countries and adversely affecting their balance of payments can be seen from the telling experience of Latin American countries: some 155 per cent of the imports for Columbia's pharmaceutical industry, and between 20 and 25 per cent of those for its oil and chemical industry, are overpriced. In Chile, overpricing fluctuates between 30 to 50 per cent, and in Peru between 20 and 300 per cent, for the pharmaceutical industry.21
Hence it is not surprising that the past decade has seen a visible deterioration of the developing countries' position in the world capitalist system. The volume of their trade as a proportion of world trade dropped from 30 per cent in the 1960s to its current level of 15 per cent. According to the World Bank, the balance of payments deficits of the developing countries exceeded $ 60 billion in 1980; in 1970 they had totalled $ 8.3 billion.
Enhanced role of finance capital
In this fashion the TNCs have come to control production and distribution of an ever greater proportion of the capitalist world's output. But there is also the second and far more important aspect to their functioning. The TNCs through the establishment of a gigantic financial network generate and control most of the movement of international capital. Earlier, Lenin had pinpointed the content of the concept of finance capital as the financial oligarchy 'which throws a close network of dependence relationship over all the economic and political institutions of present day bourgeois society'.22 Today the TNCs, epitomizing the fusion of banking and industrial capital at a much higher level, have become the capitalist world's bankers. They have therefore become the agents for the process of capitalist accumulation on a world scale. Hence the concomitant of the greater internationalization of capital has been the emergence of giant international banks. Controlling credit far beyond the national incomes of many of the big and small countries of the world, they have become another lever to operate and manipulate financial flows and financial crises by the transnationals, as well as influence economic policies in various countries.
II
It goes almost without saying that this internationalization of capital does not mean a harmonious, joint ownership or diffusion in ownership of capital, or a sharing of profits—the 'ultra-imperialism' of Kautsky's later imagination. The strengthening of domestic monopolies, quite often with the active support and collaboration of the state, was used precisely to strengthen the competitive power of national capital in the international market. This was so at the end of the nineteenth century; it holds equally today. Hence the growing export of capital never led to a lessening of competition but to its intensification; and competition not between more or less equally matched small capitals but a much fiercer competition between bigger and hence stronger national capitals.
Similarly, the emergence of transnationals today has not meant multinational ownership of assets and investment but a much wider throwing of the investment net to cover a far larger number of countries—first and foremost the advanced industrialized countries rather than the developing, from the one nationally-situated home base. Thus it is American TNCs fighting Japanese TNCs, in order to acquire strategic gains in Third World countries. But this only points to the accentuated nature of the rivalry between them—the available world market is really too small to allow all to live and grow without hindrance. The capitalist jungle and its law of dog eat dog still operates. Thus intrinsically there can never be stability in these conditions. The generalized nature of the crisis now gripping each of these countries, bearing witness to its endemic nature, has made instability the only 'stable' feature of present-day capitalism, as well as of any future development that may take place.
The system engenders crisis, engenders competition. Competition exacerbates the crisis. Internationalization of capital does not spell harmony, and Lenin sharply castigated Kautsky for advocating just such a false illusion: Kautsky had talked of super-imperialism, 'of a union of the imperialisms of the world and not struggles among them, a phase when wars shall cease under capitalism, a phase of the joint exploitation of the world by internationally united finance capital' (emphasis added).23 Thereby Kautsky was diverting attention from the depth of the existing antagonisms, trying to make out that 'the rule of finance capital lessens the unevenness and contradictions inherent in the world economy, whereas in reality it increases them'.24
On the contrary, all the evidence regarding movement of capital in the last two decades vividly underlines the sharper antagonisms which have grown as huge masses of capital swill around the world markets, searching out profitable opportunities for self-expansion. Their base is the trillion-dollar Eurodollar market outside the central banks' regulation, the recycled oil receipts of the main OPEC countries, as well as the growing indebtedness of developing countries. This was precisely one of the spheres where the leading role of the dollar in international transactions reaped such enormous dividends, rapidly multiplying the profits of the giant international banks. The largest of them is the Citicorp, which obtained 62 per cent of its profits from Overseas, Morgan Guaranty, another giant, 58 per cent, and other leading banks between 45 and 50 per cent, in 1980.25 Singly, by a wide margin, while the American TNCs remain the main exploiters and plunderers in the western hemisphere, in the field of banking West German, Swiss, Japanese and other capitalist international bankers have grown much faster than U.S. bankers, and the combined scale of their international banking now exceeds that of the U.S. banks.
The unevenness of development—sharpened rivalries
Before we go on to examine the evidence of sharpened antagonisms within the developed capitalist segment, a change in the pattern of unevenness so to speak, may first be noted. We had referred earlier to the fact that in this post-1945 period, a significant differentiation began to take place within the capitalistically backward countries, and some of them began sharing in the colossal expansion of world trade and manufacturing.
The first of these are the oil-exporting countries, the members of the OPEC whose nationalized oil resources as well as their growing oil-processing sector, have given them a major boost in income and a financial leverage since 1973. The OPEC's control over their oil, and the rising oil charges which have multiplied at least five times, have led to changing terms of trade to the disadvantage of the developed states. However, OPEC nationalization of their oil facilities did not mean immediate financial loss to the giant oil companies, since they continued to control the distribution of the bulk of oil and production in non-OPEC countries, and vastly increased their profits in sales to developed (including America) and underdeveloped countries. Nevertheless, to counter the long-term effect of the build-up in OPEC refining and shipping facilities, the oil monopolies, as noted above, are using their profits to buy up companies and minerals of all kinds, in order to increase their weight in the overall structure of monopoly capital. The present oil 'glut' will affect their positions only relatively.
The second set are some leading underdeveloped countries who have been effectively integrated as manufacturing locations for the TNCs. These include Taiwan, South Korea, Hong Kong, Singapore, Brazil and Mexico. In the view of some, Yugoslavia and India should also be included in this category, though the extent of their integration is clearly not as great as with those six. This however does not rule out the possibility of further integration in the future as far as India is concerned, given the kind of economic policies desired and followed by the ruling classes and their party, vide the conditions attached to the 5 billion SDR loan from the IMF.
As far as the developed capitalist countries are concerned, a wide range of economic indicators show that the U.S.A. is increasingly losing ground to its competitors. It is growingly evident that the Japanese and West European monopolies are being able to more successfully compete with those of the U.S., even in its home market. Consequently, the relations between the three centres of capitalist competition are marked by increasing complexity.
In the first place we note the differing degrees of the impact of the downswing in production. While the U.S., Canada, U.K. experienced an absolute fall in GDP, Japan saw only a fall in growth rate. In the U.S. in particular, GDP in the second half of 1980 declined by 1.75 per cent over the same period in 1979, with unemployment running at eight million.
Since all advanced capitalist countries are feeling the difficulty of stimulating internal demand, expanding exports acquires a special acuteness. In other words, the penetration into foreign markets has become a major vehicle for averting further fall in production and further rise in unemployment. Japan has been the most successful in this regard.
In the 1980-81 fiscal year, according to preliminary estimates, two-thirds of the increment in output were sold in international markets. That is to say, with the change in the relative strengths of the advanced capitalist countries, trade battles are being fought out on this new basis to change or re-partition markets.
Firstly we note that the U.S. share in world trade continues to decline. For example, U.S. share in capitalist world exports of manufactured goods was 21.6 per cent in 1960, and fell to 14.6 per cent in 1979. At the same time, the share of imported manufactured goods on the U.S. home market rose from 1.9 per cent in 1960 to 6.6 per cent in 1979.26 This is a reflection of the erosion of the competitive capacity of the U.S. monopolies, due amongst other things to the slower rise in labour productivity, estimated to be around one-third that attained in Japan, and between one-third and one-half that of Germany, France and Sweden.27
A good illustration of rivalry is the fresh round in the 'car war' between Japan, U.S.A. and the EEC, where a simultaneous clash of all three rivals is to be seen. With the substantial reduction in the key industries of steel and automobiles, by 1980-81, the U.S. had lost its world leadership in these two industries to Japan which now produces eleven million cars annually. In the first half of 1980, over a half of the output was sold in foreign markets, of which 65 per cent went to the U.S. and West European markets. There was a one-third increase in auto exports to the U.S. over the corresponding period of 1979 and a 25 per cent increase to the EEC countries.28 And by mid-1980, Japanese cars made up 22 per cent of total sales in the U.S. home market against a total share of 26 per cent imported cars.29 When after great pressure Japan agreed in May 1981 to restrict car exports to the U.S. the West Europeans tried for a similar curtailment only to come up against resolute op-position from the U.S. The latter even threatened a stronger protectionist trend if such attempts were made. Already by 1980, Japan was the top auto exporter to the F.R.G., having 11 per cent of the German market and 30 per cent of the Western countries.30 The picture is the same in the field of industrial equipment where the Japanese and West Europeans are gaining at the expense of the Americans.
The latest issue, apart from that over interest rates, is the decision taken at the U.S. National Security Council meeting on 18 June 1982 to further extend trade sanctions against the Soviet Union. This is America's attempt to halt the proposed multi-billion dollar, 5,000 km natural gas-pipe line between Siberia and Western Europe involving at least six European nations. The decision aims at curtailing exports of U.S. equipment to the Soviet Union made by U.S. subsidiaries in other countries or even by foreign firms making such equipment under U.S. licence.
While Europe will feel the main impact, the decision will hurt Japan also, in particular in relation to the one joint project of any significance between the Soviet Union and Japan. This is the joint venture to develop oil and natural gas on the continental shelf off the island of Sakhalin, which lies to the north of the Japanese island of Hokkaido. Japan has already invested roughly $ 200 million in this project since it began in 1976. The project is nearing production stage and the Japanese expect to be able to import about three million tonnes of natural gas from it before long. But for this to happen certain high technology equipment made by the U.S. is required, it has already been leased to the Japanese, but Tokyo needs an export licence from Washington before it can use the equipment in Sakhalin. The U.S. at the same time continues to deny Japan the facility to import oil from nearby Alaska, even though such imports would greatly reduce the U.S. trade deficit with Japan. However first Britain, then West Germany and Japan have reaffirmed their determination to carry through the deal, if necessary substituting with Soviet equipment.
Transatlantic migration of capital
The battle to realize surplus value is also joined in the field of capital exports. This makes for an expanding market in the rival's country, as well as being a means of clearing protectionist hurdles. The biggest migrations still come from the U.S., whose investments in Western Europe topped $ 80 billion by the beginning of the 80s, in petroleum, electronics, chemicals and producer durables. The reverse flow of West European investments in the U.S. totalled nearly $ 36 billion in 1979, going into petroleum, chemicals and food. Japan's overall investments in the U.S. and Canada in 1979 amounted to $ 8 1/2 billion. It is planning to increase them two and a half times by 1985.
Side by side, there has been heightened competition for the markets of the developing countries, for access to raw materials and energy sources, investment opportunities and for attracting OPEC surpluses.
Thus the overall topography of capitalist development shows highly developed capitalist nations existing side by side with slightly developed and totally undeveloped nations. In terms of per capita gross product, the gap between the groups has been constantly widening. This is so despite the fact that comparative growth rates for the developing countries in the early 70s were much higher and the downswing in the late 70s and early 80s not as deep as in the capitalist centres. According to World Bank estimates, at the beginning of the current decade (calculating per capita GNP in current prices) this gap could be expressed as a ratio of 10 : 1 for the oil exporting countries and as 13 : 1 for the others.31 These are average indicators which of course hide the great disparities within each group.
The "export of capital': direction, volume, rate of self-expansion
The volume of direct investments and capital accumulation throughout the world, of the TNCs was of the following order: in 1971 the total accumulated direct investment amounted to $ 158 billion, rising to $ 287 billion in 1976, and around $ 400 billion in 1979 32 The U.S. accumulated world investment is placed at $ 192-648 billion for 1979 representing 48 per cent of the world total33 and estimated at $ 215 billion for 1981, as against $ 12 billion in 1950.34
Japanese direct foreign investments rose from a little over $ 4.4 billion in 1971 to $ 31 billion in 1979, a staggering annual growth rate of 28 per cent, representing a rise in its share from 2.8 per cent of the total in 1971 to nearly 8 per cent of the total in 1979.35 According to projections of the Japanese Economic Research Centre, by 1990 foreign investment is expected to increase to $ 155 billion, of which $ 44 billion is slated for North America, and another major share to Europe. The underdeveloped economies are not considered sound investments. This direction and configuration of investments implies escalation of economic antagonisms in the developed capitalist world and further 'marginalization' of the underdeveloped countries, i.e., the UDCs in Japanese planning, are to be left still further behind.
New forms for old
In the countries of the Third World, unequal economic relations have substituted the earlier direct domination. Hence the post-war period has seen not a lessening but a growing penetration of monopoly-capital into these regions of the world. Foreign capital has come to dominate in the leading and most profitable industries, compounding the disproportions in their national economies, forcing local enterprises out of business and creating additional hardships for the working people. According to the UN Centre of Transnational Corporations, unless the current trend is reversed, the TNCs will control over 40 per cent of production in the non-socialist world by the end of this decade.
In addition to this is the practice of 'transfers' and 'intra-firm pricing arrangements' which both defraud the host country, reduce the level of taxation paid and lead to a loss to the developing countries running into billions of dollars.
One result has been the enormous increase in the foreign debt of developing countries. By 1979 end this was estimated to have been around $ 360 billion—representing a five-fold increase in one decade. A considerable part of this was incurred in the form of short-term credits provided by private commercial banks at very high interest rates of 10-12 per cent, to be repaid within a period of less than ten years. By the beginning of the 80s it had reached $ 450 billion. And in 1979 alone, developing countries had to pay about $ 70 billion towards clearing off this debt, as well as interest and dividends.36
The situation is further aggravated by the deepening general crisis in the West, which intensifies all the negative trends in the economies of the developing countries. This is particularly so with regard to inflation. According to IMF estimation, the average annual inflation rate in this set of countries, excluding the oil-producing countries, reached 20-30 per cent between 1973-78. In the second half of the 70s the highest rates 20-60 per cent were registered in Latin American countries—Argentina, Brazil, Columbia, Mexico, Chile and Peru, i.e., the states which account for about 80 per cent of the continent's GNP and population. In Argentina it soared to an astronomical 100 per cent in 1980.
An accurate account of all the losses incurred by the unequal partnership imposed on Asian, African and Latin American countries is of course difficult, but the Report to the Club of Rome, coordinated by the prominent economist, J. Tinbergen, estimates these losses to be in the region of $ 50-100 billion by the middle of the 70s.37 Over the decade 1970-80, the total capital losses incurred through profit transfer arrangements, repayments of external debt and interests, are estimated to have increased nearly ten-fold, compared to the $ 7-7 billion in 1970. Today they absorb almost one-third of all the export earnings of Asia, Africa and Latin America.
The experience of African countries, among the most backward, in production as well as social relations, most clearly exposes the nature of the neo-colonial exploitation. By 1978, the sum total of TNCs' direct investment in Africa, excluding South Africa, was estimated at $ 10.2 billion.38 Firstly they have considerable interests and influence in the leading sectors of the extractive and manufacturing industries, banking, transport, insurance, building and tourist service in many of these countries. Their first priority is countries rich in natural resources and having abundant domestic materials, e.g., Zaire ($ 1 billion worth of direct investments), Nigeria ($ 1 billion), Liberia ($ 1 billion), Gabon, Ivory Coast and Kenya.39 At the same time it should be noted they are completely ignoring a large group of the poorest and least developed countries on the continent, so that 80 per cent of their investments go to just about 15 countries.
Since over two-thirds of this direct capital investment are in mineral resources and the industries working them, and many of these industries are nationalized, ways have to be found to circumvent or contradict this influence. This the TNCs do by securing a large degree of control over the subsequent stages of production processing, and by imposing unfair transportation and marketing conditions.
The impact of monopoly-capital penetration on the people, and the type of relationships set up, is predicatable. According to the ILO, 455 million people in the developing countries are either totally unemployed or employed on a part-time basis—a figure 27 times greater than the figure for the advanced capitalist countries. U.N. data show 800 million in Asia, Africa and Latin America living in conditions of abject poverty, famine, or malnutrition; 700-800 million totally illiterate and 1.5 billion without medical services.
The growing crisis in the West, the declining demand for the major exports of the Third World countries in the context of an absolute decline in world trade in 1981 for the first time since the 1950s, will mean a further deterioration in their situation.
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The truly imperialist nature of TNC investment in the Third World is succinctly captured if the net flow of direct investments is compared to the counterflows of repatriated profits. Taking the period 1970-78, direct investments in underdeveloped countries totalled $ 42 billion, while the profits from these investments repatriated to investing countries amounted to $ 100 billion.40 Which means that for every new dollar invested in the underdeveloped countries as a whole during this period, the multinationals repatriated $ 2.4 to their country of origin. The significance of this figure increases when we note that the proportion of total direct investments going to underdeveloped countries is declining, and is less than half of that going to the developed capitalist countries.41
Thus the lion's share of investments continues to go to the developed capitalist countries. However, it is not only the volume of investment which is relevant to judge the importance of investments to the donor country. This fact clearly emerges if we look at returns on overseas investments in the case of U.S. owned TNCs (see Table 2.3).
Firstly we note that out of the total of $ 37.475 billion in capital exports from the U.S.over 1970-78, only 23 per cent($ 8.7 billion) went to the underdeveloped countries whereas 73 per cent ($ 27.6 billion) went to the developed countries. But against these $ 8.7 billion, profits from the underdeveloped countries were $ 54.4 billion, while against the $ 27.6 billion, profits from the developed countries were $ 85.8 billion. Of the latter $ 85.8 billion, $ 41.1 billion is remitted and $ 44.7 billion reinvested. And of the earlier $ 54.4 billion, $ 39.6 billion is remitted and $ 14.8 billion reinvested. In other words, the developed countries received 73 per cent of capital exports, which yielded 59 per cent of the total profits, but remitted only 49 per cent of these profits. The underdeveloped countries received 23 per cent of capital exports, which yielded 38 per cent of total profits, but remitted 73 per cent of these profits.
This means that on an average, for every dollar the U.S. invested in underdeveloped countries it received an income of $ 4.5; whereas for the developed countries the ratio was $ 1 : $ 1.4.
Taking absolute amounts, total income from U.S. foreign investments rose from less than $ 2 billion in 1958 to $ 11 billion in 1970, and to $ 76 billion in 1980.42 Total income from U.S. investments in Latin American and the Caribbean countries was $ 2 billion in 1970, $ 22 billion in 1980; from Asian and African countries, $ 10 billion in 1980. The slower rise and lesser amount here was due largely to the nationalization of U.S. oil holdings by the OPEC countries. If oil investments are subtracted, the profits of U.S. companies From Asia and Africa have increased even faster than in the Western hemisphere.43 Thus the underdeveloped countries are major contributors to the U.S. balance of payments.
Table 2.3
NET CAPITAL OUTLAY, TOTAL PROFITS REMITTED AND REINVESTED BY SELECTED REGIONS AND COUNTRIES, 1970-78, FOR THE U.S. (IN MILLIONS OF DOLLARS).
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Source: Survey of Current Business, August 1980, pp 24-25, quoted in N. Leon, Transnational Enterprises and the Third World, op. cit., p. 15.
Additionally it should be noted that a good part of the multinational expansion in the host countries through its affiliates is financed from local resources in both developed and underdeveloped countries. Oilman's study on U.S. direct investment in eight OECD countries reveals that between 1966 and 1976, for a large sample of U.S. owned foreign affiliates in the OECD countries, only an average of about 7.5 per cent of asset accumulation was financed by a gross outflow of dollars (and on a net basis, gross outflow less repatriated earnings, the contribution of the U.S. parent companies was negative). In the years 1966-76, almost the entire increase in foreign assets owned by U.S. controlled companies was financed by the internal cash flow of foreign affiliates (profits plus depreciation allowance) and by funds borrowed from foreign sources, rather than by parent company contribution of dollar financing (equity or loans). In 1966 net dollar financing equalled 11.9 per cent of total sources. In 1976 it was minus 13 per cent. In absolute terms, from 1966 to 1976, in the eight sample countries, American sources contributed $ 3.1 billion to foreign affiliates, and received $ 7.5 billion in dividends.44 Thus the modus operandi remains common, only the mass of profits, accumulated and remitted, vary sharply.
International lending institutions
It is within this framework of pressure and plunder that the financing operations of the World Bank and IMF should be viewed. These institutions are dominated by the imperialist countries—the U.S. is the largest shareholder owning more than 20 per cent of the equity. Set up and used precisely to manipulate the monetary, financial and economic conditions in the interest of those that control them, they in fact further the financial crisis and underdevelopment. The foreign debt of the underdeveloped countries (UDCs) today [in 1982-Ed.] most probably exceeds the figure of $ 500 billion, growing at an annual rate of approximately 21 per cent during the 1970s. Debt servicing took $ 44.2 billion dollars in 1979, but this burden of debt only ties these countries all the more to the owners of finance capital.
To meet the deepening crisis and its macabre companion— stagflation—the TNCs are now insisting that less reliance should be placed on such institutional 'aid', and more recourse should be had to commercial credit. In the words of the World Bank President, A.W. Clausen—the former President of the Bank of America, and de facto nominee of the U.S. President, by the open nomination procedure followed in appointing the Bank's President—assistance to the Third World countries 'must lead to proportionate growth in the economies of the donor countries'. Accordingly, the new stipulation is that for every dollar of 'aid', one dollar of commercial credit must be raised, at interest rates anywhere up to 20 to 21 per cent. In effect, therefore, there will be a rise in the average rate of interest to be paid for 'aid', and a further 'flowing in' of income to the moneylenders.
The Indian example of the ICICI is a case in point. The ICICI has to raise $ 150 million in commercial credit to match the World Bank loan of the same amount. It has decided to raise $ 40 million in three currency loans at an average interest of 15 per cent, and $ 30 million in bond issues at a half to three eighths per cent above the LIBOR (the London Inter Bank Operating Rate), which in effect means around a 21 per cent rate of interest. Since the World Bank rate is 10.6 per cent, this means ICICI will be paying an overall interest rate of 13 per cent for getting a loan of $ 300 million, when it asked for a loan of $ 200 million. The story does not end there. Since the ICICI must charge higher rates from its borrowers, who must also be foreign exchange earners, there will be few or no Indian takers, therefore the call must go to multinationals to become its clients. The trick has been performed. Not only has aid been used to pry open an entry for private commercial capital, but the higher interest rate ensures both an income flowing in from outside investment, and a greater dependence.
With regard to the aid itself, as the discussion around India's application for a $ 5.7 billion loan from IMF has thrown up, the U.S. is pressing for stricter imposition of the conditionality on countries that seek loans, and a sharp cut-back in programmes for interest-free long term loans to the very poorest countries. This has been accompanied by threats to cut off future contributions to the next IDA replenishments, or at least reduce its participation in Bank programmes, if this is not agreed to.
The 1981 World Bank Report has already spelt out, in speaking of the need for 'satisfactory national action' by underdeveloped countries, 'corresponding to each of the facets of global adjustment', that the first priority is to reduce current account deficits to sustainable levels. For this its policy prescription over the next five to eight years would require consumption levels to be reduced below 'what (they) would otherwise have been', to generate enough foreign exchange to import what is needed to expand exports. Throughout the 1960s and 1970s, all the 'global adjustment' has been on the side of the underdeveloped countries. Now in the 80s too, the developed countries require that to enable them to adjust to the constraints imposed by the worsening of the general crisis, with the least cost and greatest profitability, the underdeveloped countries must make the necessary adjustments and orientations in their policies.
The meeting of the IMF interim committee at Helsinki carried this policy a step further. The U.S. forced its industrial partners in the OECD to endorse its proposal for a continuation of the stringent policies of monetary restraint pursued for the last three years. This was in the face of stiff opposition from the IMF and the caveat of its managing director, Mr. de Larosiere, in sharp contrast to his more pliant statement at the joint Fund-Bank meeting in October 1981. They also agreed not to press for some regulation of the international capital market to cushion the effect of high interest rates on other industrial economies.
Practice has shown that this unrestrained monetarism is harming not only the Third World, but the industrialized economies as well. Therefore, economic recovery cannot be the prime aim of these policies. But political dominance of the U.S. is, and these underlying political motivations are coming more and more to the forefront.
III
Capitalist development in the post-war years, therefore, has brought into being new forms of production and exchange: monopoly firms and international cartels transformed into giant multinational, multi-commodity producing and trading corporations, on the basis of a second scientific-technological revolution. This opened up immense possibilities for expansion of total output and the creation of totally new products. These new industrial structures have internationalized production, in the process socializing labour more and more across the capitalist world. Logically flowing from this, big banks were transformed into giant international banks with highly complex and sophisticated financial networks outside the purview of most of the governments in whose countries they operate, internationalising capital to a degree hitherto unknown.
In examining these changes we have found that concentration of capital, centralization of capital, internationalization of capital, three features pinpointed by Lenin as marking the transition of capitalism from its competitive to its monopoly stage—are the present-day capitalism's three distinct characteristics in its multinational phase.
We began this paper by posing the question whether with this far stronger productive, financial and marketing base, sophisticated and instant forms of market intelligence, telecommunications and transportation, capitalism has been able to eliminate those problems and tendencies which Marx and Lenin claimed were inherent in its functioning even as it expanded and grew—the cyclical expansion-contraction nature of production, unevenness in developing, rivalry and antagonism among its major producing groups and centres, the irreconcilable conflict between the developed and underdeveloped segments of the same capitalist system, born of the historically conditioned international division of labour, the immiserization of the mass of the working people even in the developed regions, the tendency to war and preparation for war to redivide markets.
Greater instability
The answer to all these questions must be in the negative. The immense growth in its productive forces, far from solving any of these basic contradictions, has induced a much greater degree of instability and crisis in the system.
Capitalism as a world system post-1945 is much weaker than before. The disintegration of the colonial system, and the formation of the socialist camp and market, are the irreversible causes of its weaknesses. In fact the very changes traced above are monopoly-capitalism's response to the weakened position. Now in the 1980s, the system is gripped by a crisis on a world scale, which presages a long period of stagnation and further decay. The TNCs, like vultures, will continue to feed and fatten on this decaying carcass. Instability has become the order of the day; and not only on the economic plane. Political instability has also become a characteristic feature. The last ten years saw 80 governmental dissolutions in the advanced capitalist countries—i.e., 80 governments were unable to run their full term—and more and more developing countries coming under direct military rule.
Economically, growth rates show their characteristic fluctuations. From just over 5 per cent in the 1960s, with relatively little inflation and unemployment, to highly erratic growth in the 70s, averaging only 3.3 per cent a year (2.7 per cent in the U.S., 2.8 per cent in the F.R.G. and 1.5 per cent in Britain), and averaging 1.3 per cent in 1980.45 Even in Japan, whose economy has consistently grown more rapidly than those of other countries, the 4 per cent annual growth rate registered in the last seven years was less than half what it had been during the 60s. Underlying these fluctuations has been the far greater frequency of the periodic intermediary crises, within the normal cyclical crisis which used to occur every eight to ten years, particularly in the 70s—1969-70, 1973-75, and 1979-80. International trade registered a growth of only one per cent in 1980, and a fall in 1981 for the first time in 30 years. Of equal significance are the two new features which have marked the postwar era, and which were not witnessed in the inter-war period, despite the occurrence of the Great Depression. These two features are stagflation with its corollary of unemployment, and the protracted monetary crises that have rocked the capitalist world since the end of the 60s.
Capitalism has known high rates of inflation in the past, e.g., during the war years, or the post-war situation in Germany in the 1920s, but never has capitalism recorded such high levels of continuing inflation combined with industrial stagnation. In earlier crises, prices always dropped as production fell. Now, prices continue to rise and inflation often increases in the period of recession. For instance, economic growth in the developed countries registered a decline from 4 per cent in 1976-79 to 1.3 per cent in 1980, while inflation registered a rise from 7.5 per cent in 1976 to 8.6 per cent in 1980.46 In other words the old mechanisms are no longer acting; the multinationals are able to intervene to maintain and increase the price level and profits, even when production is falling and the economy is in a downswing.
The capitalists have only one policy to curb inflation—slashing employment, slashing social security, further squeezing the underdeveloped countries. Thus both inflation and unemployment have become chronic and uncontrollable features common to all capitalist countries.
Similarly in the international monetary relations in the 60s and 70s, the devaluation and instability of the dollar in contrast to the relative strength of the mark, the yen, the guilder and the Swiss franc, reflect the uneven development in the different imperialist states, the underlying trade rivalries, the weakening .of the American economy, absolutely, and in relation to its capitalist competitors. Stagnation, unemployment and inflation have of course deepened the social contradictions within each country. The greater profitability of the transnationals in the 70s has been matched by the lowering real-wage levels and living conditions of the working people in all capitalist countries. To take the greatest of them, the U.S.A., there were 7,657,000 jobless in August 1981, representing 7.2 per cent of the work-force, according to Labour Department data, 10 million according to the trade unions. Thirteen per cent of the American population, no less than 30 million people, live below the poverty line.
Thatcherism in Britain and ‘Reagonomics' in the U.S.—both open and unashamed attacks to make the people bear the burden of the crisis—only underline the stark fact that even disguising such policies is no longer possible.
Growing resistance to imperialism
At the same time, these policies are producing their reaction in the form of a rising scale of workers' resistance to the capitalist classes' attempt to ride the crisis at their expense. This resistance is marked by four factors, of which two are new. (1) The widespread character of the struggle breaking out in all the advanced capitalist countries, often in the key industries, turning into a head-on clash with the administration. This happened with the Air Traffic Controllers' strike in the U.S. recently, which was supported by wide sections of the working class, and turned into criticism and attack on the general economic policies being pursued by the government. In short, these strikes are taking political overtones and emerging as class clashes. (2) The growing international solidarity actions with striking workers in any one country, as with the shipping strike in the U.K. which obtained not only large international moral and material support, but synchronized supportive actions on an organized basis in several countries, the miners' strikes in the U.S., Britain, Germany, the automobile workers' strike in Britain and France, and other strikes in the much-trumpeted model welfare state of Sweden. (3) The moving into action of larger and larger sections of previously passive social strata, the salaried employees in country after country in Europe; and (4) conscious participation in strike and solidarity actions by the organized youth and women's movements, under such slogans as 'Jobs, not war', 'We want to .work, not to kill'.
On the political side, these actions are matched by the rigorous and militant peace movements thrown up in every country from north to south and east to west, against the dangerous drive to war by the advanced capitalist countries. Most outstandingly the protests are directed against the U.S. warmongers and their champion spokesman, President Ronald Reagan, seconded by the government of Britain and its present leader Margaret Thatcher, still seemingly under the delusion that she leads a 'glorious empire' rather than a run-down capitalist economy. The movements of resistance, both on the economic and political plane, are important for challenging and halting the dangerous policies of the imperialist power. At the same time they graphically illustrate how the same general crisis has gripped each country. On the other hand they illustrate how the policies adopted by the capital-owning classes are resulting, not in solutions, but in greater antagonisms between the interests of the ruling classes and the people, primarily the working classes.
As far as the underdeveloped countries are concerned, as we have seen, political independence has not meant an end to exploitation by the advanced capitalist countries, who continue to be imperialist in nature. These underdeveloped countries of the Third World continue to be assigned a subordinate role in an international division of labour controlled by the transnational corporations.
There has been one change, of course, in the post-colonial era which has to be noted. That is the enhanced role that these countries now play as independent states in the international sphere, a factor which has forced imperialism to adopt more flexible tactics vis-a-vis these states. The last two decades or so have witnessed the formation of the non-aligned movement, the Group of 77 and the campaign for a New International Economic Order, the OAU, the League of the Arab States, etc. Some twenty regional and sub-regional economic groupings uniting developing countries have been established; 25 associations of raw material producing states have been or are being organized. In fact, there are virtually no developing countries which have not joined at least one or two of such organizations.
The response of the advanced countries is to resist their economic demands doggedly and try to subvert their political stances—as happened for example at the Cancun meeting in 1981 and the Helsinki IMF meeting of May 1982. To the extent that the newly-independent countries resist the economic and political pressure brought to bear on them by the imperialist states, to that extent two things result: the antagonisms between the imperialist countries get exacerbated, and the crisis gets prolonged as imperialism is unable to solve it at their expense.
Compounding all these problems currently facing capitalism is the contrasting picture of the conditions in socialist countries, their economic relations with underdeveloped countries, and their firm military opposition to imperialist warmongering. Steady and planned growth, unplagued by instability, inflation, unemployment or economic rivalry, have provided steadily rising living standards to their peoples. The socialist countries also offer an aid to the underdeveloped countries which has resulted in strengthening the industrial base and economic independence of these countries, and provided them with some basis to resist imperialist pressures. This difference in the end result of socialist and imperialist aid arises, of course, from the difference in the nature of the systems—socialist aid is not capital seeking a field of investment for the purpose of profitable returns, capital seeking self-expansion. It does not fall into the historical category of capital and for this reason is non-exploitative in character.
In the sphere of international relations it is the Soviet Union's nuclear-strike capability and the socialist camp's defence preparedness which act as the greatest deterrent to the outbreak of a nuclear holocaust. It has barred imperialism's aim to eliminate socialism and revise the political settlements of the Second World War, and to use gunboat diplomacy vis-a-vis the Third World. The very existence and continued growth of the socialist system, therefore, not only constrains the expansion of capitalism, but every advance registered by it further intensifies capitalism's own contradictions and further divides the capitalist powers.
Militarisation and the drive to war
Lastly to be noted is the high degree of militarization of the economy introduced by the U.S. rulers from the end of the Second World War, and steadily stepped up, as the problem of markets, demand and stagnation in production mounted. Reagan's military budgets have steadily kept increasing and in another five years direct military spending is to approximate $ 500 billion a year, to completely dominate the U.S. budget. This has not only meant enormous profits for American multinationals, but is being relied upon to put a floor under economic activity and spur a certain amount of economic recovery. 'Defence spending... is developing as an increasingly important sustaining influence on the economy'.47 In the long run the effect will be the opposite, for such jumps in military spending will mean higher inflation, a worsening balance-of-payments gap, higher interest rates, lower productive investment, increasing taxes and more unemployment in a U.S. economy considerably weaker than two decades ago at the time of the Vietnam War.
Simultaneously the Reagan administration is pressing its 'allies'— of whom Germany and Japan in particular have benefited by not having to divert any capital from productive investment to armaments—to step up their defence expenditure, share this 'burden of defence' and generally embark on the path of open confrontation with the socialist forces. This has sharply escalated the danger of world war.
War as a means for repartitioning territory was an attribute of the early stages of monopoly capitalism. What was not there earlier, but is a prominent feature today, is the use of militarization as a means of maintaining economic activity, staving off a slump worse than the current one. In the U.S. in particular, militarization of the economy, armaments production, encouraging acquisition of the latest weapons, particularly by the developing countries—all these have been the pillars of the economic policies of the successive Presidents of the U.S.A. since the end of the Second World War. Reagan did not invent the policy—he is only the most inept, vulgar, unlovely and undiplomatic exponent of it—the most complete representative of American monopoly capitalism.
Nor is this a purely post-Second World War phenomenon. Hitler's target was not only the colonies of other nations; his prime target, and therefore the prime target of German monopoly capitalism, was conquest of the vast territory, resources and man-power of the U.S.S.R. to be used to strengthen German might in its struggle against its imperialist rivals. It is well known that Hitler was aided, abetted and egged on by the American, British and French governments, by Chamberlain and the Cliveden set, to attack the Soviet Union. The trouble was that Hitler tricked them by turning his (their) guns on them first. In other words, inter-imperialist rivalries turned out to be stronger than the common desire to destroy the first socialist state.
When Lenin, with great insight and a profound understanding of the working of capitalism, wrote that with imperialism wars were inevitable, no one imperialist state was strong enough to dominate others. And he wrote before any proletarian revolution had taken place. Today, despite the emergence of two other rival centres of growth, U.S. imperialism still remains the over-arching supreme imperialist power. And there now exists a socialist camp. The imperialist powers would still like to settle their scores by war—but they would be fools, which they are not, to forget the existence of socialist states, and the socialist forces in each country waiting in the wings. Local wars have been and are still taking place. The imperialists would also like to unite to reduce the power of the socialist state—vide Reagan's desperate attempts to throw up an alliance for war against the Soviet Union—but the national rivalries prove stronger each time as national interests clash. Thus war remains—currently a very pressing danger—as an instrument of imperialist policy, and together with multinationals, constitutes monopoly capitalism's short term and long term means of trying to harmonize its contradictory tendencies.
Conclusion
In this paper we have attempted to identify the changes and new features in contemporary capitalism. It is precisely because Lenin's analysis, his 'theory' for explaining the imperialist stage of capitalist development, focussed on and drew attention to the laws which govern capitalist growth, that the theory does not become linked to certain specific and historically dated aspects of that development. His point of departure was the primary economic relations governing production, and from there the social, political, and class structures and institutions which defined the state.
For this reason it is not, nor was it meant to be, a theory of capitalism at a point of time, but essentially a theory on the dynamics of capitalist development, that is to say, capitalism in growth and conflict—in Marx's famous words—'to uncover the laws of motion of capitalism'. It is precisely because it is an analysis of capitalism in motion that Lenin's theory not only enables but requires every serious Marxist to take account of the new facts in order to test the validity of the premises.
An examination of the changes and the new features have only shown that:
	the basic, underlying economic and social relations of capitalism, remain unchanged;

	the technological, economic and political development within these relationships required that the forms in which these relations take existence, change; 

	these new features of the present-day world, the transnational, the emergence of three centres of economic power, the intensified rivalries, intensified class struggles, intensified friction between the developed and developing groups of countries, the emergence of the socialist camp and its growing challenge to capitalism, the intensified drive towards war now directed against socialist countries, are only new manifestations of the characteristics which have distinguished capitalism from the beginning of its imperialist stage.


Lenin substantiated his analysis with the concrete conditions and developments of his time. The substantiation today must encompass the new facts—and these facts uphold the validity of his analysis.
But Lenin's analysis was more than an academic exercise. It was a means to guide action. For those who wish to see, this powerful function of his analysis still retains the force it had when written in 1916. This analysis of imperialism has guided all the successful revolutionary movements since. Here, as in all things, the test of the theory must lie in practice. And proved in practice has been Lenin's historical assessment: 'Imperialism is the eve of the social revolution of the proletariat.'
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Some Recent Developments in International Finance and the Classical Theory of Imperialism
Amit Bhaduri
Classical Marxist understanding of imperialism as a 'new phase of capitalism' derives from the contradictory aspects of capitalist development. Its one aspect is the growing anarchy in production which compels the capitalist state to assume greater economic responsibility, strengthening the ideology of economic chauvinism of the nation-state. But, as this economic chauvinism finds expression in imperialist expansion for dividing the world as market and cheap sources of raw materials, another aspect also becomes important. Some coordination among the expanding imperialist powers has to be achieved in order to avoid imperialist wars among capitalist nations. It is this contradiction between strengthening the economic" chauvinism of the capitalist nationstates and the need for greater coordination among them, which operates as the primary contradiction in guiding the process of internationalization of capital. Bukharin stated this in the most categorical terms: 'Capitalism has attempted to overcome its own anarchy by pressing it into the iron ring of state organization. But having eliminated competition within the state, it let loose all the devils of a world scuffle.'1
Even non-Marxist economic historians of modern capitalism have often tended to accept this interpretation. Years of relative peace and prosperity (at least, in the capitalist metropolis) are associated with the ability of capitalist state powers to coordinate their economic expansion. But depression and open economic rivalry on all fronts follow as older 'rules of the game' give way and the framework for coordination among capitalist states disintegrates to make economic chauvinism of the nation-states the dominant factor in their economic relations of trade and finance. An internationally synchronized pattern of boom and slump in the capitalist world then broadly follows the alternating pattern of domination of those two contradictory aspects.
After the disastrous experience of the events following the breakdown of Gold Exchange standard, based on the supremacy of the British sterling (in 1931), the capitalist world began to regain some degree of economic normalcy after the Second World War (1939-45). The disastrous consequences of the breakdown of the international financial rules of cooperation which resulted in 'beggar-my-neighbour' trade wars among capitalist nations and the deepest (so far!) economic depression, had again impressed upon all capitalist states the urgency of restoring some rules of economic and financial coordination among themselves. The agreed charter at Bretton Woods (1946) which dominated international financial relations for another quarter-century was born in such a climate of urgency.
It is not often realized that the Bretton Woods agreement itself had two aspects reflecting, as if in a mirror, the two fundamentally contradictory aspects in the internationalization of capital mentioned above, it was motivated, on the one hand, by Keynes' argument that maintenance of national economic activity at full-employment is a responsibility of the concerned national government; hence, some autonomy in regard to economic nationalism had to be accommodated without fear of serious international repercussions.2 On the other hand, international economic coordination among capitalist nations had also to accept the hegemony of the American economy for setting up any viable new scheme. A compromise was obtained by formally pegging national currencies to the dollar, so that national autonomy in using the exchange rate as an instrument of furthering foreign trade was drastically curbed by this agreement. At the same time, the dollar was the only currency officially convertible to gold (at 35 dollars per ounce of gold) in order to maintain the international confidence in the dollar as a 'store of value'.
In effect, then, the hegemonic financial role of America consisted in its national currency being attributed all the traditional roles of (international) money. It was the unit of account and the medium of exchange in international payments; more importantly, it was also the international store of value, so that other national governments would willingly hold dollars as the store of future purchasing power in their international transactions.
This scheme of financial coordination under the hegemony of the American dollar, as Triffin (and Keynes before him) had already recognized, was bound to be self-defeating in the longer run.3 If America ran a steady balance of payments surplus international confidence in the dollar would be maintained; but the rest of the world would simultaneously face a steady shortage in acquiring dollars as international trade. If America, on the other hand, ran a steady payments deficit, sooner or later the dollar would lose its credibility as an international store of value. It was a two-edged trap of either 'dollar-shortage' (roughly continuing till 1958) or 'dollar glut' (marked since 1965) that this awkward scheme of turning a national currency into 'international money' necessarily entailed. Experience in the evolution of the Bretton Woods system, ultimately leading to the collapse of the dollar through unilateral declaration by America (on 15 August 1971) of suspension of official convertibility of dollar into gold and finally her breaking the link with gold (so called 'demonetization of gold'), abundantly brought out the powerful trap of a 'dollar glut' in which the world financial system was to get caught ultimately. Nevertheless, it would be altogether wrong to view this ultimate disintegration of the Bretton Woods system as a mere technical flaw in the scheme of agreement for coordination among capitalist nations. The flaw lay in the very political realities under which capitalist nations agree to cooperate on the international financial scene. Because of the contradictory character of capitalist development mentioned earlier, where each state must support its chauvinistic national economic ambition and in order to realize that, also feels compelled to cooperate within limits with other capitalist nations, an inherently unstable compromise is involved. The compromise works so long as one particular nation has indisputable economic hegemony over the rest (like America after World War II or Britain before World War I), so that its national currency becomes acceptable as international money. But the compromise is bound to fail as the economic hegemony of that nation is increasingly questioned by its rival partners in world trade. The two-edged trap of the 'dollar-exchange system' of Bretton Woods broadly reflected these two contradictory aspects of capitalist development on which the classical Marxist theory of imperialism is based.
The limited financial cooperation among capitalist nations, which continued under the Bretton Woods system of American hegemony, decidedly worked primarily to the advantage of that hegemonic power at least during the 'dollar-glut' period. For, in essence, it bestowed on America the power to 'shop around the world' in exchange for its paper liabilities in the form of dollars held abroad. Foreigners were content to hold these paper liabilities as 'store of value', while America was content to purchase real goods and services abroad, in exchange of her dollar (and other short-term) liabilities.
This hegemonic role of the dollar as the reserve currency worked to America's advantage in at least three distinct ways.4 First, it enabled America to maintain a technological gap vis-a-vis Europe by permitting it to invest heavily in R & D, particularly in areas of basic science and military technology, without correspondingly curbing the level of domestic consumption. This, in turn helped to maintain international confidence in the dollar for a longer time, as American industries could also maintain their international competitiveness for a longer period. Secondly, it financed the American international war machinery, especially its massive expenditure in Vietnam. The reserve currency status of the dollar meant that part of the cost of it was borne in real terms by other countries, as they advanced goods and services in exchange for their increased dollar holdings. Thirdly, it allowed large American foreign private investment to be sustained through years of accumulating dollar reserves abroad. As General de Gaulle and his financial adviser Jacques Rueff—the main spokesmen of European economic nationalism contesting American hegemony in the early sixties—repeatedly pointed out, the reserve currency status of the dollar usually meant that an American multinational could take over a firm in, say, France, and all that would happen is an increased dollar liability of America with the banking system of France (kept as reserve without reciprocal claim on American goods and services).
There can be little doubt that American multinational penetration, especially into Europe, was largely facilitated by the reserve currency status of the dollar. Thus, during 1960-67, the United States on an average maintained an annual 'trade surplus' of about 6 billion dollars. But its net capital outflow on public and private account was around 8 billion dollars annually (3 billion in 'grants and aid' including military 'aid' + 2 billion as net foreign private investment), so that trade surplus was more than wiped out by net capital lending and transfer abroad.5
A closer study of the U.S. balance of payments situation provides a good starting point for understanding the nature of this inter-capitalist rivalry in its modern phase. The current account of the United States swung from a massive 6 billion surplus in 1964 to a deficit of 2 billion in 1969, while basic trade deficit increased. The official settlements balance, which at this time was the major determinant of international liquidity, was in regular deficit until 1967, but tight monetary conditions in late 1968 and in 1969 attracted such large short-term capital inflows that there was an official settlements surplus. Despite the introduction of Special Drawing Rights as a new form of international reserve, a new United States capital-control programme and the 'two-tier' gold system in 1968, and drastically tighter United States monetary policy, the ability of the United States to restore its external position, was questioned and exchange-market speculation continued. When monetary policy eased again in the United States, official settlements deficit reached 10 billion dollars in 1970 and three times that amount in 1971. Europe and Japan were 'awash with dollars'.6
The large overhang of dollar liabilities located in commercial banks outside the United States commonly known as 'Eurodollars' was precisely an outcome of the reserve currency privilege of the dollar, systematically exploited by the United States government. The common misconception that the dollar overhang was a consequence of the rise in oil prices by OPEC since early 1974 is borne out neither by fact nor by theory. It was largely a creation of American multinational corporations expanding on a world-wide scale, under cover of the reserve currency role of the dollar. It is useful here to compare quantitatively the deposits in foreign currency (mostly dollars) held in commercial banks with the more classical pattern of foreign currency reserves held by central banks. The ratio of commercial to central bank-held foreign currency (mostly dollars) increased from 1 : 8 in 1961-63 (average) to over 1 : 2 in 1970 and exceeded unity by 1973.7 This predates the oil-price rise and it would not be an exaggeration to say that the reserve currency status of the dollar during the Bretton Woods period has not only led to spectacular growth of Eurodollar based commercial banking, but has ultimately contributed to a new development where transnational commercial banking rather than central-banking operations dominate the international financial scene. The massive petrodollars deposited with commercial banks after the oil-price rise since 1974 which was recycled to a few selected middle-income developed countries only strengthened this historical trend.
The above analysis would suggest that the expansion of American multinational corporations particularly during 1960s belongs to a typical phase of inter-capitalist rivalry in capturing the world market. But this expansion, largely facilitated by the reserve currency role of the U.S. dollar, led to spectacularly rapid expansion of transnational commercial banking from the second half of the 1960s and was given an accidental stimulus by the oil-price rise and financial surplus of OPEC countries held in commercial banks of OECD countries since 1974 although Bank of International Settlement data suggest that the OPEC deposit never exceeded 12 per cent of total deposits in western banks during 1975-80.
The classical Marxist understanding of imperialism as the combined expanding operation of industrial and financial capital of the nation-states becomes an oversimplified view in the context of these recent developments. For, the expansion of American foreign private investment, carried out mostly by American multinationals during the 1960s, did not necessarily result only in expanding the scope of operation of the American transnational private banking system. This, in a way, was the peculiar consequence of the reserve currency role of the dollar. Non-American commercial banks, located mostly in other OECD countries, also received dollar reserves as deposits in the rapid expansionary process of the Eurodollar market. And gradually, with the declining status of the dollar in the post-Bretton Woods phase, this Eurodollar market increasingly assumed the character of a more general Eurocurrency market, where the American dollar located as deposits outside America (i.e., Eurodollars) along with other important convertible currencies provided the media for international lending operations.
Although most international loan and payment contracts are made even today in dollars as a legacy of Bretton Woods, there are unmistakable signs that, in spite of spectacular growth in international commercial banking, the relative importance of the United States is decreasing in this area. The volume of international bank loans, as calculated by the Bank of International Settlement (BIS) rose from 320 billion dollars in 1973 to 1970 billion dollars in 1979.8 At the same time, under increased competition from other banks, the share of American banks in total lending decreased from 38 per cent in 1973 to 32 per cent in 1979.9 Similarly, international earning as a percentage of total earning of the ten largest U.S. banks was 52.5 per cent in 1975 and steadily decreased to 50.8 per cent in 1976, 50.5 per cent in 1977, 45.5 per cent in 1978 and 42.6 per cent in 1979.10
The fierce inter-capitalist rivalry in the sphere of international banking, which has increasingly questioned the American dominance, has been accentuated by two simple features of the Eurocurrency markets. First, the rise of international banking in foreign currency in any country essentially means that the business of international liquidity creation is to some extent cut loose from the base of home currency. Naturally, this has more adversely affected American banks, while more traditional centres like the City (i.e., London capital market), the Swiss banking system, or new currency centres have been significant beneficiaries.
Second, foreign currency deposits (on which the Eurocurrency market is largely based) do not in general attract General Bank reserve requirements to the same extent that domestic currency deposits do. Hence, the ability of the American monetary authorities (Federal Reserve system) to control these developments to the advantage of American banks has been quite limited, even when the medium of transaction is the dollar.
These two factors have led to attempts by Federal Reserve to gain control of the Eurodollar market either by imposing minimum reserve currency requirement on Eurocurrencies (as suggested in April 1980) or, more recently, by its successful move at creating 'International Banking Facility' (IBF), essentially a free-banking zone, in New York largely with the purpose of competing out the present advantages of Eurodollar operations based outside the United States. All attempts at such control by Federal Reserve of the Eurodollar market have been categorically rejected by the central banks of West Germany, Switzerland, United Kingdom and Japan.11 The dollar-exchange system of Bretton Woods has finally come home to roost: well over 30 per cent of international banking is conducted today in expatriate dollars that are with the Eurobanking system abroad. These dollars came into existence mostly through the reserve currency status of the dollar; but fierce competition among OECD transnational banks has now ensured that Federal Reserve has virtually no control over that Eurodollar market.
More interesting perhaps is its domestic implication: except in countries like Japan and West Germany, where their transnational banks are still largely geared to promote national exports,12 the massive growth of international commercial banking in the 1970s has attributed to this sector a degree of relative importance and autonomy which it never enjoyed before. There is now competition at two levels: transnational banks from various OECD countries compete in a world where American supremacy can no longer be taken for granted. And with no leader to set rules, broadly the 'law of the jungle' prevails which is politely described as 'fierce competition'. This aspect broadly corresponds to Lenin's notion of imperialism and capitalist in-fighting in dividing up the world of finance. But at another level, large commercial banks—the 'financial oligarchy' of Lenin's days—have emerged in a role that is far more independent of industry.13 Their operations abroad cannot be controlled by their own central banks in many cases and they do not necessarily work in the interest of their particular national industries. This relative autonomy of the 'financial oligarchy' seems a new development which was largely unknown at a time when Lenin tried to characterize imperialism as the highest stage of capitalism. It is time to take up the challenge afresh to incorporate this new phenomenon into classical Marxist understanding.
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On the Economic Role of the State under State Monopoly Capitalism
Amal Sanyal
In the present century, the economic role of the state is a matter taken for granted. What is debated now is not whether the state should or should not intervene, a debate considered rather archaic now, but which form the intervention ought to take. Yet this state of affairs has not been a characteristic of all stages of capitalism but has rapidly developed during the present century. To be sure, economic institutions sponsored by the state and economic intervention at times have figured in the earlier phase of capitalism as well; it is also well known now that even during the phase of the so-called laissez-faire, there were distinctly identifiable policies of the state's participation in and guidance of economic activities, particularly in relation to foreign trade and the colonies. However, there appears to have taken place, in this respect, a qualitative change during the present century. State participation can no longer be called intervention, but it is of the order of ceaseless monitoring of the entire gamut of economic activities encompassing both production and distribution.
In a very fundamental sense the state has always had an economic role. The state represents a coercive apparatus for suppressing irreconcilable class contradictions in the society— contradictions that arise in the sphere of production through the separation between the producer and the means with which to produce. The very presence of the state is thus necessitated by a characteristic of the sphere of production and thus in a very basic sense the role it has to perform has an economic character. Political and ideological elements of the superstructure in times of peace and the military elements at more disturbed times have performed this task. In the national economic sphere state intervention in economic matters used to be precipitated by periodic crises that the capitalist system gives rise to, and such economic measures used to include temporary regulation of credit, money and commerce and some tax and revenue measures.
By the time of the outbreak of the imperialist war of 1914, the contradictions within the nation-states had grown to such enormous proportions that the existing set of state institutions and the normal pattern of utilizing them were unequal to the task of containing and suppressing the former. The war not only brought a temporary relief to the capitalist states but taught their ruling classes a very important lesson. They had experienced during the war how largescale state demand and state control of money, credit, commerce and trade had managed to suppress the tensions within the nation states. At the end of the war, when the capitalist states faced the prospect of tackling the same pre-war problems increased many-fold, the lessons of the war proved most educative and useful. The institutions of the ruling classes develop through periods of trial and error—rejecting the unsuited trials and retaining the useful. Thus, while the war ended, institutions remained. In fact, in spite of all the nostalgia of many sections of the ruling classes, none of the capitalist countries came back anywhere near the prewar level of government expenditure and freedom of trade, commerce and credit from government regulations. In most countries, notably in Britain among them, just as the war-time practice of a smaller inner cabinet continued in the postwar period, so also did the wartime economic practices. Lloyd George had promised his electors of Wolverhampton in November 1918 that slums should be swept away, agriculture revitalized, the people brought back to the land and that 'inhuman conditions and wretchedness must surrender like the German fleet'.1 The experience of handling things in war proved so congenial that even in the rhetoric of the statesmen, the war lived on.
The fact of the matter was that capitalism had entered a state of permanent crisis—an observable counterpart of this permanent crisis being the necessity of major innovations in the manner of functioning of the system. Maintaining the system of capitalist nation-states and their imperialist world order became impossible within the existing superstructure erected on the basis of a more progressive and less moribund capitalism. The development of capitalism into monopoly capitalism itself was the outcome of the series of crises through which capitalism had earlier passed. With the onset of the permanent crisis, there came the other development, a most significant one in our time—that of the development into state monopoly capitalism. It is best in this context to quote Lenin's brief description:
World capitalism, which in the sixties and the seventies of the last century was an advanced and progressive force of free competition, and which at the beginning of the twentieth century grew into monopoly capitalism, i.e., imperialism, took a big step forward during the war, not only towards greater concentration of finance capital, but also towards transformation into state capitalism.2
Permanent crisis called for a 'permanent intervention'. State monopoly capital grew out of this objective necessity of preserving the system. In its outer appearance it projected a fusion of the large monopoly and bank capital together with the upper strata of the state bureaucracy and the 'abler' statesmen, and thus of a far more organized and stronger state. Its inner foundations were laid on the far weaker soil of a moribund capitalism ridden with permanent crisis. The transformation into state monopoly capital brought in the opportunities of manipulating the spendings, money, credit, commerce and trade and even particular prices and allocations, etc., thus enabling the state to act upon the rate of exploitation in a surer but more roundabout way. To give just one from a myriad examples, the rate of exploitation could now be increased not through either a more peaceful wage bargaining or a more violent wage enforcement, but by increasing the price level through the state's monetary and fiscal apparatus.
Bourgeois conception of the breakdown of laissez-faire
An understanding of the nature of state monopoly capital is important for analysing most of the major economic developments of the present century. It is of particular importance also for rejecting the romantic but influential views about the economic role of the govern-ments in the present century, like the notion of the welfare state or the convergence thesis, etc. The key factor in understanding state monopoly capital is to recall that it arose out of necessity and not by choice. The necessity of preserving the exploitative basis of the capitalist system in the era of permanent crisis transformed capitalism into state monopoly capitalism. By contrast, all bourgeois and petty bourgeois theories about economic functioning of the governments assume that the changes have occurred through deliberate choice. Such theories are but extensions of their romantic and mystifying view that the policies of a government under a parliamentary democracy are what they are because they have been so chosen by representatives of different sections of the population. It is possible to reject the theories of the welfare state on sheer empirical grounds by showing that the policies severally and jointly lead to relative immiserization of the working class rather than its betterment. Such demonstration, though important, is both tedious and deals with the surface phenomena of the problematic. The pedantic nature of the theories of the welfare state is best understood when we examine the a historical way they look at the state itself. An offshoot of the welfare state theories is the equally romantic idea that the capitalist system is transforming itself through institutionalization of welfare considerations to a socialist system. We have seen a plethora of economic institutions in the era of state monopoly capital; but since their very purpose is to preserve the capitalist system and prevent a socialist order, it is but middle-class wish-fulfilment to imagine that such institutions are leading to a socialist formation.
At the level of economic theory, some of these misleading doctrines are related to the bourgeois perception of the cause of the breakdown of laissez-faire. The rise of state monopoly capitalism quite naturally has failed to register itself as a phenomenon on the consciousness of the bourgeois economists, who do not have a scientific idea of the nature of state under capitalism. On the other hand the breakdown of laissez-faire and the rise of state activities in the economic sphere as empirically observable phenomena have impressed them. In its search for an explanation for this breakdown, bourgeois economics has by and large produced the explanation that the convincing discovery that a persistent underemployment equilibrium is possible under capitalism had led to the final breakdown of laissez-faire. It is not a long step from here to persuade that the capitalist state in its capacity of a conscientious guardian of the interests of its constituents chose to give up laissez-faire, and develop a norm of functioning that benefits all.
As we have already outlined above, the breakdown of laissezfaire is just a symptom of the rise of state monopoly capitalism, and that this latter dates to a time long before the Keynesian 'discovery' of the possibility of underemployment equilibrium. Since the imperialist war of 1914, large-scale state demand and control of money,
credit, commerce and trade have remained as unmistakable features of the capitalist states, even though the bourgeois economists have tended to look upon them as exceptions and aberrations until a colleague in their own profession convinced them of their necessity. To absolve Keynes of the opprobrious title of an innovator for monopoly capital, Joan Robinson puts this point succintly:
There is a kind of simple-minded Marxist who has a great resentment against Keynes because he is held responsible for saving capitalism from destroying itself in another great slump.... It implies that capitalists are so stupid that they would fail to learn from their experiences during the war that government outlay maintains profits, unless they had Keynes to point it out to them.3
Indeed, as we have suggested earlier, the rise of state monopoly capital pre-dates the so-called Keynesian revolution. Incidentally, Joan Robinson's argument, while it puts the simple-minded Marxist in his place, also at the same time demotes Keynes from the position of an innovator in economic thought to one who summarizes and theorizes on a lesson already learnt by the monopoly bourgeoisie two decades ago and gives it an intellectual appeal.
Finally, there is another strand of petty-bourgeois thought, which suggests that the rise and triumph of Keynesian policies reflected a triumph, albeit temporary, of more progressive industrial capital over finance. It is important to examine this argument seriously, because it has the deceptive look of a historical argument and secondly because variants of this thought have often been used in procuring support for the fiscalist policies of states from the ranks of trade unions and social democrats. We should note that this strand of thought talks exclusively about Keynesian policies and not of the government's monitoring of economic activities in general. Presumably, this argument can be elaborated to state that even though the nation-states have been following economic policies embracing all walks of life since the imperialist war of 1914, such policies had seen representing the interests of a small .clique, the so called finance. The period between the General Theory and Bretton Woods represented a battle between such cliques in the nation states with the more progressive industrial capital, in which the latter triumphed. The rise of the General Theory into the position of the official handbook of state bureaucrats therefore represents a virtual coup d'etat in the capitalist countries.
It is not very clear what the financial cliques referred to in this argument actually stand for in reality. Since the last part of the last century, the gradual fusion of large bank capital and large industrial capital within the nation states had created a situation by the first decade of this century or at the outbreak of war in 1914, where large bank interests were indistinguishable from large industrial interests. There is no doubt that in its perpetual drive for higher profits and therefore higher concentration, this fusion—'finance capital' as it has been called in Marxist literature—was oppressive towards not only the working class but also towards smaller industrial capital. If the argument above suggests that this stratum of small capitalists, numerous but insignificant as they were, staged a coup against ruling finance capital during the days of the imperialist war of 1939, and had been ruling the world till recently (perhaps until the recent monetarist policy phase?), it does not appear very convincing. The entire period of the domination of Keynesian policies also has been the period of the rise of multinationals and the period of concentration of capital on a scale unimaginable during the pre-Keynesian days of the present century.4
The argument seems to be heavily based on some specific experiences in the U.K. In the U.K. Keynes and the supporters of his views had to fight against the existing views of the Treasury and the City. It is easily arguable that a large part of this fight was influenced by the historical and cultural substratum of British society shaping the views of the Treasury and the City, rather than anything else. The experience in other European countries and the U.S.A. has been very different. An example that will really clinch the issue is of fascist Germany, where even a few years before the General Theory appeared, a standard joke was that Hitler was trying to create employment by painting the Black Forest white, straightening the Crooked Lake and fixing linoleum on the Polish Corridor.
State monopoly capital and rise of Keynesian policies
In the present century, capitalist states have been ruled by large industrial and bank capital fused with the state, and there is no single evidence of the strata of the historically insignificant small capital staging a coup against the former to form a government. Therefore explaining Keynesian policies and their ascendancy in terms of such a fantasy is mere romanticism. But the task remains to explain the ascendancy of Keynesianism in the era of state-monopoly capital, to explain how it serves state-monopoly capitalist interests in the era of permanent crisis.
It is well known that under capitalism, less value is paid to workers than is added by them, and thus there is a constant threat of a realization crisis, of the capitalists being unable to sell the products currently produced. Capitalists have to constantly buy, either for consumption or for investment, goods worth the difference between the value added by and the value paid to the workers. Because of the anarchic nature of the system, the lack of coordination between the capitalists, there is no guarantee that indeed this difference will be realized; and the system perpetually waits at the brink of a crisis. As capital accumulates and the system matures, the said gap widens and a crisis, when precipitated, tends to be both more severe and longer in duration. One plank of Keynesian policies was to suggest a way of delinking the effective demand of an economy from the income of its people. The state, it was suggested, can go ahead creating demand for goods, thus aborting a possible crisis of realization.
However, in a strict sense, the suggestions of the General Theory talk of something more than a realization problem. As the state expands its demand, in the General Theory model it does not just create demand for existing output, but also expands output at the same time. The implication of this has not been often emphasized. The principle of effective demand and successful operation of it is more ambitious than just realizing a certain amount of capital already put into circulation, i.e. just providing enough demand for already pro-duced output. In the General Theory story of the adjustment of output to demand is interwoven a policy of also bringing into circulation additional circulating capital that was previously shy of circulation. How is this achieved?
As is well known from the context of the Marxist discussions of a second kind of crisis of capitalist circulation, even if there is no problem of realization, capital need not readily circulate. Capital is thrown into circulation and production undertaken only if there is the possibility of making a certain amount of profit. If the wage rate, interest costs and the capital intensity are all too high, the prospective profit rate may be too low to induce capital to circulate. A crisis sets in, not because capital thrown into circulation is not being realized, but because capital in large quantities is held back from circulation.
A crisis of this latter kind can be resolved either through scaling down the wage rate and interest costs or as used to happen often, by the economic destruction of capital itself. In the General Theory model, as the demand expands, so does output by drawing in more capital into circulation. To have this multiplier sequence work, it is absolutely necessary to guarantee the profitability condition that is necessary for additional circulating capital to flow in. The way Keynes himself looked at the problem was through the mediation of the marginal product theory of real wage determination.5 In his scheme, employment is pushed always to the extent that equates the marginal product of labour with its real wage. A falling marginal product schedule therefore implies that more employment and utilization occurs only if the real wage rate falls.6 How is this fall achieved in the era of permanent crisis when the working class organizations are both more organized and more conscious? The Keynesian suggestion was to leave the money wage rate untampered with, and use a flexible money policy, so that the employers find their level of prices to respond profitably to the opportunities created by the states' demand.7 The output adjustment in the strict General Theory model is neither a 'fix price' adjustment, nor is it characterized by the wage-theorem. In a sense prices adjust instantaneously to create the requisite demand for labour; rather than being characterized by a zero speed of price adjustment, the system assumes an infinite speed.8
The second plank of Keynesian policies logically led to the institutionalization of expanding money supply and easy credit. A policy of large-scale demands financed by deficit and an easy money policy all along would both keep production profitable by the requisite inflationary squeeze on the real wage and provide markets for it. The history of institutional reforms and policy changes during the entire period between the General Theory and Bretton Woods is essentially the history of the development of a suitable infrastructure for pursuing these two policies. In the national sphere it implied creating departments in many cases, entirely new ministries for handling demand management. In the monetary arena, during this period central banks were nationalized in one country after another and the entire banking system was brought under the control and supervision of these central banks. The central banks of course were modelled and styled so as to perform the management of large public borrowing, deficits and fostering of an easy money regime. New bills in the parliaments were enacted and old ones amended to enable the governments to effectively pursue the stated objective. Delinking of the medium of circulation from gold was made complete and final. In the international sphere, a series of measures to allow countries to follow expansionary policy and easy money without being impaired by external balance problems found their culmination in the Bretton Woods agreement.
One aspect of the Keynesian policies, as it arose in the late thirties and early forties, should be discussed here rather than later. The policy of inflationary deficit spending to allow the price level to squeeze down the real wage rate to make production profitable is in general acceptable to all capitalists, large and small alike. But cheap money policy also implies a low interest rate. It has been a contention of the strand of thought that associates Keynesian policies with a triumph of industrial capital, that this low interest rate itself is a prime indication of the anti-rentier character of Keynesian policies. The position should be carefully examined. Interest is but a part of the total surplus value added which is not paid to workers. The larger the interest paid, the smaller is the part of surplus value left for the industrial capitalist who had borrowed money capital; and to this extent, it is true that the lower the interest rate, the better it is for pure entrepreneurs.9 However, by the time the General Theory was written, and subsequently, the fusion of large industrial and banking interests had created a situation where the rate of interest was not of much concern for either. A low interest rate would affect finance capital only to the extent that it was engaged in lending to smaller capitalists. The actual volume of such lending compared to the lending to large industrial capital was already small at the time. The question still remains why finance capital should have even conceded this little bit in a policy that it framed for itself.
With hindsight we can answer this question easily, even though for key personalities in the Treasury and the City it required a lot of persuasion at that time to be convinced of its wisdom. First and foremost, money at low interest was a concession granted by finance capital for the sake of preserving the capitalist system from outright destruction. We should remember the explosive social background of the thirties together with the convincing demonstration of an alternative social system successfully functioning for more than one decade by then. Even with large-scale state demands, the Keynesian multiplier rounds would never get going unless production was profitable. It requires a cheapening of the working capital to make the smaller capitalist create employment in step with the rise in demand. Finance capital could very well entertain a policy of high interest rate as well; their own operations in industry would not be affected by high interest rates, and on banking operations of lending to smaller capitalists they would have earned more interest. But the ruin of small capital would also choke off any prospects of revival of employment and going by the mood of the working class of the time, that could only be ill-afforded. Thus a low interest rate that appears to romantic petty-bourgeois economists as a bowing down of finance capital to small industrial capital, is in truth a concession given by the former to the working classes. It is the working classes and their militant mood of the time that had earned a low interest rate for small capital and not that the latter earned the working class their employment. Secondly, the operation of large-scale state demands opened up the possibility of large public debts, on a scale unimaginable earlier, which could and did compensate bankers and rentiers adequately for all time to come. The problem of large money-capital, of finding worthwhile borrowers, was gone for ever—the limitless flow of most secure papers was there for all time to come.
The anti-rentier character of Keynesian policies thus is a claim not founded in history and is based on uncritically accepting a high or low interest rate as pro- or anti-rentier in character.
Problems created by Keynesian policies
When the long boom following the imperialist war of 1939 continued, the prosperity was generally ascribed to Keynesian policies and used to be thought to be unending. With the collapse in the late sixties of this long era of prosperity the reactions of the bourgeois economists have been broadly of two kinds. One group started doubting if the policies followed so far were really what Keynes meant—a query that has already given rise to a voluminous literature reinterpreting the theoretical structure of the General Theory. The other group has asserted that there is something fundamentally wrong with Keynesian economics and policies, and the post-war boom was not so much a contribution of Keynesianism but of exogenous factors, like the growth of productivity, etc.
We will bypass this debate, but note that whether Keynesianism sustained the boom or not, during its unimpeded operation of thirty years or more, it has created its share of problems for capitalism as well. In an earlier section we have seen the analytical basis of Keynesian policies—of creating demand unrelated to the income of the population on the one hand, and making production profitable through a flexible money policy on the other, it should now be realized, that as in all other schemes of analysis in political economy, there are several implicit assumptions about the social environment in the analysis of the General Theory. Possibly borrowed from the percep-tion of the contemporary social environment, these aspects were taken to be immutable, as is invariably done in frameworks of bourgeois analysis. The first is that the erosion of real wages to the requisite amount will be attained. In concrete terms, this requires the working class not to resist price increases when money wage is given. In Keynes' own word: 'While workers will usually resist a reduction in money wages, it is not their practice to withdraw their labour whenever there is a rise in the price of wage goods.'10
A situation close to this was perhaps true around the time of writing the General Theory—partly because in the severe unemployment that characterized the period, the workers would much rather have a job first; and secondly, and perhaps this is more important, the organized working class had never experienced a calculated price rise aimed precisely at cutting their real wage. The perception of inflation as a wilfully perpetrated class menace must take time, and so also will the devising of suitable methods of fighting it through trade union action. But surely, when the policy of so-called 'controlled inflation' started producing uncontrolled price rise, the working class woke up against it. In times of fast rise in productivity, the need for rise in price has been less and so the problem has not surfaced. But more recently, together with prices, money wages have also risen persistently. To induce capital to circulate in the face of rising money wage, the easy money has to become easier—opening up the era of unheard of inflation rates in the advanced countries. This is easily the most difficult problem for state monopoly capital contributed by Keynesianism. By taking over the individual capitalist's struggle at the shop-floor level to push down the real wage, and giving it a more organized shape through monetary institutions, Keynesianism has created a situation precisely the opposite of what was intended. Money wage rather than being the problem of the individual capitalist has become a social problem, a problem to be reckoned with by the entire economic superstructure of state monopoly capital. Also in wage bargains under rampant inflation, the individual worker can see the state much more clearly as his enemy than at any time in the past.
A reaction against this frustrating situation on behalf of the policy-makers is an attempt to sharply curb deficits and money supply—a form of monetarism, if we realize that Keynesianism itself was a package to help state monopoly capitalism in its permanent crisis, then it follows that when such policies are annulled, the ills of Keynesianism may disappear, but then capitalism gets back to square one. Curbing government spending and money supply may sooner or later bring down prices; in fact there are indications of the rate of inflation slowing down both in the U.S.A. and the U.K. But the story had started from the chronic problem of stagnation, and now as inflation recedes, both the U.K. and the U.S.A. are left with unmistakable signs of an impending recession. There may be a ready cure for the ills of Keynesianism in the monetarist's kit, but none for capitalism as such.
The second implicit assumption of the Keynesian doctrine is that each country will be able to pursue its own monetary and fiscal operation unconstrained by problems of external balance. In the domestic sphere, the delinking of money from gold had implied that in its pursuit of Keysian policies, the state will never face a problem of liquidity, domestically. In relation to external payments, however, each country has a liquidity problem, and with growing operations of the world economy, the demand for international liquidity has increased, and major capitalist countries have been in a state of war—the so-called interest rate war—that is now raging for more than four years. The war that consists in competitively raising the interest rate, to attract international money, has created further pro-blems for the domestic economy.
A note on monetarism
The reaction against Keynesian policies that has gripped some advanced countries in the form of a reversal to high interest, tight money and curbs on spending has been termed monetarism. It has been contended that the resurgence of monetarism is due to a new social development, namely, the dominance of finance over industry. As we have argued earlier, the idea that there has been a recent resurgence of finance necessarily presupposes that some time in the past finance had been subjugated to industry. Since early this century, however, the capitalist states have been ruled by finance capital, a fusion of large industrial and financial interests. Smaller industrial capital has remained subordinate to this consortium of large bank and industrial interests. There is no historical evidence of this smaller industrial capital at any stage being in a dominating position over finance capital and thus there is also no question of finance coming back to power now. During the period of Keynesian policies, the concentration of capital has proceeded apace. In fact, the Keynesian innovation of easy credit has enticed small capital into growing dependence on bank capital, institutionalized a high debt-equity ratio and thus led to many take-overs by finance capital.
The regime of high interest rates has been also cited as a proof of the rise of financial interest over industry. We have pointed out earlier that a high interest rate does not affect very large industrial capital and the multinationals, whose interests are indistinguishable, except in a book-keeping sense, from that of large bank capital. On the contrary, a part of the motivation for high interest derives from the needs of large multinational industrial interests who in their operations perpetually come up against the shortage of international liquidity. We have pointed out already that high interest has primarily been the fall-out of the war among large capitalist countries to corner international liquidity. High interest therefore does not represent subjugation by finance of industry, but subjugation by large finance and large industry of small industrial interests. But this by no means is a qualitatively new situation.
It is however absolutely true that the package called monetarism is definitely more oppressive to small capital, and likewise, through creating unemployment and recession, to the working class. Keynesianism was so far the best conceived package for state monopoly capital. But like all policies for a dying system, it has got its inadequacies. In its reaction against these inadequacies, monetarism is withdrawing the best possible remedy from the dying patient. Naturally, the phase of monetarism cannot continue unless it can evolve positive policies that will preserve the system. Whether any such new policy package follows or whether there is going to be a reversal towards Keynesianism, is not of much importance at the moment. Much more important is to realize that since monetarism is essentially aimed at reversing the ills of Keynesian policies, the capitalist states are at the moment passing through a de facto 'policy void', so far as economic policy goes. For the working classes in the advanced countries, it seems one of the best opportunities to strike against state monopoly capital.

1 Quoted in William McElewee, Britain's Locust Years: 1918-1940 (London, 1962).
2 See V.I. Lenin, Collected Works, Vol 23, p. 267.
3 Joan Robinson, 'What has become of the Keynesian revolution?', in After Keynes, edited by Joan Robinson (Oxford, 1973).
4 Compare for example the statistics on concentration of capital cited by Lenin in Imperialism with the statistics cited in Modern Imperialism: An Economic and Statistical Survey (AITUC Publications, 1968).
5 See J.M. Keynes, the General Theory of Employment Interest and Money, Ch. 2.
6 It may be argued at this stage, as indeed it has been that the same profitability can be ensured without tampering with the real wage by scaling down the interest rate. This, according to some authors, was the real essence of the Keynesian doctrine which they claim was basically anti-rentier in its thrust. But first of all this is nowhere suggested in the text of the General Theory. Secondly, as argued in the rest of the present paper, historical evidence does not support this view of hostility between large industry and finance.
7 See Amal Sanyal, The political economy of Keynesianism', Social Scientist, No. 103, Dec. 1981.
8 See the review article on A. Leijonhufvud's and R.W. Glower's works by H.L. Grossman entiled 'Was Keynes a "Keynesian"?', Journal of Economic Literature, Vol. 10, 1972, pp 26-30.
9 Karl Marx. Capital, Vol. 3.
10 J.M. Keynes, op. at., Ch. 2.
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Financial Oligarchy in Contemporary Capitalism
Sunanda Sen
The contemporary world economic scene reflects a complex network of interdependence and rivalry among capitalists of varied national origin. A dominance of finance capital over other forms of capital, as has continued since the last decade of the previous century, had led to a growing concentration of economic power in the major capitalist countries. The conglomeration of banks and industries in these areas can be characterized as the nucleus of a 'financial oligarchy', having its stronghold in the more important capitalist countries.1 Over the near century of dominance of finance capital, the world has thus witnessed the emergence of more than one imperialist country along with resulting changes in the evolving power relations among the capitalist countries. The pattern has tended towards a polarized or hierarchical structure, with the weaker nations placed in a subservient or dependent position in relation to the strong ones.
We draw attention, in the present paper, to two aspects of the contemporary pattern of finance capital. The first relates to the close integration among the industrialized capitalist countries resulting, as analysed in the paper, in areas of mutual interest which often reduces conflict among such nations. A major consequence of this, as pointed out below, has been the close control of the international financial bodies to the mutual interest of nations strong in terms of economic power. The second aspect of international capitalism, as analysed in this paper, relates to the unequal structure of international economic relations and its incidence on the poorer nations. The resulting discrimination, as will be pointed out in the paper, is often related to the functioning of the financial oligarchy in the current stage of international capitalism. Analysis of such consequences, viewed as of limited significance in the rather Eurocentric theories on the nature of world capitalism, is found to be of considerable significance in a global view on such problems, as introduced in this paper.
Theories of imperialism on international aspects of capitalism
Among the early attempts to analyse the international aspects of capitalism, Lenin's work on imperialism stands out for its insight into the dynamics of capitalist development in an open economy. Attention, in particular, was drawn to the growing contradictions in the system as resulted from the increasing difficulties experienced by the domestic capitalists in utilizing the external markets—both as sources of raw material and as channels for disposing of their surplus stock of capital or commodities. The central observations in the thesis relate to the following two aspects relating to the dynamics implicit in the system: first, a prediction that the state of rivalry among imperialist nations is bound to intensify over time; and second, the explicit tendencies, under 'finance capital' for a 'financial oligarchy' (among imperialist nations) to control the major developments relating to international aspects of capitalism. The latter was related to a fusion between banks and industries—a feature characterizing finance capital and its free play under imperialism.2
Lenin's emphasis on finance capital as the prime mover or the driving force under imperialism underrated, as seen by Rosa Luxemburg, a contemporary of Lenin, the significance of the markets external to the system—both within and outside the confines of the domestic territory. Again, the notion of finance capital as a 'fusion' of industrial and bank capital was contested by Hilferding, another contemporary of Lenin who viewed the former as a form of 'dominance' of banks over industries.3 Thus, unlike Lenin who visualized an identity or homogeneity of interest between big capital in banks or industries, Hilferding noticed a separate identity for each under imperialism—the banks as a form of capital retaining the capacity to overpower industries.4
The above-mentioned differences in the notion of finance capital contained issues pertaining to more fundamental questions, as explicit in the exchanges between Lenin and Kautsky on the eventual tendencies under world capitalism. Thus Lenin's predictions of an intensification of inter-imperialist rivalry over time were disputed by Kautsky who foresaw tendencies towards an ultra-imperialism.5 The political implications of the issue were significant enough to keep the debate alive in Marxist circles as evident in the different positions taken by contemporary writers on the character of world capitalism. Mention may specifically be made of Mandel's notion of Euro-American ultra-imperialism, as against the Sweezy-Magdoff concept of U.S. super-imperialism or Rowthorn's theme relating to 'inter-imperial rivalry'6 between U.S.A. and the more powerful capitalist nations. The underlying 'unity' among the financial oligarchy controlling the imperialist interests, as visualized by Mandel or by Sweezy and Magdoff in their respective works, is clearly different from the notion of 'rivalry' as in Rowthorn. Implicit in the alternative positions there remains, as in the earlier debate between Lenin and his contemporaries, a considerable difference on crucial political questions which include the role of the nation-state, the (public and private) financial and other economic institutions organized on a multinational basis and, lastly, the possible interaction between the former and the balance of class forces inside the capitalist economies.
The realities of the world economic scene
Characterization of the present-day world scene as U.S. superimperialism or as a blend of Euro-American ultra-imperialism can, on a closer look, be found to rest on the assumption of a hegemonic order in the world of international finance. Thus American supremacy in world trade and finance which came up during the fifties strengthened further over the next two decades when the U.S.currency gained popularity and wider acceptability as a medium both of transaction and of asset formation. This situation afforded the United States an opportunity to extend its sphere of influence in the world economy—given the special privileges enjoyed by it as a key currency country over the entire period. The consequent easier access to channels of international transaction was exploited by the United States to obtain resources from abroad. A crude estimate of such transfers, in our view, is reflected in the rising level of foreign assets which were accumulated in the country over the period. In fact capital inflow from abroad was financing the major part of U.S. investment abroad during 1960-80. This in turn allowed the United States to have a steady and growing source of investment income from abroad, the magnitude of which was large enough to over compensate the deficits in the country's merchandise balance during the second half of the seventies. Thus, during 1974-79, the annual inflow of net investment income to the country from official and private sources stood at $ 19-2 billion while its merchandise deficit was at $ 16-1 billion—thus allowing the nation sources of current income through its past accumulation. (See Table 5-1 for consolidated international accounts of the United States during 1946-80.) Simultaneously, there emerged during the sixties a European market in dollars, a development which created a ready source of borrowing outside the United States. The Euromarket transactions in dollars could thus meet a considerable part of the world demand for the dollar, both for transactions and for asset formation. While the non-resident dollar holdings amounted to foreign claims on U.S. resources (including gold till 1971), the Eurodollar market allowed, in effect, an additional channel of borrowing for the American investors. Thus the overseas dollar assets were hardly encashed (into non-dollar currencies or gold) over the first decade and half after Bretton Woods while the uncertainties on the dollar rate around 1971 were not significant enough to eliminate the private market in dollars. From the point of view of the United States, the situation amounted to an automatic transfer of resources—to the extent that dollar assets continued to be held by non-U.S. agencies. In addition, such dollar sources outside the United States enabled U.S. agents (including MNCs of U.S. origin), as mentioned above, to continue their expansion abroad through Euromarket borrowing. The latter considerably added to the flow of investment income repatriated to the United States. On the whole, the international status of the dollar created a situation where the United States was in a position to command a larger proportion of the world's resources through its transactions with the international economy.
Table 5.1
U.S.INTERNATIONAL TRANSACTIONS 1946-80($ billions)
[image: ]
Source: Economic Report to the President, U.S. Government, January 1981, pp. 344-45.
This view of the U.S. hegemony in world finance, and especially, on the country's ability under the present world set-up, to steer the world economy to a path which allows the maximum advantages to herself, is opposed to a notion of inter-imperialist rivalry in its present day context. U.S. dominance over world trade and finance, according to some authors, faced an effective threat during the mid-sixties from the rival nation-states in Europe. The dwindling trade balance of the U.S. which turned negative by the mid-Seventies could thus be explained by the competitive strength of merchandise exports from the third countries. A similar explanation was offered for the fact that TNBs and MNCs, both of U.S. and European origin, chose Europe as their base of operation during the sixties. Attention has also been drawn, in the same context, to the bargaining counters for negotiations on tariffs and other trade restrictions—the notable instances of which include the various levels and rounds of discussions between the U.S. and Europe on the GATT, GSP or MTN arrangements. Again, the absence of any impending currency realignment during the late sixties, despite the continuation of surpluses/deficits in national payments balances, was considered to reflect a lack of consensus among the competing capitalist nations on remedial actions suited to each other. Thus accumulation of reserves by nations with payment surpluses continued over the period, given the rather high probability that trade and industry in such countries would be jeopardized through revaluation of their currency. The thesis of 'rivalry' among imperialist states was also related to the emerging behaviour of multinational banks and business cor-porations, both of which had national identities in terms of the majority ownership pattern of such concerns. Interest rate warfare among banks located in different money centres—widely used since the integration of the world money market through the Eurobanks— was similarly cited as further instances of rivalry among nation-states. The significance of such isolated events is related to an understanding of the nature and identity of the financial oligarchy controlling the major monetary and financial developments in the world economy.
Instances of growing European involvement in international finance also implied the existence of certain areas of common interest among the contending nations. The historical fact of inheriting a creditor status in dollars, given the growing level of international reserves accumulated by the non-U.S. monetary institutions, also brought in a compulsion, on the part of the latter, to rescue the dollar at times of crisis. Thus the United States could avoid an impending devaluation of the dollar through the sixties. The country could afford a policy of 'benign neglect' of the dollar—the overall conveniences of which far outweighed, as was clear to the policy-makers, the immediate gains from a dollar devaluation. The differences between the Federal Reserve and the State Department in the U.S.A. on issues like the optimal trade-off between the dollar rate, the level of overseas expenditure and the right scale of currency interventions, were thus often patched up by an official policy to agree to monetary solutions worked out by foreign monetary authorities. Interests of banks (or of the monetary system) and the industry, while often at conflict with each other, were reconciled to the prospect of the dollar being rescued by foreign monetary intervention. Thus the targets set by the domestic economy for domestic or even overseas expenditure no longer implied, under such circumstances, a proportionate liability to the country's monetary authorities. Likewise the high reserve competitive economies in Europe found it convenient to have a solution as long as a dollar devaluation could be avoided—thus retaining the value of their existing (a) trade surplus and (b) dollar denominated monetary assets. European central banks remained active, if not the more vocal, participants in the various arrangements devised to support the dollar through the Gold Pool and the Basle Group Swap Credit arrangements. It was often convenient for the U.S.A. not to bother about the dollar rate and to leave the task of supporting the latter to the initiative of foreign central banks—indicated, for instance, in the Federal Reserve Swap Credit lines opened by various European central banks or in the Roosa bond arrangements between Federal Reserve and other central banks.7 All these developments can be related to an underlying tendency, on- the part of the major capitalist countries, to be guided by the interests of the financial oligarchy which was overwhelmingly dominated by the interests of banking capital.
International financial institutions and the financial oligarchy
Growing accumulation of dollar denominated assets increased the vulnerability of all financial institutions, including the public international bodies, against possible dollar depreciation during the late sixties. One can generalize and relate the above to a systematic tendency, on the part of the financial oligarchy, to have a common interest in matters relating to the future of the international monetary system. Thus the International Monetary Fund permitted the use of a sizable part of its financial resources to support the dollar system, often at a scale which surpassed the Fund's notion of sound finance. During 1947-80, which covers the first three decades of the former's existence, 'unconditional' borrowings (i.e. those within the limits of gold tranche) by industrial nations surpassed 45 per cent of their total Fund drawing rights—such proportions being roughly of an order of 12 per cent in the case of non-oil developing countries and 100 per cent in the case of U.S.A. Again, of the total sum lent by the IMF under reserve tranche, a sum as large as 77 per cent was used by industrialized nations over the same period. Other instances of such predeterminated priorities at the level of policy formulation can be cited, e.g., in the choice of the basket of currencies and the weightages used in defining the SDR under the floating rate system and also in the practice of treating the SDR as equivalent to a dollar during 1969-71. It may be recalled that all sixteen currencies included in defining the 'basket' for the SDR related to countries having at least 1 per cent share of world trade during 1968-72. The exact weightage of the dollar in the SDR basket of currencies as on July 1974 was 33 per cent while the DM controlled 12.5 per cent of total weights in the basket. With the dollar recovered from its earlier slump by 1976, the post-Bretton Woods reforms to the Fund System of managed floating, as arrived at in the Jamaica Conference of 1976, proved convenient to the United States.
The poorer nations and the world finance relations
While there was an emerging solidarity among capitalist nations on questions related to the stability of the dollar system, there was at the same time an inbuilt discrimination (implicit under the system) against countries outside the oligarchical set-up of the rich nations. The fact of such discrimination, while recognized, received little attention in the classical theories on the old order of imperialism. Mention may thus be made of Lenin's brief reference to the 'weakest links' in the 'chain' among capitalist countries and the absence of any full length analysis of the incidence of the imperialist network on the weaker nations.8 A similar tendency of underplaying the structure implicit in the world finance relations marks the more recent writings on imperialism.
We have tried to throw some light on the inequities and the discrimination implicit in the present-day monetary system by looking at the aggregate figures for funds deployed to save the dollar. For convenience, the latter can be treated as an approximate measure of the gross flow of dollars from countries outside the U.S. for saving the dollar-rate or as support to the U.S. balance of payments. The aggregate sum arrived at in Table 5.2 consists of (a) the figures for inter-central bank swap credit actually drawn upon by the Federal Reserve System under the Basle Group arrangements, (b) the cumulative total of U.S. balance of payments deficits financed by U.S. monetary authorities through reserve losses; (c) the sum utilized by U.S.A. as stand-by credit under the Fund drawing rights of gold and the credit tranche; and (d) the sum spent, under the Gold Pool arrangement of the sixties, by the Group of Ten (G-10) countries, to support the market price of gold in dollar terms. Thus the sum of dollars set aside by the G-10 nations in the Gold Pool represented funds which were actually used (by the Bank of England on behalf of the former) to stabilize gold prices in the London market. Since the official price of gold was set at $ 35 per ounce, the act was in essence a device to support the official dollar rate. Similarly the sum advanced to the Federal Reserve System by foreign central banks under the Basle Group arrangements provided funds to stabilize the market rate of the dollar through forward-market and other currency interventions. IMF credit was advanced to the United States under the most liberal terms permissible under the Fund rules (i.e. those relating to the gold tranche). The arrangements provided resources to meet potential deficits in U.S. balance of payments and, also, to arrest the downtrend in the dollar through currency interventions, it may be repeated here that the entire amount of U.S. borrowings from the Fund had so far been within such 'automatic drawing rights' or gold tranche. Finally, the reserve losses of the U.S.A. indicated the size of the uncovered (overall) deficit as were met by its domestic monetary authorities through such depletion of reserves. In our view the four components, reckoned together, provide a rough measure of the funds engaged by the official monetary agencies in defence of the dollar system. As a background to an understanding of the moves initiated by foreign official agencies to support the dollar, we recall the remarkable rise in dollar-denominated assets over the world economy which happened during the sixties—a development which increased the stake of the financial circles in the stability of the dollar rate. The set-up generated a climate where the strength of the dollar vis-a-vis other currencies could be retained in the long run—despite the steady weakening in the competitive position of U.S. exports, the frequent upheavals in currency markets (leading, in 1971, to a dollar depreciation and a breakdown of the fixed rate system) and, finally, the structural changes in the allocation and disbursement of the global trade surplus as accompanied the OPEC pricing policies. Thus the real effective exchange rate9 of the dollar showed a net improvement in 1980 over the rate which prevailed during 1973-77 while the nominal effective rate of the currency went down over the same period.
Table 5.2
FUNDS DEPLOYED TO SUPPORT DOLLAR RATE ($ billion) (1948-80)
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Note * Total value given in SDR units which was equivalent to a dollar unit till December 1971.
** The Scheme was effective during the fixed exchange rate period when the official rate was supported by central bank operations.
*** Detailed and more up to date figures on Gold Pool arrangements could not be obtained from official sources, probably for reasons of secrecy maintained by the Bank of England over its operations. The Gold Pool had a short-lived existence during 1961-68.
Sources: IPS; IMF; Annual Report 1971, p. 30; Economic Report of US President, 1981, p. 345; Charles Coombs, The Arena of International Finance, 1976, p. 62.
It may be emphasized at this point that unlike the case of the weak reserve currencies among the G-10 countries (e.g. the dollar or the sterling), none of the weak LDC currencies enjoyed similar access to foreign Central Bank support. Nor could the monetary authorities in such areas have recourse to financing their BOP deficits through national monetary operations, given the meagre level of financial resources at their disposal. This left the LDCs to depend, more urgently, on the financial resources provided by the IMF to meet their payments deficits. Data collected on the relative size of Fund support to different countries provide a picture of their relative position in terms of the power structure of world finance network. (See Table 5.3 for estimates relating to the cumulative sum received by such countries from the Fund since the inception of the latter in 1947.) The funds, in terms of the IMF conditionality clauses, were sanctioned to meet the short-term BOP problems. Under both fixed rates and managed floating, the above amounted to a loan to protect the exchange rate of the borrower's currency. The actual sum lent by the IMF of the poorer nations however was rather small, compared to the larger sum drawn upon by the industrialized countries. (Individual nations like the U.S.A. have, to date, drawn almost three times the sum borrowed by India while for the U.K. the contrast is more startling since its total Fund drawings amount to six times the sum drawn upon by India.) Incidentally, the actual sums drawn upon by individual Fund members and particularly, by the poorer nations, were often at a level which failed to meet the entire size of their potential deficit.
The discrepant allocation of the Fund's resources looks more pronounced if attention is paid to the fact that under IMF rules, borrowing rights of member nations have always been proportionate to their individual quota or subscription to the Fund pool of member currencies and gold. The quotas as initially decided upon for member nations were fixed according to their relative economic strength as indicated by size of national income and other indicators. This has allowed the richer nations to control a disportionate share of the drawing rights during the history of the Fund's existence. Thus the ceilings relating to borrowing set under the General and SDR allocations were disproportionately large for the rich industrialized countries compared to similar limits set for the poorer nations. Moreover, the graduated structure of loan terms, which, in terms of IMF rules, were more stiff at the upper credit margins available to individual members, enabled the richer nations to borrow from the Fund at average loan terms far more favourable than similar terms faced by the poorer nations. Estimates relating to the sum lent out from the Fund conceal such discrepancies in the loan terms (the conditionalities) attached to specific transactions. Thus both the U.S.A. and the U.K. have always been in the privileged position of getting funds at liberal loan terms from the Fund, despite the much larger volume of their borrowings.
Table 5.3
FUND DRAWINGS TO DATE
As of 30 April 1981 (Amount in SDR billion)
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Source:IFS.
The implicit hierarchy in the system was perpetuated over time as additional borrowing rights (through instituting of new quotas) were distributed among members (in terms of the Fund rules) in proportion to the size of their original quota. (One may recall the principles of distributing the quotas under the SDR, the General Account, the Extended Fund and under the Supplementary Financing Facilities.) Moreover, the Fund rule of the arriving at majority decision on the basis of votes weighted by quota holdings of member-nations gave absolute controlling power to the members who were also powerful in terms of their relative economic strength—both within and outside the Fund. Thus the U.S.A. alone controlled, during 1981-82, more than 20 per cent of total votes in the Fund. It was thus logical that the Fund devised, among other rules favouring the more powerful nations, a set of loan terms which stipulated stricter servicing conditions for members utilizing larger proportions of their drawing rights. Under the Stand-By provisions of releasing the sanctioned loans, the above implied an enforcing of stricter financial discipline (e.g. through an emphasis on the performance criteria set up by the Fund). Thus loan terms were relatively adverse for countries utilizing larger proportions of the respective borrowing rights. The financial implications of an identical level of borrowing was thus different for individual borrowers according to their respective borrowing status with the IMF, an outcome which inevitably proved to be adverse for poorer nations like India.
Table 5.4
CLASIFICATION STATUS OF COUNTRIES UNDER FUND EXCHANGE ARRANGEMENTS IN APRIL 1981
	

	Total members:
	140

	Of which currency pegged to dollar
	40

	to pound
	1

	to SDR
	15

	to other currency composite*
	22

	* Consists of basket of currencies of members own choice and ferent from the SDR basket.

	


Source: IFS
Table 5.5
EXPORTS FINANCED IN DOLLARS IN 1977
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Source: CEPII, Economic Prospective International, July 1980, p. 78.
The inbuilt biases of the international monetary institutions to operate in favour of the powerful nations and the incidence of the above on the plight of the LDCs in world finance relations have been reinforced by the financial flows and the operational norms in the private market for credit. While some LDCs have shown a preference for private sources of finance, especially with the recycling of the OPEC oil surplus along Eurocurrency channels, loan terms stipulated under these sources have been equally stiff. The revival of monetarism in the West has in recent years brought further pressures on the LDCs by forcing the latter to accept the 'informal' conditionalities, e.g., through international pressures in favour of a public-private mix in LDC borrowing. The whole process amounts to denial, from the point of view of the LDCs, of an equal access to internationally available resources. The discriminatory process is enforced by a ruling financial oligarchy which, as pointed out already, is in a position to implement norms of behaviour in its own favour. Such aspects of the world finance relations should not go unnoticed in a study of the pattern of imperialism in the present-day world.

1 The term 'finance capital' was defined by Hilferding (1919) as '... capital controlled by banks and employed by industries'. For Lenin (1984), however, the concept implied in addition, '... a concentration of capital, (with) the merging or coalescence of banks with industry'. According to the former, '... the supremacy of finance capital over all other forms of capital means the predominance of the rentier and of the financial oligarchy'. V.I. Lenin, Imperialism, the Highest Stage of Capitalism (Peking, 1960), pp. 51-52, 69.
2 V.I. Lenin, op.cit.
3 R. Hilferding, Finance Capital (Vienna, 1910).
4 V.I. Lenin, Note Books on Imperialism (1915-16); in Collected Works, Volume 39 (Moscow, 1968).
5 K. Kautsky, The National State, the Imperialism, State and the Alliance of States (Nuremberg, 1915).
6 E. Mandel, Late Capitalism (London, 1978); P. Sweezy and H. Magdoff, 'The multinational corporation', Monthly Review, October and November 1969; B. Rowthorn, 'Imperialism in the 1970s—Unity or rivalry?', New Left Review, No. 69, September-October 1971.
7 See, in Table 5.1, an estimate of the total funds deployed to support the dollar rate since the inception of the Bretton Woods arrangement. See also, for details of the Swap arrangements, Charles Coombs, The Arena of International Finance, New York, 1976
8 V.I. Lenin (1917).
9 Defined by the U.S. Joint Economic Committee as the trade weighted exchange rate adjusted for inflation rate differentials. The nominal effective rate relates to ordinary trade weighted exchange rates. See, for the definition and the calculation, U.S. Joint Economic Commission, The Economy of 1981: A Bipartisan Look, 1981.



6
Limits of Empire: a New Stage in Japan-U.S. Relations
Anil Rawat
The basic contours defining the post-war Japan-U.S. relationship were drawn during the Allied occupation of Japan from 1945 to 1952. At that time the prime U.S. concern was to establish its supreme and uncontested position replacing old colonial structures established by the European and Japanese empires. Elaborate plans to this effect were prepared in the U.S. by the Council on Foreign Relations in collaboration with the Department of State. At first the Council had started its work independently on the planning for the post-war U .S. foreign policy as early as 1939 but later merged its programme with the government planning sponsored by the Department of State. This planning conceived of the creation of an area dominated by the United States, and such area came to called the 'Grand Area'. An essential ingredient of this Grand Area was to be the integration of the Asia-Pacific region which was considered an important source of raw materials like tin, rubber, cotton, jute, sugar, etc. and a ready market for manufactured products. The Council memoranda to the Department of State during 1940-1941 repeatedly emphasised that Southeast Asia, including the Netherland Indies, was a key world area of great strategic and economic importance. Therefore, the first step of this planning was the formation of a strategy to integrate the Pacific area with the Western hemisphere. The United States was obviously likely to be the biggest beneficiary of such an integration because the Pacific area was a significant market for the U.S. manufactured products and the 'foremost source of many of the most important raw material imports of the United States'.1 By 1941, the American ruling class had come to identify closely its 'national interest' with the control of this area.
But, throughout the planning period a major impediment that was identified in the way of implementing this strategy was the continuous Japanese expansionism. Japan also saw its essential national interests joined with the fate of Southeast Asia. Japan had its own equivalent of the Grand Area, called 'the Greater East Asia Co-prosperity Sphere'. The Co-prosperity Sphere involved control over the Dutch East Indies, China, Indo-China, Thailand, Burma, Malaya, the Philippines and certain other Pacific islands. The Japanese felt that control of these areas was necessary to attain economic self-sufficiency, especially in raw materials. Thus both the countries were driven by identical yet conflicting objectives towards the control of this area and in American opinion it could best be achieved by taking the initiative rather than waiting for Japanese action. It was obvious at this point that the U.S. was willing to take the offensive for achieving its goal.2
Thus the United States entered the Pacific war with a clear objective of controlling the Asia-Pacific region, and for attaining this objective the subjugation of Japan's 'Co-prosperity Sphere' to America's own 'Grand Area' was a paramount necessity. During the course of the war American plans for the post-war foreign policy developed further clarity and in those the Pacific islands emerged as 'one touchstone of American intentions concerning the post-war period'.3 The Japanese empire collapsed with the defeat of Japanese militarism and in the wake of rising national liberation movements in Asia unleashed by the Second World War. And with that ended the external base of Japan's ruling conservative class. But domestically, the old political structure supported by the monopoly finance capital emerged fairly intact and this allowed the Japanese ruling class to reinvigorate and galvanize its power to oppose and undermine the implementation of the Potsdam provisions. Soon after the capitulation but before the landing of occupation forces, the Japanese ruling class organised a massive reshuffling of government apparatus and transfer of military supplies so as to preclude all at-tempts by the occupation machinery to strike at the roots of their political and economic base.4The Higashikuni cabinet, which was to implement the surrender terms, practically turned into a 'defend-the-Kokutai' cabinet. Illegal transfer of military supplies prompted General MacArthur to issue an interim order in this regard but Higashikuni delayed action on it for over a week as most of his cabinet colleagues were connected with the Zaibatsu class. This was perceived by the United States as a challenge to its power by a contumacious ruling class, which, if left unbridled, might pose obstacles to American plans in Asia. Thus, to begin with, the reduction of this class formed an essential part of the occupation agenda.
The ‘revserve course' in occupational policy
At first MacArthur thought of imposing a military government in Japan,5 but this was given up in the face of opposition from several quarters arguing about the enormity of the task involved. However, soon the plan began, on the one hand, to dismantle Japan's military machine and this was 'achieved' in record time.6 On the other hand, the Supreme Commander for Allied Powers announced a series of democratic reforms aimed at the 'democratisation' of Japan. This plan appeared to be superbly suited to achieve American objectives in line with post-war planning, and fitted in well with the framework of post-war American rhetoric concerning democracy and disarmament. Of course, the democratisation and demilitarisation plans had the formal sanction of the Potsdam Declaration, but the United States, through its unilateral control of the occupation machinery, utilised it to carve out a relationship with Japan's conservative ruling clique conducive to the realisation of post-war American aims in Asia. The democratic reforms, though partial in nature, as they emanated fundamentally from American pragmatic thinking rather than from total political conviction, provided a framework sufficiently conducive to the rise of a democratic movement. Once unleashed, the latent democratic forces soon grew into a powerful movement encompassing almost the entire mass of people and undercutting the power base of the old guard. The old guard considered these democratic reforms as communistic in nature and suspected MacArthur's intentions. Realising the dangers to its own position the Japanese leadership soon gave in to American pressure and acknowledged the superiority of American interests in Asia thereafter. The process of framing and adoption of the new con-stitution clearly reflected the evolution of this new relationship.7 The Japanese ruling class, under the leadership of the shrewd Yoshida Shigeru, acted as a 'good loser'.8 Japan lost, but the U.S. did not win either. And the U.S. lost on two counts. The democratic movements which it had helped to foster began to reach higher stages and demanded far-reaching reforms which were alien to the American concept of democracy. It demonstrated clear possibilities of Japan's aligning itself with triumphant revolutionary forces in China as well as with national liberation movements in other parts of Asia. Thus it sought to upset the entire American strategy not only in Japan but throughout Asia. Here the United States was also forced to accept a persistent Japanese argument that any move towards democratisation in Japan would inevitably lead to the rise of a communist state. So now, within the 'containment' framework, which led to the 'reverse course' in occupation policy, Japan was to be reincarnated into a new role to serve American cold war interests in Asia, and in that the erstwhile 'evil' ruling class was to emerge as the key factor. Thus, even before the occupation ended, the self-same class against whom the United States had waged such a massive campaign, was back in control of all power in Japan.9
The beginnings of Japan's post-war recovery
The Wall Street financiers, who had actively participated in American post-war foreign policy preparations, in their anxiety to reach out for new areas looked upon Japan as a lucrative area for financial investments and control of Japanese monopoly business combines. Consequently, by 1951 American aid to Japan amounted to nearly $ 2 billion over and above the private finance capital. The Japanese monopolists welcomed and encouraged this trend in order to scuttle SCAP's Zaibatsu dissolution programme and succeeded when this programme met with stiff opposition from American business even in its most diluted form.10 In the opinion of the Japanese financial oligarchy, an alliance with American monopoly finance capital was also necessary for its quick economic recovery. However, the American aid and monopolistic trade with Japan did not prove as effective as the Korean War for stimulating the actual economic recovery, which began with 'special procurement' orders that the Japanese industries received from the U.S. armed forces during the Korean War. 'Within one year, special procurements income from the construction of bases and the purchase of war materials had started Japan on the road to economic recovery and a more favourable balance of payment.'11 Thus the significant aspect of Japan's economic recovery was the re-emergence of its close rela-tionship with military production by the same industrial enterprises as in pre-war Japan.
At this point Japanese business seems to have fully realised the benefits of a partnership with U.S. imperialism and thus decided to play the role of a junior partner to become a bastion against communism and grow into the 'work-shop of Asia'.12 Consequently, soon after the security treaty a series of agreements w.ere concluded aimed at building the core of an economic alliance. Although the Japanese ruling class occupied a subordinate position in this military-economic treaty system, it was able to obtain two important provisions that proved to be of immense help in the postwar economic recovery and the consolidation of conservative political power in Japan. Firstly, the United States was to provide a security umbrella for Japan that would spare Japanese capital investments from being diverted to any re-armament programme. Secondly, as part of the 'Asian work-shop' arrangement, Japan was allowed to raise certain barriers to protect its industries against foreign penetration. This enabled Japan to regulate foreign investments in capital and technology. Japan was not only allowed to raise certain barriers but the U.S. actively helped to boost Japanese exports to Southeast Asia. For this purpose a triangular programme was initiated under which the U.S. supplied funds to Asian countries to purchase Japanese export goods, in return, giving these same Southeast Asian countries privileges in the American markets.13 As Yanaga puts it, 'A major goal... was to develop markets for Japan in Southeast Asia in order to counteract communist trade efforts and to promote trade between Japan and Southeast Asian countries.'14 Thus the Japanese goods found export markets with relative ease which helped to boost domestic production of manufactured goods and generation of capital for further investments. Japanese foreign investments expanded in a big way in the early 1960s. Although the Japan-U.S. economic and security treaty system was born out of their apprehensions against advancing forces of socialism, the alliance soon proved to be fraught with contradictions when the Japanese economic expansion began to make inroads into the areas where the United States maintained or hoped to attain its exclusive supremacy.
Between 1945 and 1962 American procurements and other military related expenditures covered payments for some 20 per cent of Japanese imports. The escalation of the Vietnam War provided an even larger market for expanding Japanese productivity. In 1966-67, U.S. military contracts with Japanese firms totalled $ 505 million and 'war-related contracts' accounted for an even larger $ 1.2 billion.15 Thus the Japanese economy grew parasitically within the economic-military framework of 'containment' and as a part of the American strategy to build Japan as a 'work-shop of Asia' to fight communism. Nevertheless, the unprecedented growth allowed the conservative ruling class to consolidate its political position in Japan and rebuild its economic base at the periphery in Asia. To a large extent, it is this growth that enabled Japan to resist becoming a captive American market as was originally conceived by the Wall Street financiers—thus exposing at a very early stage the contradictory features of the Japan-U.S. partnership. The U.S. leadership, however, emphasised and lauded Japan's anti-communist role.
On the very same count Japan was able to curtail drastically the influence of American investments in Japanese industries and trade. The Japanese ruling group, though it accepted for Japan the role of an 'Asian'work-shop' within the U.S. strategic framework, kept to itself the choice of policy alternatives to direct the growth of Japanese economy. The government-business combine that survived the initial thrust of American occupation quickly moved to work out its plans to build an independent economic base. It was recognised that simply promoting industrialisation was not enough; quick economic recovery was required, in particular heavy manufacturing industries and these had to be able to export at competitive prices if economies of scale were to be obtained. The government introduced rigorous mechanisms, to protect Japanese industry against foreign penetration. All foreign capital investment was subject to prior authorisation by the Foreign Investment Council. Among the main criteria for this authorisation were considerations as to 'whether the applied case would contribute to increasing Japan's foreign exchange holdings and whether it would expedite industrial development and the economic self-reliance of Japan'.16 In addition, more-refined methods of export promotion were developed. They included, for example, more extensive financing aids, tax subsidies, and limited exemptions from anti-trust laws.17
Moreover, domestically Japanese capitalism is structured to encourage intensive capital accumulation. Through the 1960s the government exercised a stiff control on consumption and promoted investments. The growth rate of personal consumption expenditures during the 1960s was below the growth rate of the GNP. By 1970 personal expenditures represented 51 per cent of the GNP, a relative decline of 5 per cent since I960.18 Thus the high rate of saving made possible the high rate of investment which averaged 28.2 per cent of GNP between 1949 and 1973. In addition, high investment rates were also encouraged by the increased productivity and greater price competitiveness brought about by investment for growing domestic and world markets.19
One of the significant developments of this fast growth period has been the re-emergence of a handful of oligopolistic industrial groups and the concentration of economic power in their hands. 'Each industrial group constitutes a colossal pyramid whose base consists of thousands of small sub-contracting firms. The influence of such pyramids reaches every corner of Japan.'20 The birth of these industrial financial groups in post-war Japan is the result of a series of mergers, cross holding of stocks and heavy borrowing from financial institutions, a process that can be traced back to the occupation period of Japan. Changed American perspectives on Japan's utility in the cold war and pressure from American monopoly finance capital led to the reversal of the American policy of Zaibatsu dissolution in occupied Japan.21 As a result of easing the Anti-Monopoly Law in 1949, 'trading companies of Zaibatsu origins, once dismembered, gradually returned to their former shapes'.22 By 1960 their dominance in the economy was unchallenged and today 'without the cooperation of industrial groups, the management of Japanese economy is unthinkable'.23 A mere six major industrial groups have come to control nearly one-fourth of the Japanese economy.
However, it is important to point out that these industrial groups are nowhere close to the giant American monopoly houses in terms of overall turn-over and business activity. But the Japanese companies are fast closing this gap through a defensive strategy in holding on to their position and through an offensive strategy for expanding in the international arena, which is further sharpening the inter-capitalist contradictions. One of the reasons cited for this rapid concentration is their attempt to strengthen their position against possible penetration by foreign firms, particularly American firms.24 The present interlocking among the Japanese companies through cross holding of stocks, which was completed in the early 1970s, provides an added strength and makes Japanese capital particularly aggressive.
Trade and investment
The process of post-war economic recovery and growth of Japanese firms has been accompanied by their increasing dependence on foreign trade.25 Japan's overall imports in current value (c.i.f.) grew from $ 2,470 million in 1955 to $ 18,880 million in 1970, i.e. at an average annual rate of about 14.5 per cent. Raw materials, including fuels, represent a large proportion of Japan's total imports. Imports of all primary products, including pig iron and non-ferrous metals, amounted to $ 2,210 million in 1955 and grew by 13 per cent per year on the average to $ 14,380 million in 1970. The increase in imports of manufactured goods averaged 28 per cent per annum from 1955 to 1961, but sharply declined to 7 per cent per annum during 1961-1965, i.e. less than the growth of total imports. Even in the boom period 1965-1969, these imports accelerated only by 25 per cent per annum although the growth of real1 GNP was more rapid than in the 1950s.26 On top of it, while the prices of imports declined by 1.8 per cent on average per year during 1953-61, the export prices remained stabilised. In the period between 1965 and 1968 when export prices showed a relative increase, import prices deckned.27
Japanese exports expanded from about $ 2,004 million in 1955 to $ 19,319 million in 1970, an average annual rate of over 16 per cent. The most dynamic products in this category were the engineering goods. From $ 340 million in 1955, when they accounted for only one-sixth of total exports, engineering exports expanded by an average of over 25 per cent per year to $ 9,760 million in 1970 or more than one-half of total exports.28
Tables 6.1, 6.2, 6.3 and 6.4 clearly demonstrate the pattern of Japanese foreign trade and investment and their critical inter relationship. When Japanese foreign investment began to surge in. the 1960s (Table 6.4) there occurred a Qualitative change in the commodity composition of Japan's exports and imports. The exports of manufactured goods and engineering products grew phenomenally while their imports came down drastically (Tables 6.1,6.2, and 6.3). Such a pattern permitted the Japanese business firms to strengthen their position by creating a periphery in Asian countries and thus preparing to compete with foreign enterprises, especially those of the United States.
Frictions began to appear in the economic sphere of the Japan-U.S. interlock since the 1960s, but these were partly ameliorated by the fact that the rise of Japanese economic influence in Asia was coordinated with the westward movement of American capital. Nevertheless, by the beginning of the 1970s, the limited Japanese offensive strategy with concentrated export efforts in selected areas began to create a rupture in American markets as the demand there began to level out. And the United States retaliated by imposing a ban on Japanese exports of textiles to the U.S. market and by a unilateral readjustment of the Dollar-Yen exchange rate. Much of the thrust of these measures was intended to seek an orderly marketing system and liberalisation of the Japanese economy for increasing U.S. investments. Through the former arrangement the United States sought to neutralise the weakening of its international competitiveness and through the latter it sought to align its capital with ebullient Japanese productivity.29
More than these particular shocks, however, it was the American ban on exports of soybeans to Japan30 that left deep scars on Japanese sensitivities. This crisis soon abated when in the wake of the oil crisis, the U.S. reduced its pressure for liberalisation of the Japanese economy and sought to recreate imperialist solidarity by managing inter-capitalist economic contradiction. Under the so-called 'orderly marketing system' it was expected that the current trade frictions may be mutually settled and their future occurrence may be avoided. However, such frictions have spread to almost every major sophisticated technological product,_e.g., ship-building, steel, colour television, cameras, mini-computers, and are now topped by the 'auto-war' which is shaking the United States.31
Table 6.1
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Source: Japan's Economic Expansion and Foreign Trade 1955-1970. G.A.T.T. Studies no. 2, Geneva, July 1971.
Table 6.2
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Source: United Nations Commodity Trade Statistics: Japan Tariff Association; Japan Exports and Imports (separate issues).
Table 6.3
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* Excluding pig iron and non-ferrous metals.
Sources: United Nations Trade Statistics; Japan Tarrif Association; Japan Exports and Imports (separate issues).
Table 6.4
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*Approved basis. Including aquisition of equity, loans and properties and establishment of overseas direct undertaking and branches.
Source: Ministry of Finance; Approved Performance of Japanese Foreign Investment (Kaigai Toshi Kyoka Jitsuseki).
Both the countries are predicting a further spread of trade frictions in areas other than cars and electronics at a time when world trade is expected to grow only at a low rate of around one per cent a year.32 In 1979, though Japan suffered an overall deficit of $ 7.7 billion, it maintained a surplus of $ 6 billion vis-a-vis the U.S. The trade gap with the U.S. increased further in 1980 in which a major contribution was made by Japanese automobile sales to the United States. Today, the friction over the automobile economy has come to symbolise the seriousness of the intra-imperialist rivalry.
For quite some time certain writers on imperialism have asserted that capital investment can never be nor was it an instrument of imperialism. 33 However, in the Japan-U.S. relationship, though friction over trade remains more pronounced, competition over capital investments has also contributed a great deal towards the sharpening of economic contradictions. As the trends suggest it is likely to become more violent in future.34 Japan has been able to curtail the influence of U.S. investments in Japan, initially through government protection under the Foreign Investment Law of 1950 and subsequently by raising non-formal barriers, especially the interlocking of several companies by cross holding of stocks. Right since the beginning 'the Japanese government primarily aimed at drawing foreign investments as development funds into Japanese industry'.35 But Japan, on its part, has been able to increase sharply its investment activity in the U.S. markets particularly during the 1970s (Table 6.5). Japan has followed an extremely cautious investment policy. Initially when the American manufacturing competitiveness was still strong, Japanese firms invested mainly in the non-manufacturing sector of the economy. Investments in the manufacturing sector began to surge since 1975. The share of such investments increased to 18.1 per cent of the total in 1976 and further to 28.1 per cent in 1977. The main reasons cited are (a) the increasing number of weak sectors in the American industry and growing criticism against Japanese goods shipped to the U.S., and (b) a dwindling gap between export prices and local production costs brought about by the sharply appreciated yen.36 Through this strategy, Japan has been able to get qualitatively better returns on' its smaller capital investments in the U.S. than the latter on its much larger capital invested in Japan. Now the U.S. is forcing Japan to invest more in American manufacturing industries which would create more jobs and prop up the tottering American economy. But the Japanese investors are a little wary over this question as the American state is also taking strong measures to contain the influence of foreign capital. And this explains the lower share of Japan's fresh capital investments compared to the reinvestment of capital generated by the Japanese firms operating in American markets.37 Besides, the U.S. is also forcing Japan for further liberalisation of its economy to allow larger American investments in key Japanese industries so that American firms can maintain their profit margins.
Table 6.5
JAPANESE DIRECT INVESTMENTS IN THE UNITED STATES
(cumulated amounts on approved basis, $ million)
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Note: End of fiscal year (FY) is end of March of following year. End of FY figures denote cumulative while the other figures denote annual flows. Source: Ministry of International Trade and Industry, Wagakuni Kigyo no Kaigai Jigyo Katsudo (Overseas Activities of Japanese Business Firms).
Technology and productivity
The Japan-U.S. relationship during the post-war period can best be explained through the phenomenon of uneven economic development which Lenin pointed out to be the essential feature of inter-imperialist rivalry.38 The accumulation and reinvestment of capital in the leading capitalist countries after World War II intensified the contradictions which culminated in the re-emergence of the crisis in the 1970s. An underlying factor aggravating the contradictory features of this process was the technology revolution. World War II gave rise to new scientific and technological advances which formed the basis for a number of sophisticated industries in the more developed countries. During the process of recovery from the ruins of war the Japanese firms rebuilt their domestic as well as external economic foundations, and soon began to compete with U.S. firms in the area of technological progress, endeavouring to cut costs and develop new products. This contributed to rapidly rising economie of scale. The technological revolution led to a rapid increase in productivity and Japan demonstrated unusual skill in adapting new technological innovations for higher productivity while investing the least in research and development. From 1960 to 1970, output per work-hour rose 34 per cent in the U.S., 43 per cent in U.K., 74 per cent in F.R.G. and a mammoth 289 per cent in Japan.39 An example may suffice to illustrate the impact of technological innovation in reducing labour requirements and increasing economies of scale in Japan. Mitsubishi, for example, developed a new technique for smelting copper, which eliminated 30 per cent of the labour traditionally employed by introducing continuous processing and automation.
One of the most distinctive features of Japan's technology policy has been the application of extensive government controls. The United States' policy of building Japan as an anti-communist bastion and 'work-shop of Asia', with the old conservative ruling clique at the top, allowed the Japanese government to formulate its own technological import policy. The Japanese government exercised a strict control on the induction of foreign technologies under the licence system based on the provisions of two major related laws— the Law Concerning Foreign Investment (enacted 10 May 1950) and the Foreign Exchange and Foreign Trade Control Law (enacted 1 December 1949). Under this system, government approval was restricted to the import of only that technology which was considered to be contributing positively to: (i) the improvement of the nation's balance of payments; (ii) the development of major industries; and (iii) the promotion of public utilities.40 Even the revised 1961 and 1963 laws, though they opened vast avenues for technology import, did not allow those technologies which were considered detrimental to the Japanese economy.41
The Japanese government used these controls to shape not only the structure of some industries but even the overall growth process itself. In this the government's Ministry of International Trade and Industry (MITI) played a crucial role. It is no exaggeration to say that it is MITI that virtually presided over Japan's post-war rapid economic expansion. Right since 1950, MITI favoured the development of such industries as automobiles, chemicals, and heavy manufacturing which would involve the use of more complex technologies. Through this it was hoped to attract the latest technology to obtain high domestic productivity for exports which were to be used for the payment for the import of new technologies. So MITI deployed all its management, investment and domestic research and development capacity to capitalise upon imported technology. As a result of this policy, these industries expanded their share in value added in Japanese manufacturing and in exports. Between 1963 and 1970 the share of such industries rose about a third to a half of Japanese exports.42
The export performance of these industries in Japan reflects not only the rising proportion of such industrial products in international trade but also Japan's increasing share of the total trade in these products. Japan's share of all OECD exports of these industries rose from 4.6 per cent in 1963 to 9.4 per cent in 1970. In most cases Japanese gains were made at the expense of the United States and the United Kingdom. The U.S. share went down from 25.9 per cent of total OECD exports in technology intensive products in 1963 to 22.2 per cent in 1970, the U.K. share dropped from 15.4 per cent to 10.1 per cent over the same period.43
The government even controlled the composition of technology imports. Undesired technology was simply not permitted. In 1950 MITI issued a list of thirty-three desired technologies, of which most were technologies for intermediate goods such as chemicals and for producers' equipments such as machine tools; the demand for consumer goods technology on the other hand was suppressed. Access to imported technology was a major source of profit, and to deny such access to some industries served to tilt the pattern of investment and output towards what were regarded as basic industries.44 A major effort of MITI's intervention during the 1960s was to provide Japanese firms with technology on more favourable terms than they would have been able to obtain in the international technology market.45
Table 6.6
COMPARATIVE ECONOMIC GROWTH INDICATORS OF SELECTED COUNTRIES*
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* — 1975 prices. 5*
— Aggregate value of the gross production of all capitalist countries equals 100 per cent. o
Sources: Handbook of World Development Statistics, 1979; World Economic Survey, 1979-80; World Economic Outlook: Main Indicators, October 1980.
Until 1970 Japan remained overwhelmingly dependent on the U.S. for its technology imports. About 70 per cent of technological imports from 1949 to 1970 originated in the U.S.46 By 1975, however, the U.S. share dropped to 50 per cent. Towards the end of the 1970s, however, there began to appear trends suggesting a reverse flow in technology, particularly in the field of electronics. It was necessitated by the American desire to induct Japanese technology in sophisticated military production, which in turn could be supplied to Japan for its own military build-up that the U.S. desires so eagerly. Nevertheless, in overall terms the U.S. is still a major source of Japanese import of sophisticated technology.
Domestic research and development efforts have also played a significant role in raising the technological level of Japanese industries. Peck and Tamura have argued that in terms of the percentage of GNP allocated for non-military R & D expenditure, Japan is not far behind the U.S., U.K., F.R.G. and France; they give the impression that Japan has not escaped the economic burden of R & D efforts.47 Nevertheless, Japan has certainly escaped the rigours and burdens associated with the development of basic research; Japan has primarily concentrated its R & D investments on the direct application of imported technology into the production process, thus turning its smaller R & D expenditure into actual economic advantage. This trend still continues to dominate the thinking of Japanese firms as demonstrated by Peck and Tamura themselves. For example, 'cost reduction was chosen as the major goal of company R & D by 49 per cent of Japanese manufacturing companies. In the United States, development of entirely new products was ranked first, with 47 per cent companies listing this as the main objective, compared with only 17 per cent in Japan.'48
Besides, the U.S. has to allocate a high percentage of R & D expenditure for military research. In the 1950s and 1960s it was argued that production of high quality technology goods goes hand-in-hand with advanced military research as the spill-over from military industries could be successfully applied in commercial manufacturing. But during the late 1960s and 1970s military products had become extremely sophisticated and increasingly divergent from commercial products. Therefore, the industries of the biggest military spender— the United States— lost the "benefits of military R & D as the spill-over from these industries became increasingly smaller. Japan did not have to spend much on the military sector as the American security umbrella was made available to it. Both in terms of percentages and in absolute figures, and particularly including the military R & D, American R & D investment far surpasses that of any other country. Thus Rowthorn has correctly pointed out that, 'as leaders, American firms must spend enormous amounts making mistakes which others can avoid and discovering things which others can imitate or adapt cheaply. Within a few years of their introduction, "modern" products in which the Americans initially had monopolies become "traditional" and are produced efficiently and in bulk by European and Japanese firms. To maintain their lead, therefore, or to prevent it from being eroded too rapidly, American firms are forced to spend far more on research and development than their rivals overseas. This is the price they pay for being leaders.'49
For all these reasons, the Japanese industries have been able to register a high rate of technological progress which has been used to increase productivity sharply. As a result of quick and effective introduction of new technology, Japanese steel output per work-hour rose 160 per cent between 1964 and 1975, while in the U.S. it rose only 17.5 per cent. Japanese workers produced about 9.35 metric tons of finished steel per hundred work-hours compared to 8.13 metric tons in the U.S.50
It is clear therefore that Japan continues to import highly advanced technology from other industrialised countries, particularly the United States: it averts the risks associated with the job of developing new technologies as well as the economic burden and also reduces the period of technology development. By virtue of such procedures, Japan has endeavoured to expand production, increase exports and raise technological standards. Japan, thus, has assumed the character of a technology importing country. And a Japanese financial journal concluded in 1975, that, 'this pattern is bound to continue for some time'.51 However, by the beginning of the 1980s, Japan has begun to show signs of acquiring greater sophistication in selected areas of its technology but this phenomenon is unlikely to change, in the near future, the basic Character of Japan's technological dependence on the United States. What is important in this regard is that though Japan has acquired financial capabilities for incurring higher R & D expenditure, it lacks a well coordinated R & D infrastructure which is required for basic research. Quite often Japanese firms are forced to engage research units in American establishments to conduct research for them in assigned areas. This situation still provides the United States sufficient strength to maintain its superiority in the technological sphere.
The automobile crisis
Taken together, the automobile industries in the leading capitalist countries, the U.S., the E.E.G. and Japan, account for more than 80 per cent of the world's automobile production. And throughout the 1970s, auto-markets there showed a general tendency towards prolonged stagnation. While the overall sales of new cars picked up by 1978 to the 1973 level, the new car sales in the U.S., the world's largest auto market, showed a startling decline of 23 per cent in 1980 from the previous year.52 In Europe and the U.S., production too showed a corresponding decline. But in Japan, despite stagnation in domestic demand (Table 6.7), production showed an impressive growth through the 1970s. In 1980, Japanese automobile industries produced over 11.04 million units (including trucks and buses). This represented a 14.6 per cent increase over 1979 and an incredibly rapid 5.9-fold increase in 15 years from the 1.87 million units produced in 1965. In the U.S., however, production of motor vehicles dropped to a little over 7.9 million units in 1980, registering a steep 30 per cent decrease over the previous year. As a result, the Japanese auto industry became the number one producer in the world for the first time. This remarkable feat can be attributed largely to the up to date production facilities that the Japanese industry has installed and which have been translated into high labour productivity, high product quality and good maintenance service53— the advantages derived from extensive government protection, high investments of bank capital, efficient induction of foreign technology, etc.
As has been pointed out earlier, the Japanese government's Ministry of International Trade and Industry actively intervened in directing the growth of the Japanese economy. The automobile industry is no exception and, in fact, this industry, still continues to enjoy the benefits of favoured government policies. In October 1949, following the 'reverse course' in SCAP's economic reforms policy, the SCAP completely lifted the ban on the manufacture of passenger cars imposed on the Japanese auto industry which had been kept afloat with a combined production of 20,000 units a year after the war. In 1949 Japan produced a total of 28,000 motor vehicles. A dollar-yen exchange rate was fixed at 360 yen to facilitate re-entry of Japanese capital in the international market and a drastic deflationary programme began under the 'Dodge Plan' to curb post-war inflation in the Japanese economy, which in turn initiated a drastic rationalisation activity in the Japanese auto industry. In the course of this rationalisation, 'Japanese automotive capital scrapped the obsolete production capacity surviving from the pre-war period and discharged a substantial number of its employees',54 making way for the introduction of new technology for increased productivity.
Table 6.7
THE TREND OF JAPAN-U.S. TRADE
(billion dollars)
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Note:Customs clearance statistics for both the countries respectively.
Sources: JAPAN: Japan Tarrif Association, Gaikoku Boeki Gaiko (The Summary Report: Trade of Japan); Bank of Japan, Keizai Tokei Geppo (Monthly Report on Economic Statistics). U.S.A.: Department of Commerce, Survey of Current Business (Various issues).
The industry received a major forward thrust during the Korean War when the special procurement orders from U.S. armed forces began to pour in. The Japanese auto industry became the main supplier of military vehicles for U.S. Forces in Asia and this continued through the Vietnam War. This war-induced demand for motor vehicles enabled automobile manufacturers to eliminate deficits incurred during the Dodge Plan period. With improved profits, they could secure bank loans and other capital financing for production-expansion programmes. Thus rejuvenated through special procurement orders, the industry embarked on the production of passenger cars around 1952.55
In 1955, MITI adopted a policy designed to foster this industry as a strategic industry and announced a 'General Plan for Fostering Popular Cars'. Its objective was set out as: 'by means of positively fostering the small passenger car industry as a new industry, to expedite the expansion of related industries, expansion of employment and enhancement of technical level, thus preparing the ground for the small passenger car industry to develop as an export industry and raising the national living standard through the popularization of passenger cars at home'.56 Meanwhile, MITI had launched a seven-year programme for the licensed production of passenger cars in order to bring the performance, styling and price of Japanese cars up to the level of U.S. and European cars and foster a competitive domestic passenger car industry. The foreign exchange necessary for the programme was allocated from a special account. Consequently, Nissan concluded a licensed production agreement with Austin of the U.K. to learn advanced production techniques. Isuzu tied up with Hillman (U.K.) and Hino Motors with Renault of France with similar objectives. Toyota, however, decided to develop passenger cars based on domestic technology following the failure of its negotiations with Ford Motor Company of U.S.A. for production licensing.
Although the plan to develop the automobile industry as a strategic industry was prepared along with the plans for other heavy and technologically complex industries, action on it was relatively delayed due to differences of opinion over the role of this industry in the Japanese economy.57 Finally, MITI had its way, and the automobile industry was to be developed on the grounds that 'since development of the automobile industry to a high level will lead to the modernization of the machinery industry and, consequently, all other industries, it is desirable to concentrate all possible efforts on raising its productivity and international competitiveness, so that it can catch up with other advanced countries and can contribute to the growth of our national economy'.58 This line of argument reveals that MITI visualised for the auto industry the role of a locomotive engine— the forward movement of which would automatically pull forward other industries and consequently the whole economy. In planning such a strategy, MITI perhaps had the example of the American automobile industry in mind which, even before World War II, was consuming one-quarter of the steel, one-fifth of the copper and aluminium and 30 per cent of the rubber used in America.59
MITI also enacted a 'Law for the Development of Specified Kinds of Industry' to encourage the technological improvement of small and medium-sized automotive parts manufacturers. These means had the effect of eliminating the technological lag suffered by such supportive industries as casting, metal fabricating and machining.60 Government measures were both protective and supportive in nature. Productive measures included (a) protective tariff rates, (b) the excise tax providing more advantages for Japanese autos, (c) import restrictions through the operation of foreign exchange allocation, (d) control of foreign capital investment, etc. Tariffs and excise taxes gave the most favourable treatment to small passenger cars. This explains, partly, the present edge of Japanese small cars in international competitiveness. Supportive measures of the government were chiefly aimed at increasing the international competitiveness of Japanese automobiles. They included (a) loans at low interest rates from public financial institutions, (b) government subsidies, (c) preferential depreciation, (d) exemption of im-port duties on necessary machinery and-equipment, and (e) easy authorisation for essential technology imports.61
The Japanese auto industry grew in close alliance with banks which made the capital necessary for investments readily available. Under the government protection and policy guidance and the support of banking capital the auto industry increased its productive capacity dramatically. As this industry was planned from the beginning, with the export objective in mind, it began to look for overseas markets at an early stage: This was also necessitated by the low personal disposable incomes and the poor transport infrastructure in Japan.62 In export markets it met stiff competition from the established American and European auto manufacturers. In order to help the auto industry further, the government invested heavily on the expansion of transport infrastructure, building roads and bridges, etc., and actively promoted motorisation throughout Japan. Inspired by such incentives many new companies entered the car market. Ancillary industries and sales networks expanded all over Japan and car plants were installed, capable of producing more than 100,000 units a year. A fierce competition ensued for capturing the market but, unlike the American scene, no major firm was allowed to disappear completely; disparities in scales of operation, however, widened enormously. The concentration in auto industry took place not so much due to domestic competition as the fear of foreign penetration.
Under international pressure in 1965, when Japan was forced to liberalize international capital transactions, MITI feared an onslaught of foreign automobilies, especially of American automobiles. In order to meet this contingency MITI floated a plan to realign the industry into coalitions headed by the three leading auto-makers.63 Although, this plan did not succeed in the face of strong opposition by several firms, it triggered off a process of industrial grouping. Both Toyota and Nissan formed their own groups based on a loose coalition among participating members for the purpose of coordinating areas of specialisation. Consequently, these two groups came to control more than 60 per cent of the market between them. Today the auto industry exemplifies industrial concentration in the Japanese economy.
The Japanese auto industry has apparently polarised, closer to the German pattern, between entirely domestically based oligopolies and smaller firms associated with foreign transnational. For their survival, and at the strong urging of their bankers, smaller firms decided to have tie-ups with the Big Three of the United States. Mitsubishi Motors signed up for business cooperation with Chrysler, Toyo Kogyo entered into similar arrangement with Ford, and Isuzu with General Motors. The Big TWO, Toyota and Nissan, are full-line auto manufacturers, whose overall business performance, profit, sales, assets and liabilities far exceed those of their Japanese competitors. The market shares of the smaller of the Big Two, Nissan, and the biggest of the smaller manufacturers, Mitsubishi Motors, are 29.2 per cent and 9.2 per cent respectively. The smaller ones are able to maintain their position in the domestic market mainly by participating in the world strategy of the U.S. auto manufacturers.64 Although all the companies had been closely associated with banking capital, lately the Big Two have become fairly independent as they have been able to accumulate large funds and organise themselves into powerful industrial financial groups.
Thus close cooperation between business, government and banks helped the Japanese auto industry to become one of the most powerful industries in the world. The introduction of modern technology gave it an edge over its international rivals in pricing, performance and productivity. Automation in production lines contributed greatly towards increasing the international competitive strength of the Japanese automobile manufacturers. The introduction of industrial robots in almost every phase of the production line of Japanese auto industries gathered momentum in 1973-74 as an attempt to overcome the oil crisis and the subsequent recession. 'Numerically controlled machine tools are ubiquitous in machine operations, and synchronisation; command and monitoring of all production lines are realised by a central computer and its peripheral terminals. Production control methods and the "rotation system" for versatile workers capable of performing different assignments geared to the degree of automation and scale economy have translated into high labour productivity.' Such a large-scale automation through the industrial robots has resulted in: '(a) further gains in productivity, labour economy, stable product quality, reduction in defective products and improving the rate of operation by introducing smaller batch production for a variety of products; (b) the ability to quickly adapt production lines to model changeover and enhance overall capacity utilization'.65
Japanese auto-makers have been able to cut down drastically the number of man-hours required per unit compared to their foreign competitors. According to one calculation, for example, in 1979 General Motors employed 853,000 workers, Ford 494,000 workers and Fiat 360,000 workers; even lesser European makers employed more than 200,000 workers. By contrast, Toyota employed, approximately, 52,000 workers and Nissan, approximately 56,000 workers. Thus General Motors required sixteen times as many workers as Toyota to achieve sales 4.7 times those of Toyota; and Ford needed nine times as many employees to achieve sales 3.1 times those of Toyota.66 Owing to this high productivity achieved through high technological standards, the Japanese auto industry has been constantly raising its share in the international export market and value added in Japanese industrial manufacturing. Japan exported less than 200,000 vehicles or 10 per cent of Japan's total production in 1965, while in 1970 exports exceeded one million units or 20 per cent of the total production that year. In 1977, 4,350,000 units or more than half of the total production was exported. In 1980 the total exports amounted to 5,966,961 vehicles. This represented 54 per cent of its production or almost 500,000 units a month.67
The increased production of Japanese automobiles in the 1970s, therefore, was not so much linked to domestic demand, as was the case in the 1960s. In fact, production increased despite the glut in the domestic market. For example, in 1976, while production rose by 13 per cent over 1975, exports rose by 39 per cent and domestic consumption dropped by 5 per cent.68 Thus it was over-production far exceeding the domestic demand that led to a rush for exports and caused the automobile crisis.' Throughout the 1970s overseas markets remained the basis for the sustenance of the Japanese automobile industry. At this time the Japanese manufacturers found the U.S. auto industry in the most vulnerable situation.
The glut in the American auto industry occurred chiefly due to serious structural problems resulting from intense monopolisation. During the 1950s, American industry witnessed a boom resulting from new levels of technology, particularly automation. Due to heavy requirements of capital for the introduction of new technology, the auto industry moved towards monopolisation, as a result of which several firms like Packard, Hudson, Nash, Studebaker, etc. disappeared.69 These small companies simply did not have the finances to keep pace with the heavy investment requirements for sustaining competitive levels of production with the fast-changing technology. Finally, four major monopolies—General Motors, Chrysler, Ford and American Motor Corporation— emerged to carve out for themselves the world's largest auto market. They ruthlessly protected their markets for monopoly pricing initially through new technologies and high investments and later even by raising high tariff barriers against imports, especially against the Japanese. The cumulative effect of such a policy led to general stagnation in the industry over a period of time.
The crisis in the American auto industry further deepened in the 1970s when it was hit by the oil shocks of 1973-74 and 1979 and the interim recession. After the first oil crunch, demand for fuel-efficient cars increased all over the world, but the U.S. manufacturers failed to respond rapidly enough, as the profits on large cars are substantially higher. In 1973, 56 per cent of the total U.S. sales was accounted for by large cars, 28 per cent by small cars and 16 per cent by imports mostly of compact and sub-compact cars. And in 1978, sales of large cars were still 50 per cent of the total, and of compact and sub-compact cars only 32 per cent,70 when the second crisis was round the corner. While the U.S. auto industry was still in the process of developing compact and sub-compact cars, the Japanese who had been specialising for a number of years in such cars, stole a march over the U.S. Although the U.S. automobiles had the price advantage, the number of models offered was small and the overall performance of U.S. models was not competitive with imported cars.71 Later even the price advantage was considerably eroded due to galloping inflation over a period of time. Consequently the share of imported cars from Japan in the U.S. market went up to 23 per cent by April 1981.72
Table 6.8
TREND OF MOTOR VEHICLE PRODUCTION AND EXPORT IN JAPAN
[image: ]
Note:Figures in parentheses represent KD sets excluded from the upper statistics; 
Source: Japan Automobile Manufacturers'Association, Monthly Statistics on Automobile.
Table 6.9
JAPANESE MOTOR VEHICLE EXPORT TO THE TOP FIVE COUNTRIES
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Note: Figures in parentheses represent KD sets excluded from the upper statistics.
Source: Toyota Motor Sales Co., etc. JAMA. Both tables 9 & 10 are taken from Sono Haruo 'Japanese Automotive Capital and International Competition' (Part I) AMPO: Japan-Asia Quarterly Review Vol. 13 no. 1 1981,p. 62.
The U.S. government reacted in defence of its ailing auto firms by providing subsidies, massive loans on liberal terms and forced Japan to negotiate a quota system of 1.68 million cars per year.73 What really worried the American auto-makers was not so much the declining sales in the domestic market as the slicing out of 30 per cent of their market by foreign exporters by 1981 in which 23 per cent was contributed by Japan alone. Japan increased the share in an already reduced market (Table 6.7) which declined by 6.1 per cent during the decade of the 1970s. And the Japanese auto-makers showed no signs of relenting in their export drive. This made the recovery prospects for the structurally ailing American auto industry even gloomier.
Although the quota system has angered Japanese auto manufacturers,74it has been of no help to the U.S. industry so far. The U.S. auto industry continues to be in the red and its new models are still inferior in performance and pricing to those of the Japanese.75 Even technologically, American models are found inferior to those of the Japanese. When General Motors put out its X-cars on the market, Japanese auto-makers had then air-lifted to Japan on that very day and promptly disassembled them to analyse GM's technology, which was found inferior to the Japanese models.76 Besides, the Japanese cars enjoy high reputation for their performance with American consumers. The result of a survey among 350,000 owners showed that almost all Japanese cars were rated 'better than average'. Almost none of the American cars achieved those ratings.77So the fear of further penetration by Japanese firms, even to the tune of 35 per cent of the national market, as has been happening in California, still looms large over the U.S. auto industry, once the quota system is lifted—which is due in the spring of 1983.78
America's protective policy has prompted the Japanese automakers to adopt a new strategy of simultaneously attempting to expand their activities in non-American areas. For example, in 1981 Japanese exports to Southeast Asia increased by 42 per cent over the previous year, while exports to Africa and Latin America roughly doubled.79 Japanese automotive capital is also moving into non-American markets for manufacturing. Nissan has concluded a deal with British Leyland, expanding its plant in Mexico, starting an assembly plant in Brazil.80 This would make a new hole in America's world automobile strategy.
In retaliation, the U.S. on the one hand has been forcing Japan to open its markets for American farm products and certain other consumer goods and, on the other, asking Japanese auto-makers to invest in America for manufacturing their automobilies which can create more jobs in America's sagging economy. On the first count Japan will hardly have any choice in the face of the overwhelming pressure that the U.S. can exert. On the second count too the Japanese firms are a little wary due to various factors. Moreover, the American Big Three have already initiated their $ 80 billion plan to develop a new series of medium and small-sized cars. Japanese manufacturers are not sure of standing up to competition from them once these new cars are out. Whatever may be the performance of Japanese auto firms, the U.S. firms are still overwhelmingly large. For instance, Toyota is the largest auto-maker in Japan and it ranks third in the world automobile industry, but its sales and profits are only one-sixth of GM's.81 The Japanese fear that once the American auto-makers market their small cars comparable to the Japanese cars, the Americans will still be 'patriotic' enough to rush for them.82 Besides this patriotic factor, it is the anxiety and willingness of the American government to act in defence of its national capital that worries the Japanese. Japanese capital investment for manufacturing automobiles in America would give the latter an ex-tra leverage to manoeuvre in Japan's auto trade. The Japanese manufacturers have in front of them the example of colour televi-sion manufacturers who began their operations in the U.S. in the mid-70s and landed themselves in trouble. Because the automobile industry occupies a significant position in the Japanese economy where it accounts for 20 per cent of Japan's total exports, 10 per cent of its industrial production and employs nearly 10 per cent of its work-force, the Japanese auto-makers would be cautious before they stake their capital in the United States and thus allow the latter any leverage to manoeuvre in Japan's auto strategy, unless the Japanese too get a similar clout in some form or the other in the U.S. economy. Moreover, by moving into the United States the Japanese are wary of losing their productivity advantage based on scale economy and several other factors typically obtaining in the Japanese industrial environment.83 Though Toyota and Nissan did at one time contemplate starting production there, the plan was shelved because upward valuation of the yen halted and the American Big Three announced their $ 80 billion plan.
However, Honda is one company which is building passenger car manufacturing facilities in the United States. Honda is a special case, being essentially an export based company. If the United States imposed import curbs, Honda would suffer far more than Toyota or Nissan. Honda's export ratio is 68 per cent compared to 46 per cent for Toyota. Toyota exports only 16 per cent of its total output to the U.S. but this proportion is more than 40 per cent in Honda's case. Thus Honda's ratio of dependence on the American market is two and a half times that of Toyota. Therefore, Honda's fate hinges on the trends within the U.S. market in any case. Honda has a long experience of dealing in overseas markets, including the United States, and perhaps thinks that a participation in America's global auto strategy might secure for it some valuable gains.84
Concluding observations
The automobile crisis is qualitatively different from all other disputes that have plagued the Japan-U.S. alliance during the post-war period. The auto dispute has given a new dimension to inter-imperialist rivalry. Although the American auto firms are still larger than their Japanese counterparts, the latter have been able to close this gap substantially and establish much superior production facilities based on high technological standards. This is going to sharpen the intercapitalist contradictions further, for in both countries the auto industry occupies a leading position. The United States will safeguard its leading position not only by strengthening its own position but also by hurting its competitors. Naturally, the Japanese would defend theirs through both defensive and offensive measures. As a preliminary measure the U.S. has been able to impose an import quota to buy time for a structural adjustment in its auto industries, i.e. changing over from big gas guzzlers to small cars. For this the government is arranging massive finances. But this change from big cars to small ones would result in a decline in the consumption of steel, aluminium, paints, rubber, etc. thus leading these supportive industries into a slump. In order to get over this problem the United States is running its militarisation plan in full gear, because apart from military industries there is no other sector that can absorb the fat shed by the auto industries. Hence there exists a structural link between the automobile crisis and the militarisation programme.
What the outcome of this structural change in American industries would be is still too risky to predict, but a fear of American onslaught has generated a new trend in Japanese automotive capital. It is expanding in non-American areas and is integrating new technologies for greater sophistication and thus getting ready for a fresh round of the autowar. Competition is now moving from the control of export markets to capital investments. The automobile crisis is also different in one more sense: its effects have spilled over to the political field because the United States has employed political leverage in solving this crisis. It has generated a bitterness towards the Japanese among average Americans, as can be noticed from the Congressional debates and mass media, where the Japanese are accused of taking a free ride for their security, and the auto-export blitz is compared with Pearl Harbour. The United States has been exerting enormous pressures to force Japan to enhance its military programme which in turn has given rise to a new nationalism in Japan of a kind which appeared in the anti-American wave of 1953., Ironically, at the beginning of the occupation of Japan, American designs were to contain Japan militarily and build its economy, but now it is forcing Japan into militarisation and is trying to contain it economically.
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Reflections on the Present World Economic Conjuncture
Sukhamoy Chakravarty
Did the engine of economic growth slow down during the 1910s all over the capitalist world? If so, what were the reasons? Are these reasons likely to apply to the 1980s? These are some of the questions which are being debated anxiously by ordinary people, professional economists and policy-makers in the developed as well as developing countries. In this paper, I propose to address myself to these questions with a view to indicating certain areas of inquiry which require more serious investigation.
On the first question, the authoritative judgement given in knowledgeable circles is that since 1973, the world economy has been going through an extended period of slower growth. According to the World Economic Survey published by the United Nations in 1980, developed market economies which recorded an annual average growth of 5 per cent over the period 1962-1972, at 1977 prices, witnessed growth rate of only 2.7 per cent in the years 1974-1979. The rate of growth of the subsequent three years has not improved upon the rate initiated in 1974.1 What is even more disquieting from the point of view of social concern is that while the average rate of unemployment in seven industrial countries (Canada, the U.S., Japan, France, F.R.G., Italy and the U.K.) over the period 1963-1972 was as low as 3 per cent, the corresponding rate for 1981 was as high as 6.6 per cent, with rates exceeding 10 per cent for the U.K. and nearly 8 per cent for the U.S. Furthermore, the rate of inflation has also been very high judging by the record of what was achieved during the first two decades after the Second World War. Taking the GNP deflator as a measure of inflationary pressure, the average rate of change over 1962-1972 was 4 per cent while the rate of change since 1973 has invariably exceeded 7 per cent for the large industrial countries, with the rates lying in the neighbourhood of 10 per cent for most of the time. Among these countries, the U.K. has experienced the largest rate of increase while F.R.G. has recorded the maximum amount of price stability.
Thus, there is little reason to doubt that the world economic scenario turned sharply adverse in the 1970s, at least as far as the developed market economies are concerned. According to the UN. however, the picture is not modified qualitatively when the entire world is taken into account, although the numbers are somewhat different. Thus, the average rate of growth for the period 1961-1973 for the world as a whole was 5.4 per cent, while the corresponding rate for 1974-1979 was 3.6 per cent, including the oil-exporting countries and centrally planned economies.
Some explanatory hypotheses
How do we explain this downturn of the 1970s? Initially, it was widely believed that the downturn was a product of the so-called 'oil shock'. There is little doubt that the several-fold increase in the price of oil did give a rude jolt to the economies of oil-importing countries. However, the extent of the loss in real income brought about by the deterioration in the terms of trade for the industrial countries can be gauged from the figures on changes in the terms of trade given in Table 7.1.
Table 7.1 
CHANGE IN TERMS OF TRADE FROM PRECEDING YEAR
[image: ]
The shows that the extent of overall change brought about by the increase in energy prices has been nowhere near as high as the developed countries sometimes try to make out. In contrast, for non-oil developing economies, the situation has been far more serious.For the 1960s, the deterioration in the terms of trade was slow but steady; for the 1970s, the rate of decline has been much more pronounced (Table 7.2).
Table 7.2
CHANGE IN TERMS OF TRADE FROM PRECEDING YEAR (%)
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Source: IMF, World Economic Outlook 1981: Appendix B, Table 7.
Furthermore, it is the developed countries which have earned service income such as banking charges, as well as benefited from the recycling operations. It is, therefore, difficult to make out the case that the 'oil shock' has served as the principal causal factor which changed the entire scenario, although in a certain long-run sense, it may have had a more serious impact by pointing towards the need for conserving scarce non-renewable resources.
An influential group of economists has made the point that the real problem has arisen with the breakdown of the Bretton Woods system and its replacement by ad hoc floating arrangements. This argument may be more substantial than the one referred to earlier. However, it should be remembered that the decision to abandon the Bretton Woods system was undertaken by the most important market economy, i.e. the U.S.A., because it felt that the system was constraining domestic option in regard to growth with stability. Furthermore, France had never been happy about the U.S. hegemony reflected in the Bretton Woods arrangement. Thus, it is not clear why the use of the floating exchange rate system should, in itself, lead to a slowdown in the growth performance, especially for the developed countries with very well developed financial arrangements.
A third important reason that has been frequently cited is the slowdown in the rate of growth of real output per employed man-hour. Here the argument seems to be on somewhat firmer ground. However, there are important problems that must be borne in mind. First, there have been significant differences between the experiences of different countries. Secondly, the shift to the 'service sector', which is said to be partially responsible for productivity slowdown, reflects a number of very distinct developments. For instance, the so-called 'income elasticity' argument is in favour of services. A part of the shift may be attributed to the growth in real income per head experienced over the 1950s and 1960s. But this is not all that there is to the expansion of services. Some of the expansion may reflect the fact, especially in the U.S. and the U.K., that service sector expansion was a buffer, reflecting in itself the fact that manufacturing output growth was slowing down because of a serious demand problem.
This takes one to the next point, whether an increase in productivity growth would have provided an answer to the problem. If the economy were competitive in character in its essential functioning, then possibly downward pressure on prices exerted through cost reduction would have led to market widening and hence raised the rate of growth to some extent. However, in the absence of positive intervention by the state of a demand-stimulating nature, this need not be a correct inference for the economies of mature capitalist countries.
This leads us to the additional explanation that government action has been impeded by the emergence of strong inflationary expectations. A great deal of importance is attached by the so-called 'monetarists' to this factor, whose strategy consists in breaking this expectation syndrome by pursuing a policy of serious cutback in public expenditure and other deflationary measures. Britain is at the moment engaged in such an experiment. Informed observers are of the opinion that while this policy may have somewhat moderated inflation, it has certainly exacerbated unemployment and led to loss of real output.2 So far, there is little empirical basis for the monetarist prediction that if only sufficient time were allowed to pass, the unemployment level would come down to the so-called 'natural rate', whatever that expression may mean.
Quite apart from the question as to whether the monetarist policy prescription will prove an efficacious one for Britain or, say, the U.S.A., the basic problem remains that the emergence of inflationary expectations cannot be regarded as an exogenous phenomenon. Instead, the increasing amount of inflation-proneness of the world economy, and more particularly that of developed countries, must be attributed to the combined functioning of several features which marked the so-called 'golden age' of the 1950s and the 1960s. To my mind, three important characteristics must be noted: (a) the growing hold of monopolies in the key sectors of any advanced industrial economy; (b) the drying up of the labour reserve as a result of the sustained expansion of the post-Second World War period which showed itself in the absorption of the unemployed, sustained transfer of labour force from agriculture and also changing participation ratios; (c) the permissive monetary-fiscal policy which was greatly helped by the U.S. continuing to run a balance of payments deficit over many years.
Many who put their belief in the so-called 'neo-classical synthesis' based on the combined wisdom of Adam Smith and John Maynard Keynes, came to the conclusion that the capitalist system could be rendered stable from cyclical disturbances and may be expected to grow steadily to a 'golden rule' configuration only if monetary-fiscal policies were appropriate. They seemed to have convinced themselves against all historical evidence that full employment equilibrium could be rendered stable through enlightened economic policy. They differed from monetarists in disagreeing about the need for active fiscal and monetary intervention because they attached great stability to the econometrically estimated behaviour relationship from which policy multipliers could be suitably deduced.
Events of the 1970s would seem to suggest that they did not reckon with the fact that for an economy which is pervasively characterized by monopoly, effects of changes in economic policy instruments could not be deduced unambiguously because the underlying stability conditions had not been properly investigated, a point that Hicks recognized quite early and then proceeded to ignore. The mainstream economics profession seems to have followed Hicks in this regard with the conspicuous exception of a few economists such as Joan Robinson and M. Kalecki.
However, the difficulty with the most advanced formulation— which was that of Kalecki—consisted of the fact that while he recognized the existence of a 'political business cycle', an idea of considerable fecundity, he had hardly a theory of growth. As a matter of fact, as early as the mid-1930s, Frisch had shown that the dynamic system used by Kalecki could either generate a steady rate of growth or oscillation but not both.3 However, as one has only obtained historical situations of oscillating growth, the theory was basically incomplete. Steindl, who carried forward Kalecki's work, also did not succeed in integrating growth-promoting factors that tended to generate tendencies towards stagnation.
Summing up, one may conclude that if one were to take into account the structural vulnerability of capitalism to swings in activity, one should not be unduly surprised to find that prosperity gave rise to depression because, as Clement Juglar pointed out a long time ago, there is only one cause of depression, that is, prosperity. One can, however, question the conclusion proposed here by pointing out the unusually long span of prosperity and argue that this reflects an altogether changed set of structural features that still permit of control at fairly high levels of economic activity. To judge such an argument, it is necessary to discuss, although somewhat briefly, the theory of long waves in economic activity which analysts with exceedingly varied ideological and scientific backgrounds, such as Forrester, Mandel and Rostow,4 have sought to revive recently.
The theory of long waves
The 'theory of long waves' in economic life or, better still, the hypothesis that capitalist economies display long cyclical upswings and downswings, was greatly highlighted by Schumpeter in his theory of capitalist economic evolution as put forward in his massive two-volume study, Business Cycles (1939). Schumpeter made copious acknowledgement of the work done by the Russian economist, N.D. Kondratieff, in whose honour he christened the long waves 'Kon-dratieff cycles'.5
It, however, appears that the hypothesis was first put forward by a Dutch socialist J. van Gelderen who wrote, under the pen-name J. Fedder, an extended article on the subject in the Dutch socialist magazine De Nienwe Tijd as early as 1913.6 The article has not unfortunately been translated into English so far. However, a fairly extensive summery is given by Simon Kuznets in his book Secular Movements in Production and Prices (1930) from which it is possible to gain a reasonably clear idea of van Gelderen's argument. There is little reason to question the fact that van Gelderen had hit on the idea in a fairly precise sense and the subsequent work by Kondratieff, which was apparently done quite independently and based on a more extensive statistical analysis of the relevant data, did not constitute any conceptual breakthrough compared with van Gelderen's work.
Van Gelderen described the upswing of the 'long wave' as 'spring tide' (Springvloed Beschouwingen) and argued that they came to an end because of two major reasons. These two reasons were summarized by Simon Kuznets as follows:
The end of the period comes because (1) the acceleration of production and trade cannot go beyond the point of saturation of markets to which the highly developed capitalistic countries export. And this movement is hastened by the industrialization of the importing countries. (2) The production of raw materials, whether organic or inorganic, cannot keep pace with that of finished products. Summing up the theory in a nutshell, the major cycles form a periodic change in capitalistic development, a periodic change whose function is to bring about in the expansion of the capitalistic form of economic life a proper distribution of productive forces (labour and capital) over a greater number of countries that heretofore were outside of the closely bound national economies.7
We have quoted these lines from Kuznets not for reasons of historical curiosity but because they have a very contemporary ring, even more than Kondratieff's article which is generally the only one referred to in this context. Van Gelderen's countryman S. de Wolff,8 another Dutch Marxist, drew a number of important social implications of the existence of 'long waves' in a very interesting essay which was written in honour of Karl Kautsky. These dealt with the differential policies pursued by labour unions in times of prosperity ('spring tide') and depression ('ebb tide').
In spite of the highly suggestive work done by van Gelderen, de Wolff and Kondratieff, and the strong endorsement given by Schumpeter, many economists, including Kuznets himself, have been reluctant to accept the hypothesis of 'long waves' because of the absence of a 'firm' theoretical foundation.9 However, in the context of the depressed conditions of the 1970s, fresh impetus has been given to seek theoretical and empirical bases for the hypothesis behind 'long waves'. Forrester, Mandel and Rostow have each come out with his own formulation, which cannot be altogether disregarded. In short, the hypothesis that 1974 marks a downturn of the Kondratieff cycle has more than superficial plausibility considering the fact that the two and a half decades following the Second World War display many of the features of 'spring tide' initially described by van Gelderen. Considering the fact that since 1973 recoveries have been very brief and the stagnationist trends persist with no clear end in sight, it is not altogether without any justification to assume that the world has entered the downgrade of a Kondratieff cycle.10 The argument gains in strength if one takes into account the problems which have also beset the 'socialist economies' although there the impact is felt in terms of greatly reduced rates of growth rather than in terms of unemployment. Meanwhile, the social implications to which de Wolff had drawn attention are very much in evidence in the developed market economies.
It would be extremely simple-minded, even if one accepted the hypothesis of 'long waves' for the sake of argument, to expect that there will be an automatic recovery if only one were to wait long enough for the new innovations such as micro-processors to find application over a sufficiently large scale. First of all, one should remember, as Schumpeter used to say, that every cycle is a historic individual. Different cycles are never the same in real time. Secondly, the existence of 'long cycles' does not preclude the possibility of long-term mutations taking place in the character of the economic system and there is plenty of evidence that the capitalist system has changed a great deal since the Great Depression of the 1930s. In fact, Mandel's views, in contrast with those of Kondratieff, appear to be that the downswing was triggered off by a fall in the long-run rate of profit, which was partly due to the exhaustion of technological stimuli, and in part due to the structural changes. For him the central dynamic is given by the Marxian theory of falling rate of profit based on the secular increase in the organic composition of capital, compensated to an insufficient extent by the rise in the rate of surplus value. However, as there is no clear evidence that the 'value' organic composition of capital has, in fact, risen during this period, Mandel produces no acceptable statistical analysis in favour of his hypothesis. In fact, a serious statistical attempt to substantiate this proposition was undertaken by E.N. Wolf who comes out with a negative finding.11
While Mandel has used the Marxian two-department schema, Rostow has used the distinction between industry and the raw materials producing sector as the relevant disaggregation for the 'long cycle'. One cannot help feeling that both Mandel and Rostow, in very different ways, are trying to model 'long cycles' on the analogy of 'decennial cycles', an exercise which, to be convincing must be dynamically specified on premises which are logically consistent and factually warranted.
In my opinion, by the strict criterion of what constitutes a cycle, there is no clearly discernible long cycle for many 'quantity series' as distinct from the series dealing with prices, interest rates, etc. This problem was recognized by Kondratieff himself although he did hope that more analysis and evidence will help to decide the issue. What the data unquestionably show are recurrent periods of prolonged depression and prosperity. They may result from a combination of important structural changes superimposed on the underlying cyclical mechanisms which are generated by what Tinbergen called 'life cycles' and 'lag cycles'. But more importantly, our inability to date to say anything definitive on the problem of 'long waves' may arise from the fact that formal economic dynamics has so far failed to integrate the problem of the trend with that of the cycle. Forrester's simulation studies based on the combination of several sinusoidal motions may provide economists with material to ponder upon.
Lenin's analysis
Does the present world economic situation bear out the analysis in Lenin's Imperialism? I believe that in some respects it does. This refers to the law of uneven development of capitalism which tends to get accentuated in the context of monopoly capitalism.
Contemporary developments show that even when a particular country, namely, the U.S.A., enjoyed hegemony, the rules of the capitalist game permitted rival centres of economic power to emerge and a part of the explanation for the breakdown of the Bretton Woods monetary system reflects this fact. Furthermore, Lenin's rejection of the idea that there could be 'planned capitalism' under the conditions of a high degree of concentration and centralization of capital also seems to gain in support from recent developments. This is in contrast with the 1950s and early 1960s, when economists, armed with econometric techniques and Keynesian theory, felt that the problem of stabilization was necessarily soluble.
However, there are two fundamental respects where Lenin's theory would require very considerable revision. First, unlike Marx, he attached little or no importance to technical progress under capitalism. This is possibly because he felt that monopoly capitalism would necessarily be 'moribund' or 'parasitic'. This proposition is neither theoretically nor empirically justified. Secondly, the growth of multinational corporations does replace very considerably the theory of 'finance capitalism' developed by Hilferding in his Finance Capital (1910) on the basis of a careful analysis of the nineteenth-century German experience. The mode of functioning of multinationals is not in contradiction with the basic Marxian theory of capital as a 'self-valorizing' process. But it has a different method of functioning based as it is on the reinvestment of internally generated surpluses.12 This point is very important in relation to developing countries. It may be recalled that Lenin attached considerable importance to the 'export of capital' to developing areas as he expected the rate of profit to be higher in the low-wage countries, endowed often with abundant raw materials. For him, it was the essential point behind imperialism, a matter of structural necessity in the face of rising organic composition of capital.
It would appear that the developments in the post-World War II period have been considerably different. While only a few developing countries such as Brazil have received capital from abroad on a significant scale, if 'official loans' are excluded, the great bulk of direct foreign investment has been amongst the highly developed countries themselves. The so-called 'American challenge' was first felt acutely in Europe. That developed countries tend to trade mostly amongst themselves so far as manufactured products are concerned is an important fact requiring substantial revision of theories of international trade as well as of Marxian analysis based on the pre-World War I date.
A partial explanation of the recent developments on the Marxist lines can be based on the growing militarization of the world economy which created demand overspill from the leading capitalist country, the U.S.A., into fast-moving economies such as Japan and West Germany, which permitted the rate of profit to rule fairly high for the first two decades after the Second World War. But it would be factually wrong and theoretically misleading to see the entire explanation as lying within the framework of such a hypothesis. Military expenditure does help in resolving the problem of effective demand if it is financed through budget deficit, which can serve as an effective substitute for the 'external market', narrowly defined. This is a point which Kalecki recognized a long time ago. But it cannot by itself explain the very substantial productivity growth which has characterized the world economy at least for the first two and a half decades. For that to happen, long-range investments which lead to product and process innovation in key areas will need to take place. It is possible to maintain that a part of this investment was induced by increased military expenditure, but it is not possible to deny that for a substantial period, the rules of the capitalist game allowed productivity to go up. This is where I believe the hypothesis of 'long waves' does contribute an additional dimension to our understanding of the current economic situation, even though there are as yet substantial difficulties in finding an appropriate theoretical foundation for them.
To sum up, Lenin was entirely right in rejecting the possibility of a peaceful ultra-imperialism. He was also partially right in asserting that redistributive policies a la Hobson were not consistent with the functioning logic of a mature capitalist economy. But he paid insufficient attention to the technological dynamism that monopoly capitalism could display even though he did not preclude the fact of growth under monopoly capitalism altogether. Schumpeter, who recognized this possibility abundantly, however, went to the opposite extreme of denying the existence of an effective demand problem altogether, even though he emphasized the cyclical vulnerability of capitalism as a mode of economic production. His specific reading of 'imperialism' is, in my opinion, untenable which, however, need not occupy us here.
Concluding observations
Mainstream economic theory is seriously deficient in not attaching sufficient importance to the fact of monopolistic/oligopolistic forms of market organization. This is crucial to understanding the macro-economic functioning of the capitalist system, especially the phenomenon of the co-existence of inflation with unemployment and excess capacity.
While Marxist theory contributes an important insight by emphasizing the crucial role of 'capital' as a self-valorizing process, it has so far paid little attention to the rules that govern the growth of productive forces under monopoly capitalism; nor has it developed any precise analysis of its laws of motion. Monopoly capitalism is not necessarily parasitic capitalism. It certainly produces a lot of waste, but rentiers do not necessarily have the upper hand. Major technological revolutions can take place under monopoly capitalism. But it needs the assistance of the state to do so. A close relationship between state power and corporate power is a particularly marked feature of monopoly capitalism, a point clearly recognized by Lenin.
The present economic conjuncture has a number of highly specific features. But it also has in common with earlier phases of sustained prosperities the fact that major technological innovations did play an important role, which involved 'new resources' such as uranium and its isotopes, changes in the labour process involving automatization, etc. While the economic conjuncture may show an improvement for the better in the near future, it is likely to be short-lived, as forces which can lead to sustained growth on a long-term basis are not yet visible. This has serious implications for the developing countries which are interested in following outward-looking policies based on import liberalization and subsequent expansion of exports.
Finally, economists must always allow for the phenomenon of 'novelty', a factor emphasized by dialectical reasoning. No mechanical extrapolation of a cyclical or a linear sort is permissible. We are dealing with what is in many ways (historically) a unique conjuncture. This always leaves room for the 'unexpected'. It would be foolish to ignore it simply because we cannot theorize about it.
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On the Economic Crisis of World Capitalism
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The manifestions of the protracted crisis into which world capitalism sank in the 1970s are obvious enough, so that only a brief recapitulation of some salient facts should suffice. First of all, there was a sharp drop in the growth-rate of the advanced capitalist countries in the 70s compared to the earlier post-war period (Table 8.1). This drop came about through the greater frequency, intensity and synchronization of cyclical overproduction crises. Three such cyclical crises hit the major capitalist economies during the 70s—in 1969-70, in 1973-75 and 1979-82—from the last of which there was an uneven recovery since 1983. The last synchronized cyclical crisis affecting the capitalist world prior to this was in 1957-58. In the 1960s different countries experienced recessions at different times, the U.S. in 1960-61, France in 1964-65, the F.R.G. in 1966-67, Japan in 1962-63 and 1964-65 (two very mild recessions) and Italy in 1961. All this however changed in the 1970s, when synchronization came to be the rule in such crises. The 1973-75 crisis, moreover, was the most far-reaching and severe one experienced by the capitalist world since the Great Depression of 1929-33. The volume of industrial output declined between the pre-crisis peak and the crisis-trough by 13.1 per cent in the U.S., 20.2 per cent in the F.R.G., 13.5 per cent in Italy and 13.2 per cent in France.1
Secondly, there has been a massive increase in unemployment in the advanced capitalist countries. The seven major OECD countries listed in Table 8.1 had an official unemployment rate of 3.4 per cent in 1973, a peak year of boom. This rate increased to 3.7 per cent in 1974 and 5.5 per cent in 1975; despite the post-1975 recovery the unemployment rate stood at 5.0 per cent in 1979. Since then, the rate has climbed up to 6.5 per cent in 1981 and an estimated 8 per cent in 1982. In absolute numbers, 25.4 million workers were unemployed in OECD as a whole in 1981; the estimate for 1982 was 30 million. Labour displacement has gathered pace in the current recession. This is evident from the fact that while real GDP declined only 0.2 per cent in 1982 compared to the previous year, unemployment increased by as much as 5 million. In 1983, even though real GDP is supposed to have increased by 2 per cent, the number of the unemployed has hardly registered a decline. Thus unemployment on a far larger scale than hitherto is likely to characterize the advanced capitalist countries even if a revival of growth occurs. The incidence of unemployment is particularly acute among the youth. Youth unemployment rate in the seven large countries is estimated at 17.5 per cent in 1982 compared to the overall unemployment rate of 8 per cent.2
Table 8.1
GROWTH RATE OF REAL GDP (PERCENTAGE CHANGE PER YEAR)
[image: ]
* Preliminary
** Refers to 21 countries listed in the source quoted below
Source: The World Bank Annual Report, 1983, Table 1,p. 24.
These are official figures which seriously underestimate actual unemployment. The extent of such underestimation can be gauged from a study by Sweezy and Magdoff for the United States. For April 1975, while the official estimate of unemployment was 8.2 million, or 8.9 per cent of the work-force, a very conservative estimate by them put the figure at 13.0 million, or 13.6 per cent of the work-force.3 The actual unemployment was thus over one and a half times the official figure. Interestingly an earlier study by the same authors using an entirely different method had found that at the end of 1970 the actual unemployment in the U.S. was once again over one and a half times the official figure.4
Thirdly, the 1970s saw a sharp acceleration in the rate of inflation in the advanced capitalist countries (Table 8.2). This inflationary ,upsurge, which began in the late 60s, has far from subsided; there has been only a slight reduction in the rate of inflation on account of the contractionary policies which have pushed unemployment to levels unprecedented since the Great Depression. The expectation held in many quarters that a swelling of the ranks of the reserve army of labour would bring about a rapid subsidence of inflation has not been realized; even with 30 million officially unemployed, amounting to over 8 per cent of the total work-force, the OECD countries together experienced a 7.2 per cent rate of inflation in í 982 which is way above the average experienced during the 60s.
Table 8.2
ANNUAL RATES OF INFLATION (PERCENTAGE CHANGE IN THE GDP DEFLATOR)
[image: ]
* Preliminary
** Refers to 21 countries listed in the source quoted below.
Source: The World Bank Annual Report, 1983, p. 24.
Fourthly, the payments situations of the advanced capitalist countries are now subject to a great deal of uncertainty. Together they totted up a current account deficit of 24.4 billion dollars in 1974 in the wake of the first oil-price rise. While this deficit narrowed subsequently, the second oil-price rise once again widened it to 65.7 billion dollars in 1980. While subsequent falls in commodity prices (including oil) have helped these countries as a group to close the gap, reflation in any single advanced capitalist country runs the risk of widening its current account deficit, increasing speculative pressures against its currency and exacerbating domestic inflation. A concerted recovery in the advanced capitalist countries as a whole runs the risk of putting them back into an overall deficit, and, since the incidence of this deficit would be different across countries, of being sabotaged through disunity. This disunity is already evident in the drive towards protectionism', in the tussle over interest rates and in the acute differences over crucial policy issues like the question of economic relations with the socialist world.
Recession as well as the drive towards protectionism has resulted in a drastic deline in the growth of the volume of world trade. Against an average 7.5 per cent annual growth rate in world trade during the 50s and 60s, the rate-over the period 1970-81 was 4.8 per cent. What is more, the growth of world trade in 1980 was only 1 per cent and in 1981 nil. This stagnation continued into 1982. The decline in petroleum exports alone does not account for this stagnation; even excluding petroleum, the volume of world trade increased only by 2.5 per cent in 1981 and the volume of exports of manufactures only by 3 per cent. The value of world trade declined absolutely by 1 per cent in 1981 owing to a precipitous fall in primary products' prices which continued into 1982 and brought severe payments difficulties for the Third World.5 Indeed if the crisis has brought inflation, massive unemployment, stagnation and a spate of bankruptcies in the advanced capitalist countries, for the Third World it has meant, apart from acute inflation, huge current account deficits, mounting debt and an increasing subjection to IMF imposed 'stabilization' policies! The crisis in the Third World economies however will be discussed in a later section.
The most significant feature of the crisis in the advanced capitalist countries lies not so much in the facts of inflation, stagnation and unemployment themselves, but in that they do not represent any temporary, episodic phenomena whose end or even amelioration can be confidently predicted for the foreseeable future. It is the absence of any clear way out of this impasse, any better prospects on the economic horizon, that constitutes the essence of the crisis. Even the slight decline in the rate of inflation in recent months has been achieved through a drastic decline in primary product prices as well as a relative curtailment of money wage rates, both resulting from the recession and the high level of unemployment. Clearly under these circumstances, domestic consumer and investment demand is likely to remain subdued and would not stimulate any significant recovery on its own. Likewise, the Third World's demand for advanced capitalist countries' exports which has been sustained until recently through a massive growth of indebtedness is likely to dwindle as the Third World's ability and willingness to expand its debt get restricted. Thus, unless there is a deliberate shift to expansionary policy by the governments in the advanced capitalist countries, the recession would not only persist but even get aggravated for a variety of reasons.
Expansion on the other hand would almost certainly increase the rate of inflation beyond its current none-too-low level. An expansion of activity would lead to a recovery in primary product prices and speculation would feed this process. As Kaldor remarked some years ago: 'The absence of any stable medium which would serve as a hedge against inflation may well come to mean that any revival of demand will lead to spectacular increases in commodity prices, fed by speculation.'6 An accentuation of inflation would also stimulate increased money-wage claims, especially because workers have faced real-wage declines or stagnation in recent months, and this in turn would further exacerbate inflation.7 Furthermore, the country that takes the lead in reflating will face particularly sharp inflation because the weakening of its current account position owing to reflation would result in the building up of speculative pressure against its currency.8 Thus, in an environment of pervasive speculation, the inflationary consequences of even a moderate expansion are likely to be quite acute for the expanding economy.
Consequently, any recovery from the current recession would not only be delayed, but is likely to be tenuous as well. The apprehension expressed by an American writer thus seems amply justified: 'We are shifting from the recessionary 70s to the depressed 80s.’9
Perspectives on the crisis
The persistence of recession, the refusal by governments to pursue expansionary policies, therefore, has an objective basis; it cannot be attributed simply to the ideological sway of monetarism. To hold the adoption of monetarist policies as the root cause of the current recession is to gloss over the objective contradictions of capitalism. Why has monetarism come to acquire the dominance it enjoys today? Why have capitalist governments who were without exception committed to Keynesian demand management policies suddenly become converted to monetarism? The triumph of monetarism, and, by implication, the persistence of recession, are sometimes explained in terms of the increased importance of 'rentier interests' relative to 'industrial interests', the former being hostile to Keynesianism which is allegedly anti-rentier.10 This, however, is too simpliste a view. For one thing it fails to explain why the very period of Keynesian demand-management witnessed such a dramatic increase in the relative power of rentier interests if Keynesianism was so opposed to these interests; for another, it fails to explain how, notwithstanding all their power, they could impose monetarist policies, if these policies held no appeal for any other classes. A more direct and obvious explanation for the triumph of monetarism lies in the complete failure of Keynesianism to provide any solution to the capitalist crisis. The Keynesian prescription was and continues to be: Maintain a high level of activity but control inflation through an incomes policy. This was tried without success by the capitalist governments; its failure paved the way for monetarist policies. And it has no greater chances of a success today. Even assuming that the capitalist governments succeeded in imposing a national incomes policy, an assumption which itself is far from realistic, this would still not prevent inflationary impulses arising from the international sphere particularly when the level of activity is stepped up. These in turn would sabotage the national incomes policy itself. In other words an 'ordered' capitalism where a high level of activity can be maintained without inflation, by reconciling competing claims over distributive shares, is a chimera. Even if an 'order' can be imposed on the domestic working class, disturbances arising from the international economy cannot be controlled. Thus, both Keynesianism as well as monetarism are singularly inept at dealing with the crisis; this is because the roots of the crisis lie much deeper.
There is a very common tendency to trace the crisis solely to the oil-price hike of 1973.11 This represents a serious misunderstanding, even though obviously the oil-price hike was an important component of the crisis. First of all, such a view fails to take adequate note of the fact that significant inflationary pressures had already emerged in the capitalist world prior to 1973. The inflationary pressures of the Vietnam War were followed by an upsurge of money wage-claims in the late sixties. This in turn was followed by a sharp increase in raw material prices in the boom up to 1973 which culminated in the oil-price hike. Thus strains in the system had already appeared before the 'oil-shock', to which of course the 'oil-shock' greatly contributed. Secondly, even the fact of the OPEC hike cannot be explained other than by locating it in the context of a number of developments, notably the growing inter-imperialist rivalry. And lastly, even as the impact of the second 'oil-shock' has waned and OPEC itself is riven with contradictions, the persistence of the crisis amply bears out the fact that it is of a deep-seated nature.
It is misleading too to look upon the crisis essentially as a Kondratieff downturn. A great deal of controversy surrounds the 'Long Wave' hypothesis itself. Its empirical foundations are open to doubt. Even if one can discern cycles of the duration described by Kondratieff in the historical data, the very fact of their being too few in number raises the question of whether they constitute genuine cyclical movements governed by an inner logic or whether they are simply 'accidental' phenomena associated with the adoption and exhaustion of certain unique and epoch-making innovations, e.g., railroads, automobiles, etc.12 In any case no satisfactory theoretical explanation exists for why regular cycles of this duration should at all occur under capitalism.13 Notwithstanding all this, even if one accepts the long-wave hypothesis, there are further problems in explaining the current crisis in terms of Long Waves. What role do we assign to specific post-war developments, e.g., the widespread adoption of Keynesian demand management, the dissolution of colonial empires, the effects of the war on inter-imperialist relations, the undisputed U.S. hegemony, the Bretton Woods agreement, etc. as explanatory phenomena in the economic movements of post-war capitalism? In other words, surely during the post-war conjuncture, the post-war policies must react upon the underlying Long Wave— assuming such a phenomenon to exist—and modify it in some way as they obviously did modify the shorter cycles. If so, then what in-dependent explanatory power can we give to the Long Wave phenomenon, as such, in an analysis of the current crisis? To put it differently, it is not enough to produce historical evidence in sup-port of Long Waves or even general theoretical explanations for them; a theoretical analysis of how such cycles would behave in the specific context of post-war state-monopoly capitalism has to be made before we can begin to use the theory for explaining the current crisis.
The strongest objection to a Long Cycle explanation of the crisis arises however from the suggestion of determinism that such an explanation necessarily carries. The crisis has implications for class struggle; what direction that struggle will take and what its outcome would be, which would also determine the economic future of capitalism, cannot be predicted as in a deterministic cyclical model. Capitalism came out of the 1930s crisis, not because twenty years of recession were over and a new boom a la Kondratieff had to start. Between the onset of the crisis and the new boom, several momentous developments took place which were themselves related to the crisis and to one another and which profoundly affected the nature as well as the geographical limits of capitalism, before it could experience a new boom.14 Similar momentous developments may be in store for capitalism following from the present crisis and a deterministic prediction of recovery—because Kondratieff cycles allegedly behave in a particular manner—would be methodologically unsound.
The approach of the present paper by contrast is to emphasize that phases of growth under capitalism are based on specific conjunctures. The process of growth itself accentuates the contradictions underlying the specific conjuncture, thereby disturbing its very basis and choking itself off. Until and unless a new favourable conjuncture is recreated capitalism would continue to remain submerged in a crisis; but this recreation can occur, if at all, on the basis of a qualitative restructuring of capitalism, a whole series of qualitative changes. In an anarchic system like capitalism, these changes are not even anticipated, let alone planned for. And in any case a qualitative restructuring can occur only as the outcome of concrete struggles. Hence any secular crisis involving the disruption of a conjuncture favourable for growth throws capitalism into turn-moil and triggers off developments whose outcome is by no means predictable as in a deterministic model. Even if a qualitatively new conjuncture favourable for growth is ultimately attained, the interim developments may also lead, as they did during the war and post-war years, to a shrinking of the dominance of capitalism, to a marked acceleration of its historical decline.
Context of the post-war boom
Let us begin accordingly by looking at the basic context within which post-war growth took place. The inter-war years had been characterized by acute industrial and agrarian crises, intense inter-imperialist rivalry and trade wars, instability of exchange rates and a drying up of capital exports which exchange-instability engendered. The disunity among the imperialist powers was certainly air important contributing factor behind the prolonged crisis. Since there is no single world capitalist state to back a single world currency, discipline in international finance can only be enforced from time to time when there is a clear leader among the capitalist countries. The stability of the pre-war gold standard was clearly linked to the pre-eminent position of London as the financial centre of the capitalist world. The decline of Britain from its leading position and the violent eruption of inter-imperialist rivalry left the capitalist world of the inter-war period in a position where there was no single centre of financial power capable of enforcing any discipline upon the international financial system.15 The Second World War, while it left the capitalist world badly damaged and enormously weakened, resulted, nevertheless, in the clear emergence of the U.S. as the undisputed leader of the capitalist world. One outcome of this was the Bretton Woods system, imposed by the U.S., with British support, upon the capitalist world, which put an end to the pre-war financial chaos. A regime of fixed exchange rates and of the dollar as the reserve currency with a fixed price in terms of gold (35 dollars = 1 oz. of gold) was ushered in. While the system conferred, as we shall see, enormous advantages upon the U.S., it also permitted a resumption of large-scale capital exports, and, of course, a substantial expansion of international trade under conditions of exchange stability.
Post-war capitalism also saw active state intervention in 'demand management'. This transition to active state intervention in 'demand management', which involved large-scale expenditure, was by no means an easy one. Despite the close links between monopoly capital and the state, such an escalation in the role of the state, even in the interests of monopoly capitalism itself, was looked upon with disquiet by certain sections of monopoly capital. For the capitalist countries of the West, the example of Nazi Germany was a pioneering one in this respect.16 While the Nazi regime brutally attacked the working class and kept down real wages drastically, it undertook enormous expenditure on war preparations which boosted the level of effective demand and brought about a recovery of output from its depressed level.17 In the rest of the advanced capitalist world, by contrast, there was a prolonged depression throughout the 1930s. The mild revival after 1933 was followed by another crisis in 1937. Capital goods industries in particular remained depressed throughout the 1930s. It was only when war expenditure increased under the Nazi threat after 1938 that the capitalist economies decisively came out of the slump.18 The index of industrial output of the capitalist powers in the inter-war years moved as follows (1901 to 1913 = 100) : 1913—121; 1921 — 116; 1929—176; 1932—114; 1938—181.19
The experience of the pre-war and war years helped allay the fears of sections of big business, and the post-war years witnessed a continuation of large state expenditures. Opposition to such expenditures also declined when it became clear that, apart from the so-called 'welfare expenditure', of which more later, the spheres of state activity were confined, by and large, to overheads, energy, and, most important of all, military expenditure, besides the rehabilitation of sick and declining sectors. All these were sectors which, on the whole, did not encroach on the spheres considered lucrative and attractive by monopoly capital. A part of the growing state expenditure, moreover, was financed by an enlargement of the national debt which was analogous to an export of capital from the monopolists to the state.20 So the state concentrated on areas which were complementary to, rather than competitive with, the areas that monopoly capital wanted as its exclusive preserve, it helped maintain the level of effective demand for monopoly capital, so that capacity utilization and profits were kept up; at the same time its expenditure was financed, in part at least, by borrowing, which meant an easy and manipulable outlet for capital exports by the monopolists.
The role of militarism in sustaining the post-war boom cannot be overemphasized. Varga estimated for the early sixties that about 20 per cent of the labour force in the advanced capitalist countries was engaged directly or indirectly in war production.21 An estimate for the U.S. by Sweezy and Magdoff, which deliberately kept very much on the conservative side, showed that the total number engaged directly or-indirectly in such production, together with the total number of unemployed at end-1970, constituted 25.6 per cent of the labour-force which exceeds the highest unemployment rate recorded during the Great Depression in 1933, 24.9 per cent.22 No doubt, the importance of militarism differed across the countries, a fact whose implications will be explored later; but clearly militarism in the leading imperialist power, the U.S., boosted the level of activity not only in the U.S. but in the entire capitalist world.
While a degree of 'order' in the international economy, thanks to the pre-eminent position of the U.S. in the imperialist world, together with state intervention in 'demand management' provided the basic context of the post-war boom, several specific 'buoyancy factors' went into its making. First, the economies of Europe as well as of Japan had been shattered by the war, and post-war reconstruction of fixed capital and durable consumer goods, such as housing, kept up the level of demand for a long time. During the war, shortages, price-control and rationing had also meant an accretion of unspent purchasing power, so that capitalist economies, and the U.S. in particular, emerged from the war with substantial liquid resources in the hands of the consumers as well as of the corporations and a great deal of pent-up demand, both of which went in to sustain boom conditions. Secondly, the great wave of automobilization, delayed in the rest of the capitalist world and resumed in the U.S. from where it had ended in the pre-war years, had an impact similar to that of the introduction of railways in the nineteenth century. It not only contributed to the high growth directly, but also brought about changes in life-styles and in the configuration of urban existence, which also helped maintain high demand and growth.23 Thirdly, the scientific and technological revolution which had its origin in the Second World War itself gave rise to a tempo of innovations, of new processes and products, that was almost unparalleled in the history of capitalism, and this of course was a major constituent of the boom.
While the role of these specific 'buoyancy factors' is obvious and well known, what is less often recognized is that they owed much of this role to the basic context of the boom itself. Under monopoly capitalism, in particular, the introduction and diffusion of innovations is as much a cause of the boom as a result of it. A continued belief in prosperity stimulates a more energetic adoption of innovations, just as a collapse of prosperity tends to retard the adoption of innovations. To put it differently, the pace of innovations is at best only quasi-exogenous.24 Hence, in the absence of 'demand management' policies, the tempo of innovations and of automobilization would have been much slower than it actually was; the secular boom, even had there been one, would have been much less pronounced than it actually was. Hence the argument against Marxist writers that they overemphasize state intervention, particularly through military expenditure, and ignore the role of innovations in sustaining the post-war boom is a misplaced one. The Marxist argument really belongs to a different level from the one at which it is usually attacked.
Contradictions of the post-war boom
In the course of the boom however, a number of contradictions got accentuated which ultimately pushed the capitalist world into its current protracted crisis. For one thing, the prolonged boom had the effect of widening profit-margins per unit of output through monopoly pricing. Prices in the monopolized sectors are known to fluctuate less than prices in the non-monopolized or less monopolized sectors including primary production. Moreover, the existence of overheads implies that profits per unit of output vary considerably over the cycle depending upon the degree of capacity utilization. For both these reasons, which act of course in opposite directions, the profit-margin net of overheads per unit value of output tends to fluctuate over a cycle. But the point being made here is a different one namely that the sustenance of boom conditions in a secular sense led to an increase in profit-margins in a secular sense as well, i.e. across cycles. To put it differently, the maintenance on average of a high degree of utilization tended to raise profit-margins over time for any given level of utilization; and this followed from the very nature of oligopoly pricing.25
The sustenance of boom conditions implies that in any particular sector, the level of unutilized capacity with any one of the oligopoly producers is relatively small; hence the inclination on the part of any producer to collude in a price-hike, not to break ranks when a price-leader has given the signal for a hike, is all the stronger. At the same time, the very sustenance of boom conditions induces a perception of limited demand responsiveness to a price-hike. The high level of demand experienced over a prolonged period of time strengthens the belief that a price-hike would not affect demand significantly. Thus the two conditions required to induce a collusive price-hike are both strengthened by the persistence of a boom; there is both greater incentive to act in concert to raise prices, as well as a stronger belief that this would be profitable.
But it is not a matter of perceptions alone. A prolonged boom does actually tend to reduce the responsiveness of demand to a price-hike in any particular sector. Even assuming that the working-class buyers of the product in question cannot maintain their real purchases in the face of a price-hike and that they can at the most maintain their total money expenditure on it unchanged (since money-wages are not immediately adjusted for a price-hike involving a pro-duct purchased by the workers), surely the capitalist purchasers can maintain their real purchase, through short-term borrowing it necessary, and do so when they are convinced that prosperity is going to last. This conviction makes them believe that loans can be repaid, that they in turn can also go in for a price-hike without much damaging their demand prospects. The state, where it also constitutes a buyer of the product, can of course maintain its real purchase in the face of a price-hike through borrowing, even from the Central Bank if necessary, and does maintain it to the extent that it wishes to avoid a recession in the sector.
Thus not only does the sustenance of a boom induce the oligopolists in any sector to perceive demand as being relatively unresponsive to price-hikes and therefore to profit-margin hikes, but this perception, backed by similar optimism on the part of the other oligopolists and the reluctance of the state to curtail the boom, turns out to be justified. An additional factor also enters. It was argued above that the sustenance of a boom, by making capitalists optimistic regarding its perpetuation, induces a greater willingness to adopt innovations and undertake investment. To finance this growing investment a need is felt for generating more internal resources and this too contributes to a concerted increase in profit-margins. Thus, the same optimism, which stimulates greater investment effort as the boom lasts, also stimulates an increase in profit-margins. Growing investment in turn makes the increased profit-margin sustainable and hence justifies the perception that induced the profit-margin hike. The two, therefore, supplement one another and sustain the growing optimism.
While the link between higher investment and higher profit-margins is recognized widely in economic theory, the presumption is that the former gives rise to the latter via excess demand at full or near full capacity.26 Indeed one explanation of the current crisis advanced by many European economists is that excess capital accumulation in the late 60s and the early 70s led to higher profit-margins and precipitated the current inflation.27 Our argument, though akin to this, differs in three respects: both higher profit-margins and higher investment follow from the very sustenance of the boom instead of the latter unilaterally causing the former; full or near-full capacity utilization is therefore not a necessary condition for higher profit-margins which may be enforced even when capacity utilization, though less than full, is sustained on average at a certain high level; the cause for the current inflation, on the basis of this line of reasoning, is endogenous to the boom rather than being related to any exogenous or chance factors that may have given rise to 'excessive capital accumulation'.
The rise in profit-margins meant relative losses for both primary producers as well as workers. Table 8.3 gives one set of estimates, arrived at on the basis of World Bank data, of movements in the net barter terms of trade between primary products and manufactures over the period 1950 to 1974. Objections may of course be raised to these particular estimates, but what they show is striking enough to survive modifications in the estimation procedure.
Between 1952 and 1971 there was a 23 per cent decline in the prices of all primary products relative to those of manufactures. The period 1968 to 1971 was a period of sharp inflation in the advanced capitalist countries; what is remarkable however is that this entire deterioration occurred prior to this inflation, i.e. between 1952 and 1967. Even if we exclude petroleum, the deterioration in terms of trade works out to 23 per cent between 1953 and 1971, and as much as 16 per cent between 1953 and 1967, i.e. prior to the outbreak of sharp inflation. Thus even before the outbreak of the inflationary crisis, even when the boom appeared relatively crisis-free, it was based upon a situation where the terms of trade were deteriorating markedly against the primary producers, and this notwithstanding the fact that the manufacturing sector in the advanced capitalist countries witnessed rapid increases in productivity growth over this period, far more rapid than primary production did.
A decline in the terms of trade for primary producers implies, ceteris paribus, a reduction in raw material costs per unit value manufacturing output. Evidence for the United States clearly shows such a reduction in the share of raw material costs in the value of output of the manufacturing sector.28 Of course, any observed reduction of this kind may be caused by a number of additional factors as well, e.g. changing composition of manufacturing, introduction of new processes that economize on raw materials, etc. But an increase in profit-margins over time owing to oligopoly pricing, to the extent that it is not completely at the expense of the workers, i.e. to the extent that it is not completely achieved by a reduction in the share of wages in value added, would necessarily mean a reduction in the share of raw material costs in the value of output. Thus the deterioration in the terms of trade went into the sustenance of rising profit-margins in the manufacturing sector.
Table 8.3
NET BARTER TERMS OF TRADE BETWEEN PRIMARY PRODUCTS AND MANUFACTURES 1950-1974
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Note: Indices of market quoted prices of specific grades of 35 primary commodities (or 34 excluding petroleum), weighted by their shares in the exports of developing countries in the years 1967-69, are divided by a unit value index of the total manufactured exports from the developed market economies.
Source: John Spraos, 'The statistical debate on the net barter terms of trade between primary commodities and manufactures', Economic Journal (March 1980).
There was also a decline in the share of wages in value added in a number of capitalist countries. That this was so with regard to the gross value added in the manufacturing sector is obvious for example from the U.S. data. But with regard to the net value added, there is a statistical problem concerning the correct estimate of depreciation. It is well known that the depreciation provisions by corporations are far in excess of the actual depreciation, notwithstanding the rise in the prices of capital goods, owing to a number of reasons including, in particular, the tax-avoidance thereby achieved. There is also a second problem in estimating the share of wages, namely that the compensation of corporate officers, which is included entirely in salaries, constitutes in part at least what should appropriately be called profits.29 A number of estimates of the ratio of profits to wages in U.S. manufacturing are presented in Table 8.4:
Table 8.4
RATIO OF PROFITS TO WAGES IN U.S. MANUFACTURING (%)
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Note: Depreciation allowances have been estimated by the method used by Joseph Gillman, The Falling Rate of Profit, London, 1967, pp 46-47 and 60-61.
Source: For the first two columns, Victor Perlo, The Unstable Economy (New York, 1973), p. 27; for the last column, E. Mandel, Late Capitalism (London, 1975), p. 175.
The three series based on the U.S. Census of Manufactures data, while they differ in absolute figures, reveal the same trend, namely a reduction in the share of the workers in value added or in other words, a rise in the ratio of profits to wages. Similar conclusions hold for a number of advanced capitalist countries.30 The tendency towards rising profit-margins owing to oligopoly pricing in other words was associated, on the one hand, with a decline in the terms of trade for the primary producers, and on the other hand with a decline in workers' share in value added. Both primary producers as well as workers in the manufacturing sector were absolute or relative losers, though the gains on acount of rising profit-margins of the oligopolists remain partly concealed under excessive depreciation provisions, enormous salaries for corporate executives and the like.
But the losses of the working class were far larger than what is indicated by the share of wages in value added in manufacturing for at least three other important reasons. One has to do with the role of state taxation. Apart from its demand management role, the state assumed a number of other functions in post-war monopoly capitalism.31 The requirements of post-war monopoly capitalism included substantial expenditure on research and development as well as on the training of skilled man-power. Both these tasks monopoly capital was unwilling to perform to the required extent. No business enterprise would be prepared to undertake the costs of training skilled man-power when mobility on the labour-market does not assure it of the continued service of the trainees. Thus the requirements of the new technology were reconciled with the interests of monopoly capital by transferring a large part of the costs of training as well as of research and development onto the state exchequer. The state in other words was expected to spend an increasing amount on education and scientific research in the interests of monopoly capital. Together with this there was also the need for growing expenditure by the state in the form of investments in infrastructure of various kinds or 'social capital'.
Similarly in the post-war milieu, the role of the state in providing relief to the poor and unemployed had to increase quite substantially in keeping with its function of legitimizing capitalism. Relief expenditure as such does not serve directly the economic interests of monopoly capital; whatever buoyancy it gives to the domestic market could as well be achieved through other types of expenditure. But politically monopoly capital had to accept this to ward off the socialist challenge. Indeed, apart from legitimizing monopoly capitalism, relief expenditure paid other ideological dividends as well; the post-war 'welfarist' ideology served to obscure the role and significance of class struggle. The 'poor' were invoked as a counterweight to the 'proletariat'. All this called for a substantial increase in transfer payments of various kinds: unemployment benefits, old-age pensions, sickness benefits, etc.
The net result of these factors was a substantial and steady increase in state expenditure as a proportion of GDP in the advanced capitalist countries. State expenditure thus was not just a tap to be turned on and off to maintain a high level of utilization and employment. While the budget was of course utilized for this purpose, it also became an arena for the interplay of autonomous forces which tended to keep inflating its size (Table 8.5).
Table 8.5
GOVERNMENT TAX REVENUE AND EXPENDITURE FOR OECD AS A WHOLE 1955-1969
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Note: OECD expenditure figures exclude Greece, Ireland, New Zealand, Spain and Switzerland and tax revenue figures exclude Turkey; details do not add up to total because of rounding off and the inclusion in total of sundry other small items.
Source: OECD, 'Studies in Resource Allocation', No. 5, Public Expenditure Trends (June 1978), pp. 14-15, 42.
Between 1955-57 and 1967-69, total public expenditure as a proportion of GDP increased by as much as 6 points, of which the increase in transfers and subsidies to households accounted for as much as 3 points. Over the same period however the increase in tax-revenue as a proportion of GDP was 5•5 points, and the increase in social security taxes was as much as 27 points. In other words, tax-revenue increased almost pari passu with public expenditure, and social security taxed increased almost pari passu with transfers and subsidies to households. Moreover the revenue from direct taxes on corporations, according to the same OECD study, declined steadily over the period as a percentage both of GDP as well as of total direct tax revenue; there was even a slight decline in the ratio of corporate tax revenue to corporate profits. Thus on the one hand there was a considerable increase in public expanditure which entailed a considerable increase in taxation; and this in turn fell increasingly on households, in particular on working-class households. Growing public expenditure in other words meant a growing squeeze on workers.32
The increase in transfers and subsidies did not compensate for this, because as the OECD study states: '... with the exception of children's allowances and health refunds, these (i.e. government transfers) tend not to flow to the households of employed persons.'33 The so-called welfare state was achieved largely at the expense of the workers. Post-war capitalism which embarked on 'welfare expenditure' not only used it to legitimize itself, not only got ideological mileage out of it by harping on the theme of 'the rich' (including the proletariat of course) versus 'the poor' and thereby blurring class contradictions, but even managed to finance it largely at the expense of the workers. It managed to redistribute incomes from the employed to the unemployed, but claimed it as a virtue of capitalism, as if the capitalists had undertaken great sacrifices.
The second reason why the losses of the workers were larger than indicated by Table 8.4, or by similar calculations of the share of wages in value added in other countries, is linked to the size as well as the growth over time of distributive margins. The value-added figures in the U.S. Census of Manufactures for example are calculated only at ex-factory prices and do not take into account the distributive margins. That the latter are a very significant component of the price ultimately charged to the consumers is borne out by the fact, for example, that in the U.S. automobile industry the distributive mark-up per car produced is larger than the wages paid at the factory. There is evidence moreover of a widening of the difference between ex-factory and retail prices of manufactured goods in the United States over these years, owing partly to increasing monopoly control over retail trade.34 Similar monopolization of retail trade has occurred in other capitalist countries as well, so that the distributive mark-up over ex-factory prices is likely to have widened over time as a general phenomenon.
Even if real wages rise at the same rate as labour productivity, the relative decline in primary commodity prices would entail a rise in the share of profits in value added, and of course an even sharper rise in the share of profits in the value of output, i.e., in the profit-margin; it would in other words still mean a relative loss for workers. But the combined effect of increasing profit-margin through monopoly pricing, increasing distributive mark-up and state taxation was to ensure that the rate of increase in after-tax wages per capita over 1960-69, according to the OECD study, was as follows for the five major capitalist countries: U.S.A. 1.5, U.K. 0.8, France 3.8, F.R.G. 4.2 and Japan (from 1963) 6.3.35 In each case the figure was lower than the rate of productivity increase per employed worker. These figures moreover refer to workers in all sectors. Perlo has used Business Statistics data together with Labour Department data to construct and compare two indices for the United States: an index of physical productivity per man-hour and an index of real take-home pay per man-hour. Between 1946 and 1969, while productivity increased by 139 per cent, real take-home pay increased by 40.6 per cent. The index of real take-home pay per unit of production, obtained by dividing one of the above indices by the other, decreased by as much as 41 per cent.36
But the relative losses of workers were even larger than is indicated by these figures for yet another reason. This is the third reason, apart from taxes and distributive margin, why the share of wages in value added is inadequate for capturing the relative losses of workers. There was an enormous expansion in the 'costs of circulation', of which the increase in distributive mark-up represents only one component. The army of unproductive workers grew rapidly and not surprisingly, since such growth is endemic to the working of monopoly capitalism. A part of this growth which was on ac-count of the expansion of the activities of the state or which was reflected in the widening distributive margins between ex-factory and retail prices has been captured by the points mentioned earlier; but a part of it occurred inside the manufacturing, or more generally the 'value-producing' sectors themselves or was reflected in their 'costs of production', on account of which the relative losses of productive workers would get further understated.37
Marx had clearly stated: 'The general law is that all expenses of circulation, which arise only from changes of form, do not add any value to the commodity. They are merely expenses required for the realization of value, or for its conversion from one form into another. The capital invested in those expenses (including the labour employed by it) belongs to the dead expenses of capitalist production. They must be made up out of the surplus product and are, from the point of view of the entire capitalist class, a deduction from the surplus value or surplus product.'38 In bourgeois national income statistics, of course, no distinction is drawn between sectors that genuinely add value and those that only transform value from one form to another; all are treated homogeneously as value-adding. Keeping this distinction of Marx in mind, we can sum up the content of the entire discussion above as follows: If we define economic surplus to mean the difference between total net output evaluated at market prices, inclusive of distributive margins and indirect taxes, and the post-tax wages of genuinely value-adding labour, then the share of economic surplus in output increased substantially during the boom in the advanced capitalist countries. Or to put it differently, the surplus margin, i.e. surplus divided by post-tax wages, increased per unit of value adding labour, owing to higher profit-margins, higher taxes, higher distributive mark-ups and the proportionately growing army of non-value-adding labour. This growing surplus margin would of course enter the perception of the working class, inter alia, through the growing gap between productivity increases and post-tax real wage increases. As long as the working class put up with this growing surplus margin, monopoly capitalism could maintain reasonable price-stability; the resistance by the working class precipitated the inflationary crisis.
Thus the boom entailed losses for primary producers as well as workers in the advanced capitalist countries. As long as both groups were prepared to acquiesce in their losses, the boom could continue, apparently crisis-free. Their acquiescence, however, could not continue indefinitely; when the workers and the primary producers attempted to recover lost ground, the very fact of this prolonged loss precipitated an exceedingly sharp inflationary crisis. The seeds of the inflationary crisis in other words were maturing within the boom itself.39
There is a second way in which contradictions got accentuated during the boom. The Bretton Woods system, while it stabilized the capitalist financial world, was immensely beneficial to the United States. With the dollar declared to be 'as good as gold', and other capitalist countries obliged to hold dollars, the U.S. was in effect provided with a 'free goldmine'.40 It merely printed dollars to meet its balance of payments deficits. Right up to 1971, the U.S. had a trade surplus but a balance of payments deficit. The reason why a trade surplus coexisted with a balance of payments deficit is not far to seek. The U.S. government spent massive sums of money abroad on building military bases, on providing so-called 'aid', both economic and military, to a host of governments, on maintaining puppet regimes in underdeveloped countries, on financing 'counter-insurgency', as well as for making capital exports not only to Latin American and other underdeveloped countries, but also to Europe, where American monopolists bought up large chunks of European capital with the help of dollars printed back home and sanctified as being 'as good as gold'. The irony of the situation was the following: Other capitalist countries were prepared to accept the supremacy of the dollar because the U.S. alone could act as the gendarme of counter-revolution, on behalf of all of them, but they watched with dismay as the gendarme also made inroads into their own houses and bought up their own capital. Inter-imperialist contradictions accentuated as a result, with de Gaulle taking the lead-in the fight against the U.S. But, for some time, other imperialist countries continued merely to maintain a sullen silence and held on to the dollars pouring out of the U.S., while encouraging quite deliberately a centralization of capital in their domestic economies through take-overs and mergers in a bid to thwart the inroads being made by American capital.41
On the trade front itself the U.S. position had been weakening over time. Being the leader of the capitalist world demanded a price. Large-scale military expenditure by the U.S. was necessary for the political security of international capitalism, for rolling back the advance of the revolutionary movement. It was also necessary in the more narrowly economic sense for maintaing a high level of activity in the U.S., and, by implication, in the rest of the advanced capitalist world. But heavy military expenditure also meant the commitment of a large part of technical personnel and resources for armaments production, and a corresponding slowing down of technical progress in a number of other sectors of the economy. Countries like Japan and the F.R.G., while benefiting from the effects of U.S. military expenditure both politically and economically, could manage to maintain higher investment rates and more rapid rates of growth of labour productivity.42 Table 8.6 brings out some of the trends clearly.
Table 8.6
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Source: J. Kuczynski, The World Economic Crisis of Capitalism (New Delhi, 1977), p. 11.
All this should not be taken to mean that the overall technological lead of the United States over the rest of the capitalist world disappeared. What did happen was that in several areas the U.S. faced stiff competition on the export markets from Japan and the F.R.G., in particular the former. Japan, with her high rates of productivity growth, posed a serious threat to the U.S. trade surplus. Here was a classic case of uneven development as Lenin had emphasized. The very country whose economy had been revived with American capital imports had now grown powerful enough to challenge the U.S. on the international market. Uneven development thus meant that in the course of the post-war boom itself, the preeminent position of the U.S., which was an important condition for the stability of the capitalist world finance and for the sustenance of the boom situation, got progressively undermined.
The eruption of the crisis
The boom thus accentuated contradictions which threatened its own sustenance. These contradictions reached a critical state with the Vietnam War. As the Vietnam War escalated to become the longest war in American history, the U.S. balance of payments deficit widened enormously. What is more, there was a sharp increase in the rate of inflation in the U.S. economy under the pressure of war demand, which led to a rapid dwindling of the U.S. trade surpluses and their conversion into an actual deficit in 1971. The counterpart of growing U.S. payments deficit was the growth perforce of balance of payments surpluses in other capitalist countries, which were simply obliged to hold on to the massive outflow of dollars from the United States. These surpluses in turn transmitted demand pressure from the U.S. to the other capitalist economies.43 The escalation of the rate of inflation owing to the excess demand pressures of the Vietnam War, an escalation felt all over the capitalist world, brought forth in turn large wage-claims, which under monopoly-capitalist conditions were transmitted to further price increases. When the rate of price increase reaches a certain threshold, as Rowthorn has argued, inflation is anticipated and incorporated into wage-claims;44 from then on, therefore, an inflationary wage-price spiral begins. The Vietnam War was instrumental in pushing the capitalist economies from the creeping inflation of the earlier years to the rapid inflation of wages and prices starting around 1968.
But, while one must not underestimate the impact of the Vietnam War, one should not overestimate it either. For a long period prior to the Vietnam War, the growth of post-tax real wages had lagged considerably behind the growth of productivity. Productivity growth being undoubtedly an important factor affecting wage-claims, however much one may debate the precise nature of its effect, if post-tax real wage increases do lag behind productivity increases for some time, then one would expect growing wage claims over time anyway; this growth would be accelerated when an inflationary pressure emerges from an independent source. The Vietnam War inflation,, in other words, provided the spark which ignited the inflationary conflagration, the basis for which was already prepared during the preceding boom years.
The excessive outflow of dollars which occurred especially during the Vietnam War also resulted in the end of the Bretton Woods system. The convertibility of the dollar into gold" was abandoned de facto in March 1968 and de jure in August 1971. But speculation against the dollar increased until, finally in 1973, the dollar was devalued; soon the capitalist world moved to a system of floating exchange rates. The currency upheavals following the formal suspension of the dollars' convertibility into gold were responsible partly for the real explosion of commodity prices which began in 1972. Of course, the strength of the boom following the 1969-70 recession, which was associated in turn with the collapse of the Vietnam War boom, led to an anticipation of commodity shortages and to inflationary expectations. But the currency instability induced commodity buying as a hedge against inflation.45 If the inflationary upsurge after 1968 was accompanied by mounting wage-claims, the upsurge was carried further by mounting commodity prices after 1972. Thus, long before OPEC raised the price of oil, the capitalist world was in the grip of inflation; the OPEC action only accentuated the crisis.
While the oil-price hike exacerbated the struggle between the workers and the capitalists over wage demands in the advanced capitalist countries, it also accentuated inter-imperialist rivalry by generalizing balance of payments difficulties for the advanced capitalist world as a whole. The OPEC price-hike itself of course could not have occurred if inter-imperialist rivalry had not already existed, and, much more important, the socialist world had not existed, to act as a check upon imperialist aggrandizement, as a constraint upon any direct intervention to bring OPEC to its knees. But the price-hike in turn, by generalizing payments difficulties, intensified trade and interest rate struggles among the imperialist countries. These are still continuing, notwithstanding the recent improvement in the payments position of these countries taken as a whole.
Thus, ultimately the crisis reflects a sharpening of the major contradictions of our epoch: increased insubordination of the working class in the advanced capitalist countries, increased insubordination of at least one group of raw-material producing Third World countries, increased inter-imperialist rivalry, and the advance of socialism on a world scale exemplified by the struggle of the Vietnamese people. The economic stability of capitalism requires the imposition of a 'discipline' upon domestic workers, upon Third World countries and within the imperialist camp. It was the temporary achievement of 'discipline' of a kind that underlay the post-war boom. But the boom itself created conditions for the disruption of that discipline; the struggle of the Vietnamese people sparked off the crisis, and the reimposition of 'discipline' for a new boom seems a tall order today.
Enlarging the reserve army
Capitalism is attempting in various ways to reimpose 'discipline'. The deliberate creation of unemployment on a scale reminiscent of the 1930s is one such attempt to 'discipline' the working class. The mass unemployment associated with recession is not seen only as a temporary measure to bring down the recent inflationary spurt. Monetarism, the officially-accepted doctrine in the U.S. and the U.K. prescribes a permanently enlarged reserve army of labour to be deliberately maintained even during a recovery, when it comes. The monetarist jargon calls this enlarged reserve army 'the natural rate of unemployment'; it traces the crisis to the fact that post-war capitalism sought to maintain a rate of unemployment below this 'natural rate'.46 Clearly, the capitalist strategy, favoured especially by Reagan and Thatcher, is to use a much enlarged reserve army to weaken the .bargaining strength of trade unions, make them more amenable to 'discipline', and thereby create conditions for growth without serious inflation. The assumption is that once the current inflation is controlled, there can be a recovery, which, as long as it does not reduce unemployment too much, would be relatively inflation free. We argued earlier that a recovery in the present context would accelerate inflation; here we shall go a little further, into the prospects of this strategy as a whole.
The problem with this strategy is that recession not only increases unemployment, but also expands unutilized capacity. The rate of profit on existing capital stock goes down for this reason, as well as, additionally, because of the existence of overheads. This process of controlling inflation therefore is simultaneously a process of restricting the capitalists' inducement to invest.47By the time inflation is 'controlled', a situation may well have been reached where the economy, instead of reviving or getting stabilized, would go further downhill turning the recession into a severe slump. In fact there are already signs that even at present, when inflation is far from 'controlled', investment intentions of the capitalists are dwindling rapidly.48
Capitalist governments wishing to initiate a recovery at that stage would do either, or a combination, of two things: Revive private investment by reducing interest rates or taxes on profits (or increasing investment subsidies), or appropriately step up public spending. Either of these options to be genuinely reflationary requires financing through a budget deficit and an expansion of money supply. But the problem with the first option is that it is unlikely to work in a serious recession, unless it happens to coincide with a sudden brightening of the prospects of investment in innovations, which can happen at the right time and to the desired extent only by chance. As Kalecki put it: 'If the downswing is sharp; they (the capitalists) may take a pessimistic view of the future, and the reduction of the rate of interest or income tax may then for a long time have little or no effect upon investment....'49
The problem with the second option is two-fold. First, an expansion of public spending, while it reduces unutilized capacity, also reduces unemployment. Indeed a public spending-led boom would reduce unemployment faster than a private investment-led boom since higher investments are associated with a faster growth of labour productivity. Hence an expansion of public spending would lead to a more rapid onset of inflation and also therefore a more rapid truncation of the boom to avoid serious inflation. The pursuit of this strategy may thus trap capitalists into a more or less prolonged situation of low levels of utilization, low investment, low rates of productivity growth along with high levels of unemployment. Secondly, this conclusion would be strengthened when we look at the possible avenues for the expansion of public spending. In the United States at least, upon whose recovery the rest of the capitalist world is so crucially dependent,50 public spending can expand most easily without treading on any capitalist toes precisely in the sphere where it has been the least cut anyway, namely military expenditure; and Reagan's policies strongly underline this possibility. Apart from the dangerous implications of such expansion, there is the additional fact that this and the related spheres are precisely the ones which would be having the least slack, by virtue of their having experienced the least cuts. Hence reflating the economy through further militarism would fairly soon precipitate sectoral inflation which may spread elsewhere in the economy even when the rest of the economy is sliding into a slump.51
Hence the dialectics of the capital-labour relationship is such that an attack on workers in the form of larger unemployment simultaneously hits capital as well. No doubt, in the abstract one can visualize a boom coexisting with a vastly enlarged reserve army of labour. But the concrete process of initiating such a boom poses a serious problem. Monetarist theorizing does not envisage this, but instead makes the bland assertion that at the 'natural rate of unemployment', the economy can achieve its 'natural rate of growth', which in principle can be inflation-free, because it completely disregards the question of the inducement to invest.52 Once we consider this factor, it seems likely that the strategy of 'disciplining' workers by expanding the reserve army may well boomerang on the capitalists, as they would learn to their cost.
The problem discussed above would be greatly compounded once we bring in the effects of a recovery upon raw-material prices. The upshot of this discussion therefore is two-fold: first, the end of inflation, if it comes about, does not mean the end ot crisis; and secondly, 'disciplining' workers through recession and unemployment, though popular with the leading capitalist echelons today, may soon lose favour with them. They may then feel tempted to embark upon more direct and politically coercive methods of 'disciplining' the working class, but that would only accentuate class struggle in the advanced capitalist countries.
Capitalist crisis and the Third World
Let us now turn to the manoeuvres of imperialism vis a vis the Third World economies. While the oil producers reversed the decline in their terms of trade through the OPEC price-hike, the response of imperialism was such as to make up partly for this reversal through a further worsening of the terms of trade of the non-oil producers. Thus, the non-oil producing Third World witnessed a decline in its terms of trade not only on account o> the oil-price hike, but also on account of the advanced capitalist countries' response to it; this moreover came on top of the secular post-war decline. The 'non-oil developing countries' as defined by the IMF, which constitute a very heterogeneous category including many 'net oil exporters' and 'major exporters of manufactures', experienced an average annual decline of 0.5 per cent in their terms of trade between 1962 and 1972; in 1981 moreover their terms of trade were 12 to 13 per cent lower than in 1972.53 The virtual collapse of primary product prices, by 14.5 per cent (excluding oil) in 1981 and by a further 8 per cent in the first six months of 1982, implies that the sharp deterioration in these countries' terms of trade continues.54 It we exclude the 'net oil exporters' as well as the 'major exporters of manufactures' from this category, confining attention to low income countries and middle-income primary producers, we find a much sharper deterioration in the terms of trade.
Recession and protectionism in the West have also lowered the growth of export volume from the 'non-oil developing countries', while the growth of import volume has continued to remain high, partly at least on account of the import liberalization measures forced upon-many of them by the IMF and the World Bank. Simultaneously, the high interest rates associated with the recession have increased their debt service burden. Thus the overall impact of the crisis on these countries has been a severe worsening of their current account deficits (Table 8.7).
Table 8.7
CURRENT ACCOUNT DEFICITS OF 'NON-OIL DEVELOPING COUNTRIES' 
($ billion)
[image: ]
Source: IMF, World Economic Outlook (1982).
The role of the oil price-hike in widening the current account deficits of the non-oil Third World should not be overstressed, as the World Bank and the IMF are in the habit of doing. The 'non-oil developing countries' are a heterogeneous group, and the impact of the oil price-hikes is extremely uneven across countries. The bulk of low-income countries as well as middle-income primary producers consume very little oil, so the impact of the oil price-hikes on their payments was limited. Moreover, several countries, and even relatively heavy oil consumers like India, have gained in terms of exports and invisible earnings owing to the shift in the world distribution of income from the advanced capitalist countries to the OPEC. So the net impact of the oil price-hike on their payments is considerably less adverse than appears at first sight from the inflated oil-bills alone. In any case the widening of the deficit which has occurred in 1981 and thereafter cannot be attributed to any OPEC action, since oil prices declined in absolute terms in 1981. For most ol the Third World countries, therefore, it is not so much the direct impact of the oil price-hike as the events in the advanced capitalist countries in the wake of these hikes that underlie the acute payments crisis they face today. It is a remarkable fact that the advanced capitalist countries, which are the main oil consumers, have managed to close their current account deficits after successive oil price-hikes, while it is the Third World countries that are saddled with growing deficits. The advanced capitalist countries have managed to 'pass on' their current account deficits caused by the OPEC hikes either back to the OPEC (through reduced surpluses) or to the rest of the Third World.
The impact of the crisis has, until recently, not been significantly felt on the growth rates of a large segment of the developing countries (See Table 8.8). This is partly because for many of them growth- rates are determined largely by the performance of the agricultural sector. Besides, widening current account deficits financed by increased borrowing have gone into the sustenance of growth-rates. A third factor contributing to the sustenance of growth-rates has been a reduction of domestic consumption through high inflation rates which has enabled the tempo of domestic investment to be keptup.55 In other words, developing countries have until recently been able to maintain their growth-rates in the face of the crisis through increased borrowing and a squeeze on domestic consumption; the impact of the crisis has been not so much on growth as on inflation and indebtedness. But this picture changed in 1981, particularly dramatically for Latin America and the Caribbean.56 Increasingly, the developing world too is sliding into the grip of absolute stagnation.
Table 8.8
GROWTH RATES OF REAL GDP (AVERAGE ANNUAL PERCENTAGE GROWTH)
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* Estimate
** Does not include South Africa
*** 'All developing countries' as used here is by no means identical with 'non-oil developing countries' as defined by the IMF. Apart from all possible differences of detail, the IMF concept includes Bahrain which is excluded here and excludes six countries—Algeria, Iran, Iraq, Indonesia, Nigeria and Venezuela—which are included here. The exclusion of six countries, Kuwait, Libya, Qatar, Oman, S. Arabia and the U.A.E., is common to both concepts.
Source: The World Bank Annual Report (1983), Table 2, p. 26.
The growth of indebtedness has been phenomenal. The total medium and long-term debt of the developing countries has gone up from $ 90 billion in 1971 to an estimated $ 626 billion in 1982.57The magnitude of short-term debt is not known but, of late, it has reportedly been increasing rapidly. Debt-servicing is increasing faster than debt itself; from $ 26 billion in 1975 it has increased to $ 131 billion in 1982. There are however two aspects of the debt problem: On the one hand a few countries like Mexico, Brazil, South Korea and Argentina have relied heavily on private bank lending. Between 1978 and 1982, banks' exposure in these four countries alone increased reportedly by $ 100 billion. They account for more than half of all private bank loans and about 85 per cent of all floating-rate debt in the developing world. The threat they pose to the banking system of the capitalist world arises because of this over-exposure. Their debts, however, have to be continuously rescheduled since the servicing of this huge debt can only be met with further debt. The banks are thus caught in a creditors' trap and the stability of the capitalist banking system is at stake.
The problem of the other and poorer countries is of a different kind altogether. They have relied much more upon official sources of credit and their total outstanding debt is small compared to the above-mentioned countries. But unless they are able to borrow they cannot finance their import-bill. They too have been facing higher interest rates as their borrowing requirements outrun the availability of concessionary finance. A number of these countries have been approaching the IMF for loans under the Extended Facility and have been bound by very strict IMF conditionalities. The IMF's discrimination between countries is evident from the fact that while under its earlier Oil Facility it provided loans, with hardly any conditions attached, to the advanced capitalist countries, the loans meant for the Third World under its Extended Facility demand the implementation of the full package of deflation-cum-'liberalization' measures, which are bound to push the poorest countries in the Third World into stagnation, 'de-industrialization' and further impoverishment.58
Because of this, there was a growing demand for an increase in IMF quotas as well as for a fresh issue of SDKs, which would make a larger liquidity available to the Third World without too many conditionalities. Such steps, though useful in a certain sense, can, as we shall see, at best only be palliatives, which would not bring about any basic rectification in the payments position of the Third world. The Brandt Commission has an even more ambitious proposal. It calls for a large-scale transfer of resources from the advanced capitalist countries to the Third World, financed through 'aid' which would simultaneously bring about a revival in the former and a major development effort in the latter. The basic fallacy of this 'global Keynesianism' lies in its assumption that the current crisis in advanced capitalist countries is merely of a Keynesian variety requiring nothing more than an injection of additional demand for its solution. If this was ail there was to the crisis, then an appropriate budget deficit would have solved it long ago. In fact if export credits alone could solve this crisis, then so could budget deficit incurred for any other purpose; and capitalists could think of many other purposes more attractive for them than developing the Third World. The real problem lies in the fact that a recovery would also accentuate Inflation. Large export credits would revive the inflationary spurt. The problem facing the advanced capitalist countries precisely is: How to start a recovery without rekindling inflation? A holding down of raw-material prices, like the holding down of wages, would be one solution for them, and this calls for a degree of control over the Third World countries. The harmony-of-interests view of the relationship between the imperialist countries and the Third World is thus fundamentally erroneous.
A necessary condition for holding down commodity prices in a new boom is that commodity supplies should be augmentable in the face of higher demand from the advanced capitalist countries even at the prevailing terms of trade. The policies of the World Bank and the IMF are oriented towards the satisfaction, among other things, of this condition. The World's Bank's energy programme is intended not only to open up new sources of energy in the Third World, but also to ensure that multinationals have direct access to these sources through a gradual dismantling of state monopolies that have been built up in this sphere in many Third World countries. The IMF prescription of devaluation in Third World countries is meant to improve the relative profitability of export vis-a-vis production for the home market; but this in effect often means improving the relative profitablity of primary production vis-a-vis industrial production for the home market, so that the former draws larger resources even at the prevailing international prices. The deflationary measures favoured by the IMF are likewise meant to restrict the home market, precipitate stagnation or recession in the home industry and thereby release more primary products for the international market as well as more resources for the expansion of primary production; moreover, as deflation involves a squeeze on domestic money wages, export profitability is boosted even at prevailing international prices. Of course devaluation and deflation go contrary to the quest for markets by multinational manufacturers; but, to the extent that their products enjoy significant price and non-price advantages over home products, import liberalization enforced by the IMF helps them nonetheless. The insistence upon breaking down government controls and opening doors to multinational capital helps it to penetrate further into the home economy, including the sphere of primary production.
The thrust of the 'stabilization policies' is against import-substituting industrialization, against deliberate state-sponsored efforts towards diversification of Third World economies. The objective of such policies is to ensure that barring such industrialization as may occur under the aegis of foreign capital in a relatively open economy, the Third World countries are kept firmly within the orbit of the traditional international division of labour, inherited from the colonial times. The 'recolonialization' of Third World economies, enforced by agencies like the IMF and the World Bank, is obviously one possible solution to its difficulties that imperialism may be tempted to attempt. In this context, easier availability of liquidity, as demanded by several Third World countries, though only a palliative, is useful for keeping IMF-dictated 'stabilization' at bay. The disunity among the imperialist countries is manifested by the different approaches taken by them on this question. This disunity, together with the fact that the Third World is in a much stronger position today to resist imperialism's coercive manoeuvres, makes the solution of the capitalist crisis that much more difficult. This is not to say that coercive manoeuvres, economic and political offensives and adventures by imperialism would not be tried. They certainly would be, but that is precisely what makes the current crisis a prelude to a historical phase pregnant with revolutionary possibilities.
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The Relevance of Lenin's ‘Imperialism' to the Current World Situation
E.M.S. Namboodiripad
It is over sixty-five years since Lenin wrote his classic work, Imperialism, the Highest Stage of Capitalism. The publication of that 'pamphlet' (as he called it) had to wait for a few months, i.e. till the February revolution of 1917 which gave the Russian revolutionaries some freedom of propaganda. The first Russian edition of Imperialism came out in April-May 1917. Three years later in July 1920, when the French and German editions were being brought out, Lenin wrote a preface in which he drew the attention of the communists in all countries to the necessity of using 'even the slightest remnants of legality' which still remained at their disposal 'in order to explain the utter falsity of social-pacifist views and hopes for "world democracy".'1 This paper confines itself to the politics of imperialism, its conflicts with the growing world of socialism, conflicts between the imperialist and colonial countries as well as among the various imperialist countries, among the various groups of the ruling classes in the imperialist countries themselves. It will be argued that what is essential in Lenin's teaching has, far from being invalidated, been further enriched.
Lenin's emphasis on politics
In his preface to the first Russian edition Lenin pointed out that he was 'not only forced to confine myself strictly to an exclusively theoretical, specifically economic analysis of facts, but to formulate the few necessary observations on politics with extreme caution by hints, in an allegorical language—in that accursed Aesopian language— to which Tsarism compelled all revolutionaries to have recourse when they took up the pen to write a "legal" work'. He than added, 'it is painful, in these days of liberty, to re-read the passages of the pamphlet which have been distorted, cramped, compressed in an iron vice on account of the censor'.2 As an example, he pointed out, 'in order to show how shamelessly they (Kautsky and Co.) screen the annexations of their capitalists, 1 was forced to quote as an example—Japan. The careful reader will substitute Russia for Japan, and Finland, Poland, Courland, the Ukraine, Khiva, Bokhara, Estonia, or other regions peopled by non-Great Russians for Korea.'3 It will, therefore, be doing violence to Lenin and his teaching if one were to consider Imperialism as the work of an erudite scholar on economics. It is, undoubtedly, a scholarly work which cannot be excelled as a scientific work by any bourgeois economist. But, as in the case of other scholarly works of all Marxists including Marx's own Capital, the erudite scholar in Lenin was an active revolutionary using his erudition to substantiate his call for revolutionary action. As Marx had said in his classical thesis, the philosophers have not only to interpret but to change the world. The essence of Lenin's teaching on imperialism was briefly spelt out in his preface to the French, and German editions: 'Capitalism has grown into a world system of colonial oppression and of the financial strangulation of the world by a handful of "advanced" countries. And this "booty" is shared between two or three powerful world plunderers armed to the teeth (America, Great Britain, Japan) who are drawing the whole world into their war over the division of their booty.... Out of the universal ruin caused by the war as worldwide revolutionary crisis is arising which, however prolonged and arduous its stages may be, cannot end otherwise than in proletarian revolution and its victory.'4 This preface written in July 1920 concludes: 'Imperalism is the eve of the social revolution of the proletariat. This has been confirmed since 1917 on a world scale.'
Marxism of the era of proletarian revolution
This, in fact, is the carrying forward and creative development of the doctrine first .elaborated by Marx and Engels almost 70 years before Lenin wrote Imperialism. The two co-founders of the revolutionary doctrine had combined in themselves the erudite scholarship characteristic of the most eminent intellectuals of contemporary society with the dedication of the most self-sacrificing revolutionaries all over the world. In a stirring call for the revolutionary transformation of the existing capitalist society, they showed how such a transformation was inevitable under the laws of the development of capitalism. Dedicated revolutionaries that they were, they spent their whole lifetime to help their comrades and colleagues all over the world to prepare the forces for that revolution.
Lenin, the worthy pupil of Marx and Engels, marched in their footseps. Like all other works produced by Lenin before and after Imperialism, this was a moving call for uncompromising struggle against opportunism and at the same time a scientific treatise on the economics of a whole era.
'Marx and Engels', said Stalin, 'pursued their activities in the pre-revolutionary period (we have the proletarian revolution in mind) when developed imperialism did not yet exist, in the period of proletarians' preparations for revolution, in the period when the proletarian revolution was not yet an immediate practical inevitability. But Lenin, the disciple of Marx and Engels, pursued his activities in the period of developed imperialism when the proletarian revolution had already triumphed in one country, had smashed bourgeois democracy and had ushered in the era of proletarian democracy, the era of the Soviets.'5 Stalin, therefore, defined Leninism as 'the further development of Marxism' as 'Marxism of the era of imperialism and the proletarian revolution'.
Has any change taken place in this overall situation in the world during the last sixty-five years? Has the social revolution initiated in Russia under Lenin's own leadership made further advances, or has it suffered reverses? These are the major political questions, on the basis of which we have to examine the relevance of Lenin's teaching on imperialism for the present day.
Big advances
There can be no doubt that the social revolution initiated in Russia in 1917 has made big advances. What began in Russia then has by now spread to all the continents of the world. The enemy is under no illusion today (as he was in Lenin's lifetime) that the socialist system can be drowned in blood, that capitalism can be restored in socialist countries.
The socialist system consisted of a single country when Lenin was alive. Today it embraces over a dozen countries inhabited by 40 per cent of humanity. To this should be added several others who, through not yet in the stage of building socialism, have taken several steps in their struggle against imperialism and against pre-capitalist institutions, thus paving the way for their advance to socialism. The most powerful of the socialist countries, the U.S.S.R., has acquired the position of being equal to the most powerful capitalist country in the world, giving rise to the talk in some circles of 'domination of the world by two super-powers'.
Such a change in the correlation of forces between capitalism and socialism on a world scale was a distant perspective, rather than an immediate reality for Lenin when he wrote his Imperialism. He, however, had the clear perspective that not only would the socialist world steadily grow and expand but that all countries would ultimately come under that system. His confidence in the inevitable transition of humanity from capitalism to socialism was based on the fact that the development of capitalism had created all the pre-requisites for this transition.
'When a big enterprise assumes gigantic proportions', he pointed out, 'and on the basis of an exact computation of mass data, organizes according to plan the supply of primary raw materials to the extent of two-thirds or three-fourths, of all that is necessary for tens of millions of people; when raw materials are transported in a systematic and organized manner to the most suitable places of production, sometimes situated hundreds of thousands of miles from each other; when a single centre directs all the consecutive stages of processing the material right up to the manufacture of numerous varieties of finished articles, when these products are distributed according to a single plan among tens and hundreds of millions of consumers (the marketing of oil in America and Germany by the American Oil Trust)—then it becomes evident that we have socialization of production, and not mere "interlocking"; that private economic and private property relations constitute a shell which no longer fits its contents, a shell which must inevitable decay if its removal is artificially delayed, a shell which may remain in a state of decay for a fairly long period (if, at the worst, the cure of the opportunist abscess is protracted), but which will inevitably be removed.'6
This, it can be seen, is the faithfully carrying forward of what was envisaged by Marx in his analysis of capitalism, of how the development of that system makes it obsolete, of how conditions will be created for its replacement by a new socialist system, etc. Lenin's contribution to the development of the science of Marxism consists of the fact that he put his finger on the new phenomena that surfaced with the opening of the twentieth century and concretely spelt out how the process envisaged in its general outlines by Marx had started unfolding itself. Lenin had in the process to take up cudgels against Kautsky whose 'theoretical analysis Of imperialism as well as economic and political critique of imperialism, are permeated through and through with a spirit, absolutely irreconcilable with Marxism, of obscuring and glossing over the fundamental contradictions of imperialism and with a striving to preserve at all costs the crumbling unity with opportunism in the European working-class movement'. 7
Central to Lenin's teaching is the proposition that imperialism 'strives to annex not only agrarian territories, but even most highly industrialized regions (German appetite for Belgium; French appetite for Lorraine), because (1) the fact that the world is already partitioned obliges those contemplating a redivision to reach out for every kind of territory; and (2) an essential feature of imperialism is the rivalry between several great powers in the striving for hegemony, i.e. for the conquest of territory, not so much directly for themselves as to weaken the adversary and undermine his hegemony. (Belgium is particularly important for Germany as a base for operations against Britain; Britain needs Baghdad as a base for operations against Germany, ect.)'.8 Polemicizing against Kautsky who 'detaches the politics of imperialism from its economies', Lenin says that the result of Kautsky's attempt to analyse imperialism 'is a slurring over and blunting of the profound contradictions of the latest stage of capitalism, instead of an exposure of their depth'.9
Anybody who makes a survey of the global political scene to-day will be struck by the full applicability of Lenin's doctrine of contradictions of imperialism to the present-day world. The changes that have taken place during the last sixty-five years have intensified, rather than mitigated, these contradictions. Lenin and the revolutionary movement which he developed on a world scale made full use of these contradictions in order to further weaken imperialism. The anti-Soviet unity that was sought to be forged in the 20s, 30s and early 40s was broken and the anti-fascist unity forged. This resulted not only in the military defeat of the most reactionary force that had arisen after the Russian revolution— fascism— but also in the collapse of capitalist society and the emergence of the socialist system in several countries of Europe and Asia. The same process continued in the post-Second World War period when most of the Asian-African countries under colonial subjection were able to emancipate themselves and join the ranks of the world community. The emergence of the socialist camp and the community known as the Third World are the two positive consequences of the formation and ultimate victory of the anti-fascist front in which the socialist Soviet Union, together with the revolutionary movements in a large number of European and Asian countries, played a significant role.
Without dwelling at length on the process through which world capitalism got further weakened and the revolutionary forces advanced, let us examine the present global situation and compare it with Lenin's teachings on imperialism.
Imperialism and war
The inseparable connection between imperialism and war runs like a red thread through Lenin's writings—not only Imperialism but innumerable polemical articles, pamphlets, speeches, etc., produced by him since the First World War broke out. As opposed to the 'pacifists' who expressed their pious hopes for a 'world without war', Lenin pointed out—and scientifically substantiated—that war was inherent in capitalism in its most developed and final stage.
The monopolists who control the fields not only of production but also of finances require more and more territories as sources of raw material, markets for their manufactured products and fields for the investment of their capital. The monopolists in the various capitalist countries, therefore, have to wage wars among themselves in order to divide and redivide the world to create their respective countries' 'spheres of influence'. A world without war, therefore, will remain a pious dream so long as the capitalist monopolists are in control of the affairs of state in the capitalist countries.
It is obvious that this conclusion of Lenin's has not been invalidated by subsequent developments. It has indeed been further strengthened by the fact that those parts of the globe which the imperialists want to redivide among themselves have been shrinking more and more. Not only has the socialist world (about 40 per cent of humanity) dropped out of the operation of capitalism but the former colonial world, too, is no more under the complete sway of the colony-owning powers.
Such a shrinkage of the area of operation of the monopolists in the imperialist countries is taking place at a time when the scientific and technological revolution has enormously increased the productive capacity of world capitalism. This naturally is making still more acute all the rifts and divisions among the capitalist powers who are, by and large, today divided into three major groups; (1) the United States; (2) the European powers; and (3) Japan. While there are conflicts and contradictions among the countries of the second group, some of whom are inclinded to go along with the United States, the group is trying to defend itself against the offensive launched by the United States. The Japanese, too, are making hectic efforts not only to transform the neighbouring Asian region into their own 'sphere of influence' but also to aggressively enter the European and American markets.
Inter-imperialist contradictions are thus no less fierce than sixty-five years ago. And, above all else, there is the contradiction between the imperialist world and the socialist world. The question is whether these contradictions will lead the world towards yet another global war as happened in 1914 and in 1939.
The answer is by no means simple. The economic and political developments of the last six decades and more have led to the strengthening of two contradictory trends:
i. the emergence of the powerful military industrial complex propped up by the multinational firms having their grip on the entire capitalist world and seeking to use the armaments industry for making maximum profit;
ii. the ever-strengthening camp of peace, freedom, democracy and socialism consisting of (a) the socialist countries headed by the Soviet Union, (b) the newly-liberated former colonial countries of Asia, Africa and Latin America, (c) the powerful working-class movement led by the Communist and Workers' parties, together with the anti-monopoly, anti-war elements in all sections of society in the capitalist countries.
A running battle between the forces representing these two major trends has been the main feature of the political situation in the world since Lenin wrote Imperialism. This forms the background against which the inter-imperialist contradictions noted by Lenin are operating today.
Changed correlation
The Russian revolution of 1917, the development of the new revolutionary Russia into the socialist Soviet Union and its transformation into a mighty world power brought about a qualitative change in the situation. As opposed to the world-wide domination of imperialism which characterized the global situation sixty-five years ago, humanity is today divided into the capitalist and the socialist worlds, of which the latter is steadily growing. The economic, political and military might of the socialist world, with the U.S.S.R., at its head, is today powerful enough to beat back any adventurist assault that may be launched by world imperialism.
The newly-liberated former colonial countries too are in a position to use their newly-won political freedom to tip the scale against imperialism. The two groups of countries—socialist and newly-liberated—are joining their forces in resisting the aggressive moves of imperialism. Furthermore, within the monopoly-ruled capitalist countries themselves, people are increasingly coming out against the policies of military confrontation and for the peaceful settlement of all outstanding issues among the nations and peoples. Never before have the aggressive imperialists been so isolated in their own countries.
The proletarian and other revolutionary forces led by the communist parties are undoubtedly the most militant and active force within the developed capitalist countries' resistance to the aggressors. There are, however, other forces too which cannot reconcile themselves to the aggressive moves of the ruling circles. These include even sections within the military and administrative top echelons in the United States who are by no means united in pursuing aggressive policies. There is, therefore, the distinct possibility of defeating the aggressive ruling circles in imperialist countries and preventing the third world war. The emerging unity of the governments and peoples of socialist countries, of the national-liberation movements in the newly-liberated countries, of the anti-monopoly, anti-war, revolutionary forces in capitalist countries together with the champions of peace all over the world, is the guarantee that this possibility can be turned into reality.
The third world war would in fact have broken out long ago if this militant unity against imperialism and war had not been forged. Imperialism tried its utmost to convert such local conflicts as in Korea in the early 50s, in Vietnam for over two decades beginning with the 50s, in Cuba in the 60s and so on, into world conflagrations. Today, too, it is repeating these adventurous moves in Southern Africa, in the Indian Ocean region, in West Asia, in South-east Asia, in Latin America and the Caribbean, etc. Successive presidents of the United States from Truman to Reagan and their counterparts in the major capitalist countries have been doing their utmost to prepare the people of their respective countries for a third world war. These aggressive war-mongering activities of imperialism have reached their high watermark under the present Reagan administration, strongly supported by the Thatcherites in the United Kingdom and other sections of the ruling circles in several capitalist countries.
New dimension
The uncompromising struggle against imperialism and war, for which Lenin gave brilliant leadership during the First World War and in the early years of Soviet Russia, has thus assumed a new dimension.
Though imperialism still continues to be the main source of war, though the final and complete elimination of war requires the end of the imperialist system, the outbreak of a new world war is no more inevitable; it can be prevented if only the forces of peace forge their unity. The revolutionary forces have a stake in peace, the preservation of which will help to isolate and defeat the most reactionary forces in present-day capitalist society. The social revolution in particular capitalist countries is in other words inseparably connected with the global struggle against the most aggressive ruling circles of imperialist countries.
It will therefore be ridiculous to think that Lenin's call, 'transform imperialist war into civil war', can in that form be applied in the present day. As a matter of fact, the forces of proletarian and national revolution should integrate their activities with the activities of those who are trying to prevent the imperialist war breaking out.
The policy of peace, disarmament and detente pursued by the socialist countries is thus the policy not only of those particular countries but also of all those who are interested in the struggle against imperialism.
Two worlds—the contrast
It is necessary in this context to note the contrast between the two worlds—capitalism and socialism. The October Revolution in Russia was the beginning of mankind's transition from capitalism to socialism. The gigantic strides made by the Soviet Union through its first, second and third five-year plans—though the last had to be cut short by the outbreak of the Second World War—showed the people throughout the world that the alternative to capitalism envisaged by Marx, Engels, and then by Lenin, is not only desirable but eminently practicable. This made our own bourgeoisie, among others, realize that planned development of the economy has to become the path of advance for all the then colonial and semi-colonial countries. The 'Russian Miracle' enabled the formerly backward Russia to transform itself into such a mighty force in every sense of the term, including the military, that it could inflict defeat on the most powerful military force of the capitalist world.
People at large in the capitalist world, therefore, realized that humanity can make further advances only if it adopts the path charted by Marx, Engels and Lenin. The Soviet experience of socialist planning was used by the peoples and governments of the European, Asian and Latin American countries which took to the path of socialist construction after the end of the Second World War. The experience gained by them in the application of the principles of socialist planning in their respective countries in the post-war years has fully confirmed the idea propounded by Marxist-Leninists that, while crisis is inherent in capitalism, socialism can ensure balanced and proportionate developments of the economy leading to the constant rise in the living and cultural standards of the people.
The crisis of the capitalist system has now reached a stage in which what were considered irreconcilable opposites—stagnation and inflation—are coexisting, giving rise to the new phenomenon of stagflation. Under-capacity production, unemployment, high prices of consumption goods, uneconomic prices for the products of small and medium producers, profiteering and other anti-social practices of businessmen, coupled with corruption in the political-administrative fields—these have become chronic to capitalist society. The forces of production are, in fact, used not for the consumption of the people but for the preparation of destructive wars—local as well as global. Global cold war which breaks out into local hot war, and threatens to become the thermo-nuclear world war, has become the specific feature of bourgeois politics and diplomacy. This obliges the socialist countries too to prepare themselves for defence. While fighting for the preservation of world peace, the socialist countries cannot afford to slacken their vigilance. They are, therefore, obliged to devote a part of their national income for defence preparedness. However, the expenditure on armaments is for the socialist countries, unlike for ruling circles in the capitalist countries, a net deduction from such productive investment as would raise the material and cultural standards of their people and for helping the less developed peoples of other countries. Prevention of war, reduction of armaments, preservation of peace—these, therefore, are integrally connected with the steady, peaceful development of their economies to communism.
Impact of capitalist crisis on socialist countries
Another feature of the world situation which creates difficulties for the socialist countries is the profound crisis with which one part of the world (the capitalist) is afflicted but with which the socialist world has, and should continue to have, business relations. Coexisting and doing business with the crisis-ridden capitalist world, however, they cannot be completely free from the ill-effects of inflationary and other pressures being exerted by the capitalist world.
Apart from these two objective factors which create difficulties for the socialist countries, there is a subjective factor which also acts to the detriment of the steady advance of socialist countries along the path of balanced and proportionate development of their economies and socio-cultural life. This is the fact that the leadership of some ruling communist and workers' parties sometimes pursue policies which lead to distortions of and departures from the laws of socialist development. Mistakes of either a right opportunist or a left sectarian character are committed by the leadership of one or another socialist country with disastrous consequences.
This is illustrated best by what has of late been taking place in Poland and China. The present leaders in both the parties have taken several steps to rectify the mistakes committed by their predecessors and to bring some order into their economies and politics, to salvage them from the chaos into which the earlier distortions had landed their countries. It is, however, yet to be seen whether the corrections have gone far enough and, if not, what further difficulties await these countries and, along with them, the entire socialist world.
It is, thus, possible for us to answer the question raised by the opponents of the socialist system whether the recent events in some socialist countries have not shown that socialism is as crisis-ridden as capitalism. The answer is that capitalism is basically crisis-ridden while socialism is basically crisis-free. To put it in other words, it is inherent in the capitalist system that to the extent to which the laws of capitalist development operate, periodic crises break out, the resolution of one crisis sowing the seeds of another crisis. It was through this process, subjected to detailed analysis by Marx in his day, that, as Lenin subsequently proved, modern monopoly capitalism, as pointed out by the Marxist-Leninists of the last few decades, has today reached a stage in which the industrial-military complex has brought the world to the brink of a destructive nuclear war. Such a development of periodic crises into the general crisis, the general crisis into a global political-military crisis, is inherent in the operation of the laws of capitalist development.
As for the socialist system, there is no crisis so long as the laws of socialist development (laid down in broad outlines by Marx, Engels and Lenin, further elaborated in practice by the subsequent generations of Marxist-Leninists) are observed. Particular crises do break out in one or another socialist country where the leadership of that country violates the laws of socialist development. The self-criticism made by the ruling parties of such countries as China and Poland in recent months shows that the difficulties faced by them are the result of the distortions that crept in during the earlier phases and that the solution is the restoration of the laws of socialist development.
Twin danger
The struggle against imperialism and war, therefore, involves the struggle against right-opportunist or left-sectarian distortions that often creep in when the leadership of particular socialist countries tries to apply the laws of socialist development in the specific conditions of their countries.
This two-sided struggle, however, is relevant not only for the ruling parties of socialist countries but also the parties of militant opposition in the capitalist world, particularly of the Third World. For, the governments of many of these countries—Third World as well as the developed capitalist world—do not see eye to eye on many issues with the American imperialists. The revolutionary forces, therefore, have a duty to see that to the extent to which these governments take a stand against imperialism and war, they are supported. This does not mean that the class character of these governments and the internal policies pursued by them have changed. In fact, they continue to be anti-people and deserve to be vigorously fought. This has created an entirely new situation for the international proletarian movement. Unlike in the days of Lenin when right opportunism was the main danger against which the revolutionaries had to fight, they have to fight against both the right and 'left' types of opportunism today.
The relation between the struggle against imperialism and its aggressive moves on the one hand and against the anti-people policies of the regime in one's own country on the other, has become much more complicated than when Lenin gave the call for 'transforming the imperialist war into civil war'. An indication of this, in fact, had come in the mid-1930s when the Communist International gave the call for anti-fascist unity. In his report entitled The United Front, Dimitrov pointed out how the French communists had to work out their tactical line towards a government which was an ally of the Soviet Union against the fascist powers but was pursuing anti-working-class policies at home.
While that was only an indication of the future when Dimitrov gave this example, it became more and more universal in the post-Second World War period. The enormous strengthening of the socialist world and the ever-deepening contradictions among imperialist circles made several governments of capitalist countries— not to speak of governments in the newly-liberated non-aligned countries—seek understandings, agreements and even formal treaties with the socialist countries. Such a limited anti-imperialist stance on international questions did not prevent, however, these very regimes from pursuing anti-people policies at home. This happened in country after country, including India.
Indian experience
How this led the CP1 to a right opportunist assessment of the situation and to right opportunist policies was admitted by that party's Bhatinda Congress held in 1978. We quote from that report:
The party leadership came to the mistaken understanding that a split has taken place between the anti-imperialist democratic sections of the bourgeoisie and the pro-imperialist, most reactionary, pro-monopoly, pro-landlord, anti-communist sections and that the Emergency could be used to bring about progressive shifts in the correlation of forces and state power in a national-democratic direction. Thereby the progressive potentialities of the national bourgeoisie and Indira Gandhi's government, and the capacity of our party and other democratic forces to bring about these positive shifts in the situation were overestimated. The potentialities of the favourable international situation and the progressive foreign policy in relation to its impact upon the internal situation were understood in a very mechanical manner. It was insufficiently realized that the fight against the increasingly anti-people internal policies of the Indira Gandhi government had to be given priority by our party even while supporting its anti-imperialist foreign policy as well as its progressive internal measures. It was not properly realized that a progressive foreign policy cannot eventually be safeguarded without progressive internal policies.10
As opposed to this right-opportunist approach of the CPI was the 'left' opportunism of the Naxalites. The U.S.S.R. according to them is not the mightiest socialist power in the world, the power which is at the head of the anti-imperialist forces throughout the world, but 'one of the two super-powers', even more dangerous than the other super-power, the United States. The limited relations of cooperation and friendship with the Soviet Union into which India's ruling classes were entering came to be the main point of attack by them against the ruling party and the government headed by Mrs. Gandhi. The growing strength of the Soviet Union, its capacity to mobilize all the anti-imperialist forces in united struggle against the aggressive moves of imperialism, was looked upon by them as a factor which proves the 'super-power' and 'social imperialist1 character of the Soviet Union.
Taking as they did such a nihilist approach to the socialist world headed by the Soviet Union, the Naxalites joined hands, directly or indirectly, with the pro-imperialist forces in keeping the Indian people away from the anti-imperialist forces in the world.
International experience
These two varieties of opportunism—from the right and from the 'left'—do not stand alone. They are integrally connected with the same trends manifesting themselves in the international communist movement. Naturally, therefore, the CPI and the Naxalites were supported by influential sections in the world communist movement, particularly the fraternal parties in the socialist countries. As the political resolution of the Tenth (Jalandhar) Congress of the Communist Party of India (Marxist) said:
Revisionism and dogmatism have done incalculable harm to the unity of the world communist movement, shattering its united will and cohesiveness to organize the forces of revolution.
The sharp divergence between the Soviet Union and the People's Republic of China have been and are being utilized by the imperialists. The combined military and economic strength of the two would have been the biggest deterrent to the imperialist powers and would have been instrumental in bringing about radical changes in the world situation.
This has been carried forward in the Party's draft political resolution for the Eleventh Congress which says:
The Jalandhar Congress of our party had occasion to note the weakness in the foreign policy outlook of the ruling parties in socialist countries. It criticized them for ignoring the interests of the revolutionary forces in underdeveloped countries and placing reliance of the friendly governments of these countries. The rulers of some of the underdeveloped countries who adopt reactionary policies at home and oppress their people are excessively praised in the press of the socialist countries; the working class of the socialist countries is kept in the dark about the struggles carried on by the people of these countries against their governments, and no solidarity in the spirit of proletarian internationalism is expressed with these struggles of the people against their governments for democracy and legitimate economic and political demands.
It is unfortunate that, unlike Lenin who concentrated the fire against right opportunism on the eve of and during the First World War, but who subsequently took up cudgels against 'left' opportunism—which he correctly characterized as an 'infantile disorder' at that time but which subsequently developed into a major trend in the 60s and 70s as is acknowledged by the Communist Party of China—the leaders of the fraternal parties in the world were unable to carry on a principled fight against the two types of opportunism. While some fought right opportunism and in the process landed themselves in 'left' adventurism, others did the very opposite.
Proletarian internationalism today
This is not surprising. It arises out of the complex character of the situation. The great and rapid strides taken by humanity along the path of social revolution since the days of Lenin have put on the shoulders of every fraternal party tasks which have never before arisen.
Revolutionary proletarian parties which are either in control of administration in their respective countries, or occupying such key positions (though out of power) that they play some part in the formation of the countries' policy towards imperialism, have to take into consideration the requirements of the foreign policies of their countries. As parts of the world revolutionary movement, however, the fraternal parties which are in control of administration in their countries have to take into account the problems faced by their comrades who are in opposition to the regimes in their own countries. Those parties of the proletarian revolution who are in opposition to the regimes in their own countries have to integrate their internal struggle against their own ruling classes with the worldwide struggle against imperialism in which the ruling classes may probably play a lesser or greater role.
Subjectivism is bound to arise in such conditions in the thinking and activities of all fraternal parties. What is good from the angle of the diplomatic needs of their own country appears to them good for the international movement as well. The divergences that naturally arise between fraternal parties on this account underline the importance of constant exchanges among the contingents of the proletarian revolutionary movement of the world.
Let us in the end make it clear that proletarian internationalism, to which Lenin attached great importance, is as important today as it was then, though it has assumed new forms. Since there are over a dozen countries in the world where the revolutionary proletarian parties are in control of the administration, while such parties exert powerful influence on policy-making in a still larger number of countries (including India), there cannot be a centralized leadership for the world communist movement, as it existed for a quarter century since Lenin took the initiative for founding the Communist International.
This very impossibility of having a centralized leadership, however, makes it all the more necessary for the fraternal parties— both those who are in control of administration in their countries as well as those who are still fighting to attain that position—to engage themselves in constant exchanges, so that, even while each contingent of the world revolutionary movement marches separately, they can all strike together against the common enemy— imperalism.
It is a matter of great misfortune that not only have such exchanges virtually ceased for over two decades, but that at least one contingent of the world revolutionary movement, the CPC, is adopting a positively hostile attitude towards the joint struggle against imperialism.
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Imperialism and Industrialization in the Underdeveloped Countries
On the Significance of the New International 'Division of Labour'

C.P. Chandrasekhar
It is by now a commonplace observation that since the early 1960s a few among the underdeveloped countries (UDCs) have seen rapid industrial growth based on an expansion of exports. While this is true essentially of South Korea, Hong Kong, Taiwan and some of the ASEAN countries, others like Mexico, Brazil and India have also shared in the growing exports of manufactures from the UDCs. The experience of these countries, though they are not significant, in terms of their number, has at least raised the possibility of a process of industrialization in the UDCs based on markets abroad.
The emergence of such a possibility, it needs to be noted, has important implications for the traditionally held Marxist views on capitalist development and industrialization in the UDCs. It has been an accepted proposition among Marxists that the possibilities of capitalist development and, in particular of rapid and independent industrialization in the present-day underdeveloped countries, are inherently limited. This is not based on an assessment of the logical possibilities of capitalism as a system, whose progressive and dynamic role in the seventeenth and eighteenth centuries cannot be denied, but on an understanding of the specific manner and phase of international capitalism in which these countries have entered the stream of capitalist development. There are in essence three elements that are crucial to the above formulation regarding the possibilities of development: (i) while the world-wide expansion of capitalism from the current-day developed world introduced capitalist relations of production, and, therefore, an element of dynamism, into the more backward and (most often) stagnant societies in these countries, it also generated and reinforced pre-capitalist relations and was accompanied by policies (of the colonial state) that inhibited the rate of market expansion and industrial development; (ii) in the post-colonial period these countries were faced with a world situation characteristic of the imperialist stage of capitalism that effectively foreclosed many of the possibilities of primary accumulation and expansion that were open to the imperialist nations, during the early history of capitalism; and (iii) while the possibility of rapid industrial growth based on the domestic market in the post-colonial period depended on the ability of the state to do away with all pre-capitalist remnants (through a radical programme of land redistribution), such a possibility was foreclosed by the facts that the state itself was representative of the structures which existed at independence and that capitalism had brought with it a working class whose presence, in the light of experience since the Paris Commune, encourged an alliance between the landlords and capitalists.
This, however, was not to imply that either capitalist development or industrial growth would not occur. Rather, the experience of these countries was seen to be a case of 'capitalism from above', where development was based on support from the state. The stimulus for industrial growth in most of these countries came from the state in the form of extensive protection, large doses of public investment, and a wide range of subsidies and concessions. However, there were two major obstacles that such a strategy faced. Firstly, the lack of any significant indigenous technical development during the colonial period implied that even to the extent that industrial growth occurred it was based on the import of capital and technology, which considerably reduced the dynamic effects on the economy that are usually associated with industrial growth. Secondly, the very logic of the 'mixed economy' which was dominated by the private sector limited the manoeuvrability of the state and the resources at its command. Thus, though inter-imperialist rivalries and the existence of socialist states aided the process of industrialization, development in these countries tended to be crisis-ridden and inevitably implied a squeeze on the living standards of the people, which accentuated the problem of slow expansion of markets.
The slow pace of industrial expansion that the above conditions imply, suggests both a tendency towards a widening 'gap' in industrial growth between the industrialized nations and the so-called Third World, as well as the persistence, by and large, of the classical pattern of trade where the developed economies export sophisticated manufactures, while the UDCs export primary products and some traditional manufactures. Thus, the process of expansion of capitalism on a world scale, the specific division of labour that it generates and the consolidation of this division in the imperialist phase of capitalism, all serve to limit the process of industrial expansion in the underdeveloped world.
It must be stated here that the argument that industrialization in the Third World is to some degree constrained by structural factors has come to pervade a large part of liberal and radical development literature in the post-Second World War period. If the postwar capitalist boom had resulted in a slackening of interest in the West in the loosely termed 'left' views on capitalism, the same could hardly be said about the literature on development. But much of this 'development theory' was based on more simplistic formulations of the constraints to development, which see underdevelopment as the inevitable fate of the 'peripheral' source of surplus for an expanding 'centre'. In such a view both development and underdevelopment are easily deduced outcomes of capitalist growth on a world scale, and the limits to industrialization in post-colonial societies are more rigidly, and often crudely, stated. As an anonymous reviewer of Rostow's recent book, Why the Poor Get Richer and the Rich Slow Down (1980), put it in the conservative London Economist, 'In the 1960s the neo-Marxists from the affluent countries had an arresting slogan "they are poor because we are rich; we are rich because they are poor", as opposed to which the time is now ripe for "exploring the notion that a major migration of industry from the rich north to the poor south leaves a vacuum in the north".'1
Interestingly, in recent years, primarily as a result of the emergence of the so-called 'newly industrializing countries' and their experience with growth based on exports, there has been a tendency within the 'left'—neo-Marxist and otherwise—which postulates exactly such a possibility. Our intention in what follows is to assess one such formulation (Folke Frobel, Jurgen Heinrichs, and Otto Kreye: The New International Division of Labour: Structural Unemployment in the Industrial Countries and Industrialization in Developing Countries2), propounded by what has been termed as the 'Starnberg Group', which argues that the trend towards industrial growth based on exports in the UDCs, in fact, reflects an inexorable tendency in the current phase of capitalism—a tendency which is well under way and presages a major shift in world industrial production from the developed capitalist countries to the so-called Third World.
The argument of the Starnberg Group proceeds at three levels: (i) a brief analysis of 'world capitalism' which defines the conditions for the realization of a tendency towards a new international division of labour; (ii) a sketchy overview of recent developments in the international economy which suggests (or at least, is best explained in terms of) such a tendency; and (iii) three case studies that are used to establish the operation of such a tendency.
The theory that underlies (in fact, rationalizes) the empirical findings of the Starnberg Group starts from the premise that the economic, social and political history of the world over the last five centuries has been determined essentially by the 'movement of capital', 'however much the struggle of the oppressed classes may have been directed at the transformation of society' (p. 24). This 'movement of capital', which presumably corresponds to the 'unlimited appropriation of abstract wealth in the form of money' (p. 24) has as its basis the process of the 'valorization and accumulation of capital' (p. 24). Hence, any analysis of the 'global development of the capitalist form of society' (p. 24) is essentially an investigation of the determinants of this process of valorization of capital, viz. its requirements and possibilities and not the analysis of the development of wage labour-capital relations, or the development of the forces of production. In their words, 'the creation of a free labour force and the unfolding of the productive forces are only particular means, albeit decisive ones under specific conditions, which exist alongside others for ensuring the valorization of capital' (p. 24).3
According to the above understanding, over the last five centuries this 'movement of capital' has, as a result of 'conscious strategies and intrinsic mechanisms' (p. 25), created the conditions, both in 'pre-and non-capitalist formations and in the developing capitalist formation itself (p. 25), that 'allow not only for the appropriation of abstract wealth at this or that favourable moment, but concomitantly for the continuous and systematic reproduction of the preconditions for further valorization and accumulation' (p. 25). In fact, at every phase in the development of global capitalism there are three possibilities open, on the basis of which valorization can be ensured: (i) the 'subsumption to capital-' of non-wage labour relations which permit the appropriation of the surplus produce of direct producers;4 (ii) the alienation of the means of production from the direct producers, so that 'valorization' is seemingly based on 'the dull compulsion of economic relations' alone (p. 26); and (iii) some complex combination of the above possibilities suited most to the requirements of 'valorisation'.
The unfolding of combinations of the above 'forms of valorization and accumulation of capital' on a global scale is seen to underlie the nature of the division of labour that emerged on an international scale. At each point of time different forms of organization of labour were utilized in different parts of the world for different types of production. While the 'movement of capital' itself did not require as a prerequisite the existence of a class of free wage-labourers, with the emergence of such a class in the centres of world capitalism, the limits placed on the valorization and accumulation of capital in the past were overcome. Rapid technical progress and a more complex division of labour followed, permitting a faster pace of accumulation. It is this which explains the emergence and consolidation of the 'classical' international division of labour in which a few industrialized countries produced capital and consumer goods, while the vast majority of countries were integrated into the world economy as producers of agricultural and mineral raw materials, and sometimes as the suppliers of a labour force.
However, the burden of the argument of Frobel et al is that the technical dynamism that such specialization introduced in the developed capitalist countries on the one hand, and the nature of the impact that integration into the world economy has had on the underdeveloped countries, on the other, have paved the way for the emergence of a new international division of labour. There are essentially three preconditions for the realization of such a tendency. Firstly, rapid technological advance in the capitalist world and the resulting complex division of labour has resulted in the 'division and sub-division' of production processes to such an extent that most of these fragmented operations can be carried out with a minimum of skill. Secondly, advances in the realm of transport and communication have made possible the production of goods at any site in the world. Finally, the impact of integration on the underdeveloped countries has been such that they have a large and practically inexhaustible reservoir of unemployed labour which is cheap, is capable of attaining levels of productivity comparable with those in the developed countries after a short period of training, and which permits both the selection of the work force according to sex, age, skill, discipline, etc., as well as its exhaustion in a short span of time through longer and more intensive working days.
The simultaneous existence of these preconditions has created a world-wide reserve army of workers and a world market for production sites. In the underdeveloped countries, in particular, it permits the use of a combination of capitalist and pre-capitalist modes of exploitation with the aim of deriving maximum profit. 'Actual material production (as opposed to the production and reproduction of labour power and its means of subsistence) is Carried out within the framework of a specifically capitalist mode of production of labour-power and its means of subsistence) is carried out subsistence are drawn from the "non-capitalist" sectors, which in addition have to provide for the care of workers too "old" for capitalist production, once the capitalist sector has bled them dry. Hence, viewed from the capitalist sector proper, the costs of the reproduction of the work force are to a great extent externalized (p. 30). That is, the integration of pre-capitalist sectors into the worldwide process of the 'valorization and accumulation of capital' permits the transformation of 'the worker's necessary fund for consumption... into a fund for the accumulation of capital' (p. 30).
Thus once the above conditions are created it becomes profitable for capital to shift its arena of production from the centre to the periphery. Either units are closed down in the developed capitalist countries and shifted elsewhere, or capacity in the developed world is kept stagnant while all further expansion takes place in the UDCs. Different sections of the fragmented production process are relocated in specific countries depending on the specific labour requirements of any particular section and the specific advantages of a particular location. This implies a declining level of employment in manufacturing in the developed world and an increasing employment in the same in the UDCs. It also implies a rising share of the UDCs in the world exports of manufactures, Tor developed country markets are increasingly catered to by production facilities in the UDCs. Above all, it implies a rising share of the UDCs in world industrial output. In short, it implies the emergence of a new international division of labour.
However, Frobel et al point out that there is nothing to indicate that the process will materially improve the standard of living of the populations of the UDCs. In fact, the opposite has become apparent. Secondly, even if large sections of industrial manufacturing were relocated in the UDCs from the traditional centres of industry, only a small proportion of the economically active population would be drawn into this process. Thirdly, the process of industrialization is by no means independent, for not only is it based largely on foreign investment, but it is also highly fragmented. Rarely do we find the establishment of reasonably complex industrial branches (as in the textile industry, sometimes supplemented by synthetic fibre production), and even then there are no signs of a wider industrial complex that would reduce the dependence on imports of capital goods and intermediates.
To conclude our presentation of the argument of the Starnberg Group, it is necessary to state that they see the tendency towards a new international division of labour as having an important role in the explanation of the current crisis in the developed capitalist countries. In their view, the high unemployment and short-time working that this tendency generates in the traditional centres of industry is forcing the state in these countries to increase its expenditure and provide subsidies and incentives to induce domestic in-vestment. But relocation has resulted in a decline in revenues from corporate and personal taxation. This puts a strain on the finances of the state and underlies the fiscal crisis that necessitates policies like a cut in social services. Thus, to use the language of the Economist, there is a major migration of industry to the poor south that not only leaves a vacuum in the north but in fact generates a crisis. This in essence is the logical structure that underlies the reasoning of the Starnberg Group.
The differences between the traditional Marxist understanding presented earlier and the argument of the Starnberg Group are now easily identified. To start with, the former sees a large part of industrial growth in the UDCs as being the result of import substitution strategies in which the state and indigenous capitalists have played a major role, while the latter underplays the significance of such growth. According to Frobel et al, the UDCs have at best experienced a 'weak' process of industrialization based on a policy of import substitution in specific periods when the powerful industrialized nations were preoccupied with their own problems. And a large part of even this process was due to foreign investment in defence of markets. Secondly, the traditional view holds not only that the possibility of independent industrialization is limited given the manner and phase of world capitalism in which the UDCs have entered the stream of industrialization, but also implicitly that, industrialization in the UDCs is not in the interest of the imperialist nations and that, therefore, the limitations on independent industrial growth imply the existence of constraints on industrialization in general. As opposed to this, the framework of the Starnberg Group does not by definition permit the possibility of a process of independent industrialization, since capitalist development in the UDCs is only part of the 'movement of capital' on a global scale; moreover it suggests that conditions now exist for a process of dependent industrialization in the UDCs. This process of dependent industrialization, while having no significant impact on unemployment or the standards of living in the UDCs, is significant in terms of the rising share of UDCs in world industrial output and employment. In fact, this rising share is seen as underlying the crisis in the developed capitalist countries. Finally, according to the prevalent Marxist understanding, the constraints on industrialization are in fact constraints on capitalist development in the UDCs, whereas in the formulation of the Starnberg Group these countries are capitalist from the outset, and whether industrialization occurs or not depends on whether such a process corresponds to the requirements of the ‘valorization and accumulation of capital' on a world scale.
The organizing principle
From our presentation of the position of the Starnberg Group it should be clear that their understanding, or more precisely definition, of capitalism and of the process of capitalist expansion serves them as a useful organizing principle that not only draws together the different elements of the 'reality' of 'world capitalism', but also permits the identification of the capitalist centre and its requirements for accumulation as constituting the determinant of all tendencies in the 'world economy'. In fact, apart from the specific formulation that it is now in the interest of capital in the developed capitalist countries to undertake a major relocation of industry in the UDCs and that this process of relocation is under way, the main differences between the traditional Marxist position and that of the Starnberg Group stem from this understanding of the world capitalist system. However, there is little to this organizing principle other than an unacceptable redefinition of what constitutes capitalism.
As mentioned above, capitalism here is equated with the existence and operation of the 'movement of capital', and does not presuppose the existence of the wage labour/capital relation or the development of the forces of production. In fact, it is argued that there have been periods during the early history of capitalism (roughly up to 1700) when 'it was necessary to invest money in trade, luxury production or even mass production without resort to free wage labour to any significant degree; on the contrary, capital predominantly utilized the labour force of small commodity producers... serfs and even slaves. A long period of so-called primitive accumulation was required (with its social and political revolutions) before the large-scale valorization and accumulation of capital on the basis of free wage labour became both possible and necessary' (p. 25). The second element that goes into the definition of capitalism that underlies the reasoning of the Starnberg Group is the view that the 'movement of capital' is 'transnational from the very outset'.
Both the above elements of their definition of capitalism raise a number of questions which are left unanswered. To start with, the long and complex process in the West which is generally understood as a process of transition from feudalism to capitalism and from a situation of predominantly merchant capital to one where industrial capital was dominant is here understood as being just one stage in the valorization of capital. But that leaves unanswered questions like what leads to the emergence of capitalism and how it is identified. Are we to deduce that a phenomenon called the 'movement of capital' dropped like manna from above precisely five centuries before the Starnberg Group wrote their book? And since this movement was from the outset transnational, what explains the fact that the shift to the valorization of capital based on wage labour occurred first in the West, generating the classical international division of labour? None of these issues is dealt with. The readers are referred in a footnote to Wallerstein and offered an apology. Frobel et al accept that these assertions may appear dogmatic. But in their view these are justified by their capacity to provide a more coherent interpretation of the history of capitalist development. While even this is no defence for metaphysical constructs of the sort described above, it implies an admission that the formulation regarding the tendency towards a new international division of labour is by no means advanced by the specific view of capitalism with which it is explained. The justification for their definition of capitalism lies solely in its ability to explain more coherently a tendency which needs to be independently established. The facts they present and the extent to which these facts corroborate the tendency towards a new international division of labour are the only strength of the Starnberg Group. Hence, it is to an examination of these facts that we should turn.
Indicators of the tendency
What are the developments in the world capitalist system which, according to Frobel, Heinrichs and Kreye, suggest a tendency towards a new international division of labour? To start with the industrialized countries, they point, on the one hand, to the decrease in the real volume of employment, declining output, short time working, stagnating or declining real investment, increased mobility of workers across occupations due to rationalization, and the long-term fiscal crisis of the state. On the other, they suggest that investment originating from the Western industrialized countries has been steadily increasing, with an ever-increasing share going to the UDCs, and that individual firms are doing extremely well despite the 'crisis' in these economies through an expansion abroad, particularly in the developing countries. Secondly, according to them, a large number of unemployed in the UDCs is feeding a process of industrialization that is oriented to production for export, particularly to the developed capitalist countries, and is highly dependent on foreign companies and involves no complex industrial branches. Thirdly, the world economy displays a considerable degree of interdependence with 15 per cent of all commodities produced every year entering international trade. Though the industrialized countries handle 70 per cent of this trade and though the developing countries' exports to the industrialized nations still consist predominantly of raw materials, there has been in recent years a marked and steady increase in manufactures exported from developing countries. Fourthly, according to the Group, 'world trade is increasingly becoming a flow of commodities between plants of the same company spread throughout the world or at least a flow between companies and their partners in subcontracting arrangements' (p. 9). Finally, there has been a considerable degree of relocation of manufacturing activity from the north to the south as seen in the closing down and opening elsewhere of parts of manufacturing operations.5
While there can be little disagreement with the Group about the crisis in the developed capitalist world and the growing interdependence in the world economy, evidence for the rest of their observations is insufficient. For example, the wave of take-overs, mergers and liquidations in the developed capitalist countries goes against their statement that despite the crisis in these countries individual firms have been doing well. Further, most of their statements about developments in the UDCs and about relocation are yet to be backed up strongly with evidence. To be more specific, empirical backing for the following statements can be expected from them: (i) that there is a significant increase (relative to their industrialization) in industrial output directed towards exports in the UDCs, which is, or is tending to become, general in terms cr its distribution across countries and commodity groups; (ii) that imports of these commodities are significant enough in terms of the overall consumption of manufactures in the developed countries to have a major impact on employment; and (iii) that a part of these imports is under-taken by transnational corporations which have relocated production in the UDCs or have subcontracting arrangements with UDC producers.
On none of these points do Frobel et al provide any evidence. However, even a cursory examination of the data suggests that they do not support any unqualified statements on the so-called new international division of labour. Undoubtedly, in absolute terms and in terms of their share in the world exports of manufactures, manufactured exports from the UDCs have been rising over time. If we look at the less developed countries as defined by the UNC-TAD, it can be seen that in 1965 the total value of manufactured exports from these countries was 4.6 billion dollars or 4.5 per cent of the total world exports of similar products. By 1974, these figures had risen to 32.5 billion dollars and 7.1 per cent respectively.6 However, what needs to be noted is that the number of UDCs that benefited from this increase in exports was relatively small. Excluding petroleum products and non-ferrous metals, we find that of the total UDC manufactured exports of 27 billion dollars in 1976, nine countries (Hong Kong, Taiwan, South Korea, Mexico, Brazil, Yugoslavia, Singapore, India and Malaysia) accounted for 80 per cent of the total. Further, there is a fairly high degree of concentration even among these nine countries. The three best performers—Hong Kong, South Korea and Taiwan—accounted for nearly two-thirds of the manufactured exports of these countries. And if we include the other Southeast Asian nations (Singapore and Malaysia), they together accounted for nearly three-fourths. The corollary of this is that the ratio of manufactured exports to industrial production was high only in the case of an extremely small number of UDCs. The argument that the vast reserve army of labour in these countries feeds a process of industrialisation oriented to the export market is true only in the case of a few of UDCs which constitute a negligible proportion of UDCs as a whole. In short, the successful pursuit of export-oriented strategies of industrialization is an exception to the rule rather than the rule itself.
What can be said about the commodity composition of UDC exports? A study of the 50 most important commodities contributing to UDCs' export growth during 1970-76 indicated that traditional products like textiles and clothing were still the best performers in terms of absolute value increases. But the 12 fastest growing exports (which increased nine-fold or more in value terms) were either high technology, capital-intensive products (switchgear, telecommunications, vehicle parts, etc.) or high fashion traditional products like leather and fur clothes. However, the role of a low initial value in explaining these high growth rates is partly reflected in the fact that in the case of seven of these 12 products, UDC exports accounted for less than 10 per cent of developed countries' imports in 1976. Further, 80-90 per cent of the increase in exports in the case of clothing, engineering and light industry products came from the top eight UDC exporters (excluding Taiwan), whereas exports in areas like textiles, wood and furniture and processed food were widely distributed across the UDCs."7 Thus, while the figures in terms of broad categories indicate some diversification in UDC exports, this diversification is not yet significant in extent or important in terms of spread.
Finally, the non-importance of this 'growth' and 'diversification' in UDC manufactured exports from the point of view of the developed countries can be seen from the extent of penetration of OECD markets by developing country exports. The share of all UDCs (excluding European countries) in total OECD imports in 1977 came to only 8.2 per cent. In terms of commodity concentration, the penetration of newly industrializing countries (excluding India, but including South European countries) was significant only in the traditional commodities (clothing 39.1 per cent, wood and cork manufactures 23.8 per cent and leather 33.3 per cent), and not in the dynamic industries (electrical machinery 12.1 per cent, iron and steel 4.8 per cent, transport equipment 2.8 per cent, machinery other than electrical 2.8 per cent and chemicals 2.5 per cent).8
Thus, while it is true that UDC exports to the developed countries have been increasing in quantum and value and have also shown a degree of diversification, any 'disruption' of developed country markets by such exports still remains true only in the case of a few traditional products. Even to the extent that a potential threat exists in other areas it comes mainly from a handful of countries—the South-east Asian countries in particular. More precise explanations of their export performance have to be arrived at before advancing any argument that this is a tendency in the UDCs as a whole.
Moreover, while a number of underdeveloped countries encouraged by the 'growth miracles' in South Korea and Taiwan are adopting more 'liberal' export-based strategies of growth, recent trends indicate that the barriers to the expansion of manufactured exports from the Third World are in fact increasing over time. These barriers which are the result of developments in world trade, of reflex mechanisms on the part of capital in the developed capitalist countries and of conscious policies adopted by developed country governments, presage a worsening of the balance of payments situation in underdeveloped countries adopting more 'liberal' strategies of growth.
The most obvious constraint on the expansion of manufactured exports is the recession in the developed capitalist countries and the consequent slowing down of the rapid expansion in world trade witnessed during the 1950s and 1960s. The rate of growth of world trade during the period r953 to 1973 averaged 8 per cent per year, as compared to 0-9 per cent during 1913 to 1939 and 3-3 per cent during 1873 to 1913. The driving force behind this acceleration in the growth of world trade was the rapid growth in manufacturing production in the developed capitalist world which set up new demands and resulted in a sharp increase in the imports of manufactures by these countries.9 The effects of this unprecedented expansion were felt not only by the developed countries but spread to the UDCs as well. However, since the recession of 1974, the growth of world trade has tended to slow down considerably, and in 1981 world exports declined from the 1980 figure for the first time since the early 1950s. As a result manufactured exports from the underdeveloped countries have increased at a less rapid pace so that the prospects for industrial expansion based on exports in the case of the 'newcomers' who are attempting to emulate the growth experience of countries like South Korea are by all means bleak.
The impact of the capitalist crisis OP. Third World manufactured exports has been aggravated by the growing protectionism in the developed capitalist countries, aimed at protecting domestic industry in a recessionary environment. Besides setting up tariff barriers to prevent 'market disruption' in the case of a number of commodities, developed country governments have imposed quotas on imports from UDCs under the garb of orderly marketing arrangements. A typical example of this is the Multi-Fibre Agreement (MFA) covering cotton and non-cotton textiles which together still account for a major part of the manufactured exports of the UDCs. In practice the MFA has been used as a protectionist device by the developed capitalist countries (see below). What makes this experience with the MFA significant is that now similar agreements are being recommended for a number of other areas such as footwear, steel, transport equipment, mechanical and electrical engineering goods, electronics and ball bearings. In all these cases the attempt appears to be one of using the 'defensive' measure of protection to buy time for pursuing more 'offensive' strategies such as rationalization and automation that undermine the competitive advantage provided by low wages to the underdeveloped countries. It is this process of rationalization and automation, rather than imports from UDCs per se, that accounts for the slowing down/decline in the rate of growth of employment in areas 'threatened' by UDC exports.10
This offensive strategy of closing the disadvantage of the 'wages gap' obviously has significant implications for export-based strategies of industrialization in the UDCs. One element of such a strategy is the attempt to woo multinational corporations (MNCs) to set up offshore assembly units meant to serve the export market. However, if the tendency towards rationalization and automation in the developed countries persists, the very basis for such relocation (lower wage costs) is undermined. The possibility of such a development has increased considerably with the onset of the micro-electronics revolution which has sharply increased office productivity and vastly expanded the scope for computerized control of production operations. The effects of this have begun to reflect themselves in a number of industries and in particular in electronics, which is one of the areas in which underdeveloped countries have attempted to increase their exports by serving as locations for the off-shore operations of MNCs.11 Since the early 1960s the international semi-conductor industry has used cheap labour in the UDCs for the more labour-intensive stages (testing and assembly of chips) of its production process. Many UDCs have in fact adopted tax and investment laws to favour the establishment of such operations within their own borders. However, recent technological developments have led to the production of equipment for the automation of these highly labour-intensive operations. As a result, most of the firms involved in new ventures in the field of integrated circuits are no more considering the establishment of off-shore installations in low wage countries.
All these developments clearly point in one direction. Precisely at the time when the underdeveloped world is preparing for a 'second wave' of export-based growth, the prospects for such growth are at their lowest ebb. Thus while the current trends in manufactured exports from the UDCs do not warrant the conclusion that a 'new international division of labour' has emerged in the world economy, the possibility that such a division will emerge in the foreseeable future is by no means certain.
To conclude our discussion of the indicators of a tendency towards a new international division of labour, it is necessary to examine the sources of UDC export growth in terms of the ownership of capital. More specifically, it is necessary to assess the relative roles of foreign and domestic capital in the expansion of manufactured exports. According to an empirical assessment by Deepak Nayyar12, the share of transnational manufacturing firms in the export of manufacturers from selected UDCs was as follows: Hong Kong, 10 per cent (1972), Taiwan, at least 20 per cent (1971), South Korea, at least 15 per cent (1971), India, approx. 5 per cent (1970), and Mexico, 25 to 30 per cent (1970). More recent studies show that in the case of South Korea (28 per cent), Singapore (85 per cent), Mexico (34.1 per cent) and Brazil, the share is actually higher, though the same cannot be said of India. 13 Barring the case of Singapore, even these figures suggest that it is domestic capital that accounts for a major part of exports. Secondly, an examination of the share of majority-owned affiliates of U.S. companies in manufactured exports from UDCs between 1966 and 1974 shows that: (a) in Africa, the share increased rapidly in the late 1960s and stabilized thereafter; (b) in the Middle East, the share was small and relatively stable, and in the rest of Asia there appeared a slight decline in the early 1970s; and (c) in the case of Latin America where U.S. companies played a major role, the share of U.S. affiliates showed a 'marked and steady decline' from a peak level of 40 per cent reached in 1967.14 While a part of this might be explained by a shift in favour of minority ventures and European capital in foreign investment in Latin America, it does suggest a growing role for domestic capital in manufactured exports. Finally, another source of information on the role of multinational enterprises in UDC manufactured exports to the developed countries, is the evidence on imports into the U.S.A. under the off-shore assembly provisions. Between 1970 and 1976, while total manufactured exports by UDCs to the U.S.A. rose by 305 per cent, the value of processing in the UDCs for export to the U.S.A. rose by 530 per cent. However, such exports still constitute a small proportion of UDC manufactured exports (7.2 per cent in 1974) and show a high degree of concentration both in terms of origin and activity.15
Thus, the macro-level data on UDC export performance do not permit any assertion either on the possibility of an increasing spread of such exports in terms of commodities and countries, or on the trends in relocation and subcontracting by firms in the developed countries. What they point to is not a tendency towards a new international division of labour in which the UDCs can be treated as a group, but to a rapid growth of exports from a few UDCs whose export performance and 'success' in collaborations with multinationals need to be explained. Recent experiences in a number of UDCs (e.g. Sri Lanka) suggest that this explanation does not lie merely in the adoption of an 'export oriented strategy'. Nor is it to be found merely in the existence of a cheap labour force—a factor which is true of all UDCs. What needs to be investigated in any explanation of their success is the importance of the existence of a particular form of state and of the strategic role of these countries from the point of view of 'containing' the advance of socialism.
A critique of the case studies
If these are the conclusions which emerge from the macro-level data, is there anything in the detailed case studies presented by the Starnberg Group which points to such tendency? Three such studies are made on (i) the structural changes in the Federal German textile and garment industries which have been determined by developments in the world economy; (ii) production and employment outside the EEC by Federal German manufacturing industry, excluding the textile and garment industry; (iii) free production zones as an instance of world market-oriented production in UDCs. We shall not deal here with the third since it covers rather familiar ground on the nature of free production zones, working conditions in these zones, concessions provided by the government to induce investment in these zones, and so on. Since no additional information of importance on these zones (such as the significance of their exports in total world exports, the share in total foreign investment in the UDCs which is accounted for by these zones and the share of production in particular zones in total industrial production in the countries concerned) is provided, there is little that Case Study iii adds to our knowledge other than the fact that these zones constitute 'ideal-typical' sites for world market-oriented products and have been growing in number.
Of the remaining two case studies, it is Case Study ii that should interest us most, because the evidence provided earlier shows that there can be no dispute about the growing production of traditional goods like textiles in the UDCs (though the same cannot be said about the role of transnationals in such production). So we start with Case Study ii on the advance of the new international division of labour as reflected in employment abroad by Federal German companies. The authors themselves attach some importance to this case, for the tendency towards a new international division of labour would be established if it can be shown that (a) production abroad is not merely confined to a few branches which are ripe for relocation, but can also be found in industries which play a central role in domestic production; (b) companies of all sizes are setting up production abroad (p. 184), since even the smaller companies are forced by the changed conditions for the valorization of capital to reorganize production on an international scale. 16
Employment abroad by Federal German companies
What are the results that this case study yields? To start with, export of capital from Federal Germany has displayed a strong up-ward trend; while in 1961 it amounted to DM 3,291 million, it rose to DM 8,326 million in 1966, DM 19,932 million in 1971 and DM 47,048 million in 1976. Though a part of this investment would be in the services sector, the figures do suggest a substantial increase in production abroad. A survey of 602 companies known to be involved in such production showed that they had 1960 manufacturing subsidiaries outside the EEC during the period 1961 to 1976. These subsidiaries had an impressive spread in terms of the sectors of involvement: 502 were in chemicals, 368 in mechanical engineering, 231 in electrical engineering, 177 in ferrous and non-ferrous metals, 176 in precision engineering and optics, 168 in other manufacturing industries, 48 in vehicle building, 46 in stone glass and ceramics, 31 in engineering and mining, and 13 in forestry and agriculture.
There is reason to believe that the employment abroad by these Federal German subsidiaries was substantial relative to domestic employment in manufacturing and that such employment is increasing over time. Frobel, Heinrichs and Kreye estimate that in 1975 total foreign employment of the Federal German productive industry amounted to 1.5-1.6 million workers (as compared to 7.30 million in Federal Germany itself). Further, figures available for 87 out of these 602 companies show that the ratio of workers employed abroad to total employment, domestic and foreign, increased from 7.9 per cent in 1961 to 11.5 per cent in 1966, 19.5 per cent in 1971 and 27.3 per cent in 1974.
That there has been a striking increase in production and employment abroad in a wide range of manufactured goods by Federal German companies is thus 'uncontestable'. But this in itself does not establish the tendency towards a new international division of labour for a number of reasons. Firstly, as mentioned earlier, such increase in production abroad should be true not only of large companies but also of small companies, since both are forced to reorganize production on an international scale. Secondly, investment abroad should largely be in the developing countries which are the new production sites for world market-oriented production. Thirdly, as Frobel et al point out, foreign production can be broken down into (a) that for local markets in the country or region concerned; (b) that for the 'unrestricted world market', particularly in the developed world; and (c) that for the Federal German market in particular. Strictly speaking, it is only the last two categories that can be identified as being indicative of a new international division of labour; so their share in production abroad should be increasing over time. Finally, such production abroad should be accompanied by a closing down of production facilities in Federal Germany or at least a fall in employment which can be causally related to rising foreign investment. On none of these counts does the evidence adduced by the authors corroborate the tendency towards a new international division of labour; in fact, it most often suggests the contrary.
To start with, there is no evidence to suggest that transnationally organized production forces capitals of all sizes to establish production abroad. The statement made by the authors that smaller producers account for almost half of the subsidiaries of Federal German companies abroad (with a total of 823) is based on a specific definition of what constitutes a small producer—viz. a firm with four subsidiaries or less. But this is only to identify them as small relative to the giant multinationals who have 20 subsidiaries or more. How small are they relative to the large mass of German producers who may not be involved in foreign production at all? No attempt is made to arrive at such an assessment. However, their own study indicates that only one per cent of 'small' companies in Federal Germany are involved in production abroad. It is possible that a redefinition of what constitutes 'small' would put this one per cent also in the 'large' category.
What is more interesting, however, is that those companies which did invest abroad did not do so for world-market oriented production. According to the evidence collected in the course of the survey conducted by the authors, Federal German companies are engaged in production (outside the EEC and excluding textiles and garments) in 77 countries. Forty-one out of these 77 countries have only between one and four German subsidiaries, and another seven countries between five and nine. The concentration in a few countries is illustrated by the fact that there are 819 subsidiaries in the four countries which have over 100 (Brazil, Spain, U.S.A. and Austria), and a further five have 50 or more (South Africa, India, Switzerland, Mexico and Argentina). These nine countries account for 1181 out of the 1760 subsidiaries.
The evidence thus appears strikingly contrary to what we should expect on the basis of the supposed tendency towards a new international division of labour. Four industrial countries account for about 40 per cent of the total number of Federal German subsidiaries abroad and another 27 per cent is accounted for by countries which are by no means typical examples of the export-oriented strategy of industrialization. Further, the distribution of subsidiaries between industrial and underdeveloped countries changed only slowly between 1961 and 1976 (3.1 per cent), with the same sectors being represented to equal degrees in both countries. The figures on distribution of investment abroad (in 1976) are even more revealing. Only 30 per cent of Federal German investment was in UDCs, though they accounted for about 70 per cent of employment by Federal German companies outside the EEC.
What implications do the authors derive from these facts for their argument regarding the tendency towards a new international division of labour? The facts as presented seem to call for a reworking of the argument at least, if not for its rejection. Surprisingly, Frobel et al seem to find proof for the argument in the very same facts. They sum up the evidence in the following words:
A vigorous and fairly steady expansion of manufacturing abroad is a clear indication of the growing effectiveness of the new conditions for the world-wide valorisation of capital... there are for example not only individual countries but in fact whole regions in which Federal German companies did not begin their own manufacturing units until the end of the 1960s or the begining of the 1970s. The new sites should be seen as a clear indication of the impact of the new conditions for the valorisation of capital, regardless of whether they are to be found in the Mediterranean region or South East Asia. The same can be said of the fact that a country such as the U.S.A.has begun to exhibit a strongly growing Federal German manufacturing presence in the last few years (p. 209).
The basis for this confidence is nowhere apparent. At one point the authors suggest that in assessing the nature of foreign investment by Federal German companies, 'it should be borne in mind that the main centres of globally integrated industrial production looked at as a whole diverge from those of Federal German companies'. That is, Germany is more of an exception, making the case study a meaningless exercise. Though it may not establish the tendency towards a new international division of labour, it does not negate it either. However, till such time as the tendency is established by some other evidence, the statement about Germany's exceptional character remains a mere belief. Hence the authors back up their arguments with the following assertion: The fact that production can also be shifted to the traditional sites of industrial production does not contradict the tendency towards a new international division of labour, but is in fact itself an expression of the massive reflexive effect which the tendency is already having on the conditions for the valorization of capital at the traditional industrial sites....' (p. 211). The chronic unemployment that such relocation generated is supposed to have exerted a downward pressure on wages and resulted in government policies aimed at encouraging industrial investment. This, combined with the existence of sufficient skilled and non-unionized labour ,'political stability' and the importance of the U.S. domestic market, has ostensibly made the U.S. a more 'competitive' site for production. Hence 'the present day conditions for the valorization of capital in the U.S.A. have to be understood as an expression of an advanced phase in the development of a new international division of labour' (p. 251). The structure of the reasoning, it must be noted, remains the same; evidence to the contrary is taken as proof of a tendency that is yet to be established, by assuming that it reflects a reaction to the tendency itself.
There can be only two responses to such argumentation on the part of the reader, neither of which is favourable to the Starnberg Group. The first is to dismiss it as an assertion that is nowhere validated by them. That makes the large share of West German in-vestment in the traditional sites of industrial production a factor that undermines the significance of the tendency towards a so-called new international division of labour. The second is to accept their assertions about the factors underlying West German investments in the U.S.A., and argue that the very process of emergence of a new international division of labour (if any such exists) sets up counteracting forces which neutralize such tendency. Given our earlier discussion on UDC export of manufactures, which showed that the new international division of labour had not yet realized itself in any significant sense, what the latter position amounts to is the view that the importance of the U.S.A. as a site for Federal German production is not an expression of an advanced phase of the new international division of labour but proof of the non-realizability in practice of such a division.
But this is not all. Even to the extent that Federal German foreign investment is undertaken in the UDCs, such investment does not correspond to what one should expect on the basis of a presumed tendency towards the new international division of labour. The operation of such a tendency would imply that a large part of this investment would be directed towards 'world-market oriented production'. There is no overall evidence which the authors present in this regard and the stray evidence they do produce for individual countries does not suggest that export production is the major aim of foreign investment in the case of Federal German companies. Rather, such investment appears to be overwhelmingly directed towards local or regional markets. That is, it appears as a response to the strategy of import-subsititution growth, where foreign capital jumps tariff walls by establishing production in the UDCs.
But even this does not contradict their thesis, according to Frobel et al, for two reasons. Firstly, the replacement of domestic production by export-oriented production by Federal German firms is not necessarily restricted to relocation of production in the narrow sense—that is, relocation for production for the Federal German market. Secondly, any factory initally set up for import-substitution purposes can always turn to export-production—that is, any 'national factory' can also become a world-market factory.
The above position is obviously unacceptable. It .fails to distinguish between the different stimuli to foreign investment, in one case it is essentially the existence of tariffs, which places those companies producing internally at an advantage, that stimulates investment, whereas in the other case the advantages to be derived from the utilization of cheap labour are the main consideration. If the two types of investment are equated then there is nothing 'new' about the new international division of labour, since foreign investment behind tariff barriers in the UDCs is a phenomenon which has existed since the Great Depression. The only phenomena which are new are those developments with regard to technology which the Starnberg Group defines as the preconditions for the new international division of labour. In brief, taking import-substitution industrialization as part of the new tendency reduces the argument of the authors to a mere redefinition of the nature of industrial growth in the UDCs—a redefinition which is nowhere justified. Finally, most firms established in collaboration with foreign capital to exploit the domestic market in the UDCs are prohibited from exporting their output by the terms of the collaboration agreement, or the areas to which they are permitted to export are restricted. In such a situation it is insufficient for the authors to have spoken of the possibility of 'national factories' being converted into 'world market factories'; it is not the possibility that is in question, rather it is the realization of this possibility, and they have little to offer on that.
To conclude our assessment of the case study on foreign investment by Federal German companies, it is necessary to state that even if we accept the reasoning of the authors about the nature and extent of foreign investment in the UDCs, there is no way they can establish that because of such investment, unemployment has been growing in Federal Germany. The number of persons employed in Federal German manufacturing industry increased from 7,608,000 in 1967 to 8,115,000 in 1973 and then fell to 7,816,000 in 1974, to 7,246,000 in 1975 and to 7,192,000 in 1976. That is, while the tendency towards a new international division of labour is supposed to have been operative from the early 1960s itself, employment fell only after 1973. There are two points to be made in this connection. Firstly, besides imports from the UDCs, one factor which is known to affect employment levels in the developed capitalist countries is the massive wave of rationalization in the 1960s and 1970s. In the case of the Federal Republic of Germany it has been estimated that between 1962 and 1975, while imports from less developed countries displaced 133,000 jobs, 6.5 million workers were displaced by increases in labour productivity and 1.6 million by imports from other sources.17 Secondly, when a process of rapid rationalization is accompanied by a slow growth in the market, the net effect would be such as to result in an absolute fall in employment. It is this, rather than a relocation of production that explains the sharp fall in employment after 1973, when recession set in in the developed capitalist world. Thus, even though the figures on employment suggest a sharp drop at home and a marked increase abroad over time, there are no reasons, a priori or otherwise, to argue that the two trends are causally related.
To sum up, the evidence provided in the case study on Federal German employment abroad by no means establishes the tendency towards a new international division of labour. Rather, much of the evidence is to the contrary, and is 'explained' as being the result of reflexive responses to the tendency, which in itself remains a premise. That is, while the specific definition of capitalism and the analytical structure of the Starnberg Group are justified in terms of their ability to provide a coherent interpretation of developments in the world economy, these developments which go contrary to expectations are explained as responses to tendencies deduced from their premises on an a priori basis. The reader is left midway between theory and fact, with no reason to accept the former and no complete explanation for the latter. Let us now turn to the case study on the textile industry and examine how far it supports the thesis of a tendency towards a new international division of labour.
Developments in the Federal German textile and garment industry
In the case of the textile and garment industries, between 1960 and 1975 output and employment grew faster in the UDCs than in the industrialized countries. In fact, in the textile industry, employment declined absolutely in the developed countries. This fall in employment in textiles had already begun by the 1960s and accelerated after 1971. However, in the garment industry (as in the case of industry as a whole) the decline began only in the early 1970s. In the net, employment in the fields of textiles and clothing fell by 18 per cent in the EEC and by 37 per cent in Federal Germany between 1965 and 1974.
This increase in unemployment is, according to the Starnberg Group, to be explained partly by increased imports from the UDCs and partly by investment in rationalization. The share of the 'developing countries' in the total world exports of textiles and clothing increased from 15.7 per cent in 1963 to 23.2 per cent in 1975, with the change being much less significant in the case of textiles (15 per cent in 1966 and 17.8 per cent in 1975) than in clothing (14.5 per cent in 1966 and 32.9 per cent in 1975). In the case of Federal Germany alone, the EEC's share of imports of textiles and clothing fell between 1962 and 1976, whereas the share corning from the less developed countries and the centrally planned economies (CPE) increased over the same period, for textiles from 15 to 32 per cent, and for clothing from 24 to 65 per cent. This rapid increase in imports from the UDCs and CPEs was accompanied by an increased trade deficit in clothing and textiles, which, it is argued, curtailed domestic employment to a certain extent. Further, even in the case of that part of the decline which is due to rationalization, it is to a certain degree attributable to developments in the world economy, because the accelerated pace of rationalization is itself a means of remaining competitive in the international market. Thus, it appears that the shift of production from the 'centre' to the 'periphery' resulted in growing unemployment in the developed countries.18
All this would add up to proof of a tendency towards a new international division of labour in the case of textiles, if it can also be shown that : (a) exports constitute a significant and increasing proportion of textile production in the UDCs, i.e. they are pursuing a strategy of export-oriented industrialization in this area; (b) this trend is true of a significantly large number of UDCs; (c) the increase in exports from the UDCs constitutes a major proportion of consumption in the developed capitalist countries; (d) a large part of these exports is accounted for by multinational companies operating in these countries or by subcontracting arrangements between developed country producers and UDC suppliers; (e) such increases in exports explain the decline in employment in the textile industry in the developed countries; and (0 responses of the industrial countries to the growing imports from the UDCs have not acted as a significant countervailing influence to the new international division of labour.
A look at the performance of developing countries in the field of textile exports indicates that it coincides with their performance with regard to manufactured exports as a whole. The 'Asian majors' constituted by South Korea, Hong Kong and one other Asian country, accounted for 77 per cent of clothing exports and 47 per cent of textile exports in 1968. By 1976, these shares had not changed significantly, with the figures being 74 and 42 per cent respectively.19 In the case of these countries, exports undoubtedly accounted for an important share of their production, with South Korea exporting 38 per cent of its textile output. Further, foreign capital, particularly Japanese capital, has played an important role in placing these countries on the world textile map.20 Besides the 'Asian majors', there are six other intermediate UDC producers that have a major share of world exports. This group of six, constituted by India, Pakistan, Turkey, Egypt, Brazil and Mexico, are all major cotton producers and accounted for 57 per cent of the textile exports from the developing countries in the mid-1960s. In many of these countries state aid and encouragement, rather than multinational support, have been responsible for the growth of the textile industry. Initially this growth was based on the domestic market. Once they had consolidated their industry, they entered the world market, based on their cheap labour power and on aid from the state. In the case of clothing (and footwear) exports from Brazil and Mexico, multinationals have played an important role with foreign owned firms accounting for 57.7 and 34 .1 per cent of their exports, as compared to 1.6 and 1 .4 per cent in the case of textiles.21 In all other developing countries the main preoccupation is with protecting their domestic markets and developing an indigenous textile industry.
Thus, though the UDCs account for a substantial share of world exports of textiles and clothing and multinationals have played some role in bringing about this situation, the tendency towards export-based growth is true only of a few UDCs. The growing share of UDCs in world output and employment in textiles is to be attributed largely to the pursuit of import-substitution policies rather than to any tendency towards the relocation of industries from the 'centre' to the 'periphery'. And in the case of countries like Egypt and India, a strong indigenous industry which evolved through a process of state-aided import substitution, rather than collaboration with multinationals, is the source of exports.
However, it is true that in the case of clothing at least, developing country exports account for a significant proportion of imports into the developed capitalist countries. But this, it must be noted, did not imply that they accounted for a major share of consumption in the developed capitalist countries. In 1975, clothing imports from the UDCs accounted for 8.6 per cent of developed country markets as compared to 1.0 per cent in 1959-60, while the figures were 3.3 per cent and 1.6 per cent respectively, in the case of textiles.22 How important have relocation and subcontracting been in determining this trend in exports? Frobel et al attempt to answer this question by a more detailed study of imports of textiles and clothing into Federal Germany. Clothing imports originated primarily in the Mediterranean countries and in South-east and East Asia. Imports from Greece and South Korea, and also (with a relatively low absolute volume) from Malta and Tunisia displayed high rates of growth. On the whole, there was a considerable degree of countrywise concentration: the seven most important developing countries (including Yugoslavia) in terms of exports to Federal Germany accounted in 1975 for about 70 per cent of textile imports and almost 85 per cent of clothing imports from the UDCs.
In these imports subcontracting played a rather significant role, accounting for 14 per cent of all clothing imports.23 In 1975, 14 per cent of all fabric exports and 6 per cent of all clothing exports from Federal Germany were for the purpose of subcontracting. In addition to subcontracting, the authors assume that a considerable portion of textile and clothing imports is from Federal German companies abroad. Hence, a useful index of the extent of relocation, according to them, is the extent of Federal German employment abroad in the textile and garment industries. In 1974, out of every 100 employees working abroad and in the garment industry, the figure was 10. This only takes into account employment where the Federal German capital share is 25 per cent. Adding 20 per cent to this figure and the additional employment generated abroad through subcontracting, in 1974-75 the Federal German textile and garment industries employed at least 57,000 employees abroad as compared to 605,000 in Federal Germany itself. How marry of these employees were involved in production for the Federal German market itself? According to the case study, 'in 1974-75 just over half of the foreign production facilities of the Federal German textile industry, with around 11,000 employees, and over two-thirds of the production facilities of the Federal German garment industry, with around 18,500 employees, were producing overwhelmingly or exclusively for the Federal German markets' (p. 116). Thus, at least in the case of textiles, the evidence on relocation seems to be clear, even though it is restricted to a few countries.
The question to be answered, therefore, is whether the increase in imports from the UDCs, in which relocation playes a major part, explains the falling employment in the Federal German textiles and garment industry. According to the authors, it does. Undoubtedly, both increases in productivity and the rising import surplus explain declining employment but (i) about half of the decline in employment in the garment industry between 1967 and 1975 and a quarter in the textile industry during the same period are directly attributable to the import surplus; (ii) the inability to absorb the labour rendered surplus through rationalization by an expansion of capacity is because of the insufficient growth of demand for the products of domestic industry, which itself is due to rising imports; (iii) an accelerated pace of rationalization is itself a means of increasing competitiveness on the international market, so that part of the loss of jobs due to increasing productivity is explained by factors originating on world markets. Thus, according to the authors, a substantial part of the decline in employment in the Federal German textile and garment industries is due to the tendency towards an international division of labour.
There are a number of objections which can be raised here: To start with, the Starnberg Group's method of estimating the decline in employment attributable to the trade deficit is by no means beyond question.24 Alternative estimates provided by the World-Bank suggest that the number of industrial jobs lost as a consequence of imports from developing countries has been small compared to lay-offs stemming from technological innovations, faltering demand and competition among developed countries. In Federal Germany it has been estimated that 50 times as many jobs were lost between 1962 and 1975 as a result of increases in labour productivity than through imports from developing countries.25 This is supported by the fact that though imports have been more persistent, employment in the clothing industry has been falling only since the early 1970s. But can the decline in employment due to rationalization be attributed to imports? Only if we take the rate of growth of consumption as given: Rationalization undoubtedly occurs in response to rising imports based on cheap labour, and is merely a reflection either of competition between capitalists of two nations, or between those of the same nationality, some of whom are relocating production and others attempting to remain competitive despite higher wages through raising productivity. If the latter strategy implies unemployment, that is only because, given a certain rate of growth of imports, the market fails to expand at a pace sufficient enough to absorb the displaced labour by expanding capacity. And it is the rate of growth of imports which has to be taken as given, since it is controlled to a significant degree by the state through 'orderly' or 'voluntary' marketing arrangements j open protectionism, and so on. In Federal Germany the real annual rate of growth of domestic consumption between 1967 and 1075 was 3 per cent in the case of garments and 2 per cent in the case of textiles, while productivity in the textile industry grew by 57 per cent in the first seven years of the 1970s (as compared to 26 per cent for industry as a whole). 26 The point that is being made here needs to be stressed: while growing conflict in the international economy is resulting in major technological changes (among other things), the slow growth or 'crisis' in the developed world is shifting the burden of this conflict onto the large mass of workers.
Finally, it needs to be noted that the combination of protectionist policies and accelerated rationalization is, if anything, undermining the tendency towards a new international division of labour even in textiles. Even as early as the 1950s when India, Japan and later Hong Kong began to emerge as important exporters of textiles, the U.S.A. and the U.K. negotiated supposedly 'voluntary' export restraints with them. Similarly, despite comfortable balance of payments position, countries like France and West Germany greatly restricted the imports of cotton textiles from the UDCs. Theargument advanced in favour of these restrictions was that imports from low-wage countries would disrupt developed country markets. As of 1962 these restraints on UDC exports to the industrial countries were formalised within the framework of the Long Term Arrangement for International Trade in Cotton Textiles (LTA). Negotiated intially for five years, the LTA was eventually extended till 1973. By that time man-made fibre exports from the UDCs had also become important so that the LTA was replaced by the Multi-Fibre Arrangement (MFA). On paper; the LTA was ostensibly aimed at an 'orderly' but steady expansion of the trade in cotton textile, with the annual rate of expansion being such that it would permit the developed countries to restructure their industries prior to liberalizing imports gradually. In practice;, however, these agreements have turned out to be devices for permanent protection. Article 3 or the LTA gave importing countries a unilateral right to impose quotas if increasing imports threatened to disrupt their domestic market. Within three years of the LTA coming into force, the U.S.A. imposed quotas on imports from most UDCs. So did the EEC and Britain. In 1978, the extension of the MFA to 1981 saw the EEC negotiating and imposing more comprehensive and limiting agreements on the UDCs. In the net, therefore, the LTA and MFA have served to limit the expansion of international trade in textiles.
But this is not all. Behind the protectionist barriers afforded by such agreements, firms in the developed capitalist countries have been pursuing a policy of accelerated rationalization'. The rapid pace of such rationalization is reflected in a sharp increase in the investment per worker in the textile industry, which was earlier considered a labout-intensive activity. And the process of growing capital intensity still continues; Current trends are towards the use of self-programming robotic arms for cutting and computerized systems for designing, producing patterns and monitoring quality. As a result, it is forecast that by the year 2000 textiles production will be so capital-intensive that labour cost will no longer play the decisive role in total product cost that it does today.27 Hence even if in the future the developed capitalist countries do away with protectionist barriers there is no guarantee that the UDGs would be in a position to compete successfully in the developed country markets. That is, the very process of evolution of the new international division of labour has resulted in responses on the part of developed country governments and individual firms that in fact act as countervailing forces to the realization of this division.
Conclusion
Thus while the textile industry is the only instance where the indications of a tendency towards a new international division of labour are seen in any significant sense, the recognition of such a tendency does not mean a complete acceptance of the argument of the Starnberg Group even for that case. In the first instance, their argument has to be modified to take into consideration the role of relatively independent capitalist sections (like the Indian capitalist class) in the realization of such a tendeny. That is, the stimulus to such a tendency is not merely the strategies of particular multinational companies in the face of changed technological conditions, but also the relative strength in particular areas of sections of the bourgeoisie in the UDCs. Secondly, the existence of such a tendency does not by itself explain even the rising unemployment in the developed capitalist countries, let alone providing an explanation of the current crisis of capitalism as the Starnberg Group tends to argue. And finally, the response to the tendency has resulted in the emergence of countervailing factors that foreclose the full realization of the tendency itself
As far as the manufacturing sector as a whole is concerned, even the above modified statement cannot be accepted. Undoubtedly there are products other than textiles in whose case the UDC share of world exports is rising, partly as a result of relocation by multinational companies and partly as a result of the growing competitiveness of indigenous capital from a few UDCs in these areas. But this is significant neither in terms of its spread across UDCs nor in terms of the total market in the developed countries. Further, there is sufficient evidence that even as this new international division of labour is realizing itself a number of counteracting tendencies have set in that limit the possibilities of the former. If the statement they are making is simply that given a sufficiently long period of time a number of UDCs would develop an important manufacturing sector, then there is no dispute—in fact, it hardly amounts to saying anything. But if they are arguing, as it appears they are, for a major shift led by multinationals in the share of world industrial production which is already under way, then there is sufficient reason to doubt that possibility. In fact, such argumentation can be based only on two factors: (i) a form of inverted reasoning; and (ii) a neglect of all conflicts in the international arena, in particular conflicts between imperialism and the capitalist class in UDCs, between imperialist nations themselves and between labour and capital in the developed capitalist countries.
The inverted reasoning that the Starnberg Group resorts to is one in which exceptions are taken as proof of the rule. If there has been a noticeable increase in the share of UDCs in world exports of manufactures which is accounted for by a handful of countries, and in particular by five South-east Asian nations, then these are not exceptions that need to be explained in terms of their specific historical experience; they supposedly prove a tendency towards rising manufactured exports from UDCs as a whole. If the Federal German experience with employment abroad does not tally with the expectations based on a presumed tendency towards a new international division of labour, then this does not disprove the operation but is only because 'the main centres of globally integrated industrial production looked at as a whole diverge from those of Federal German companies'. That is, Federal Germany is an exception and thereby proves the rule. If a large part of Federal German investment is directed towards the developed capitalist countries and not the UDCs, it does not dispute the argument of the Starnberg Group but is a reflection of the reaction to the advance of the new international division of labour. Finally, if textiles is the only case that corresponds at all to the tendency towards such a division, this is not because of the specific character of this industry, but only shows that it has to be true elsewhere as well.
The methodological weakness lies in stretching what is ceteris paribus a possibility in the international economy, or a mere truism, to its logical conclusion. But such reasoning neglects the context in which a logical possibility can or cannot realize itself, a context characterized by the existence of classes and national states. Once this context is taken into consideration what emerges in the forefront is not the tendency towards a new international division of labour, but the fact that the very possibility of such a tendency results in greater conflict in the international arena. The attempt by particular multinational companies to relocate industry in the UDCs generates and strengthens an indigenous capitalist class that stakes its claim to a share of the profits, sets up reflex mechanisms on the part of other capitals in the developed countries to protect their traditional markets (accelerated rationalization), leads to a growing offensive on the part of the working class in the developed countries to protect their opportunities for employment, forces the state in the developed countries to protect domestic markets in the interests of the capitalist class as a whole, and so on. These developments effectively curtail to a substantial degree the realization of what is a logical possibility. To neglect such developments or possibilities is to neglect the stuff of which history is made. It is to analyse a hypothetical 'world economy' which does not correspond to any known capitalist reality.
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Imperialism—New Circumstances, New Tactics
B.T. Ranadive
World imperialism is facing a qualitatively different situation in the post-Second World War period. Its economic strength, the strength of the monopolies behind it, their control over state power, and their economic grip over other countries would appear to have immensely increased. In the economic sphere the transnationals appear to reign supreme. Yet the system is corroded by internal contradictions and is face to face with problems which were not so active in the earlier days of its expansion or were not present at all. These contradictions have been intensified because of the crisis of the capitalist economy.
The new circumstances facing imperialism are (1) consideration of the socialist system with one-third of the world out of bounds for imperialism; (2) the collapse of the colonial system under which vast territories and countries were held under the direct rule of imperialist powers; (3) growing rise in consciousness of the working class in metropolitan countries.
Fear of revolution
Fear of the advancing socialist camp, fear of revolution in newly-liberated countries and their breaking away from the world capitalist market, and fear of working-class advance in metropolitan countries, have influenced the tactics of imperialism in this period. Neocolonialism is part of this change in tactics. Another feature of the new situation is that one imperialist power, the U.S.A., is far more powerful than all the rest put together. Two rivals were vanquished; two others were battered in the last war with their productive and financial powers curtailed. With the passage of time, however, this supremacy was bound to lead to intensified rivalries owing to uneven development as anticipated by Lenin.
Imperialism retains all the characteristics pointed out by Lenin. The strength of monopolies, the fusion of the state and the monopolies in the new incarnation of the transnational, the export of capital, the failure to use the full productive capacities of the industrial-technical revolution, the drift towards war and global domination, the search for weapons and markets—all these features continue as before. But the forcible repartitioning of the world has become difficult. Also it has become difficult to automatically pass on the burdens of the crisis to the former colonies after their independence.
Fearful of the strengthened socialist system, imperialist powers spend huge amounts on military and defence expenditure introducing distortions into the economy and intensifying and prolonging the crisis. Spending on unproductive military expenditure has no doubt been used in the past also as a weapon to steady the economy and secure immediate relief from the crisis. But now it has become a permanent feature and is considered as a measure of national security. National security is advanced as an excuse to prepare for the most devastating war in human history. In 1980 alone the Atlantic partners spent almost 225 billion dollars on military preparations. The U.S. defence budget exceeded 100 billion dollars in 1976. By 1980 it reached 145 billion. For 1982 it was set by Carter at 200 billion, and raised by Reagan to 227 billion dollars. These burdens in the midst of a fall in real wages of workers and loss of jobs have intensified all the social contradictions in the capitalist countries.
Trade in arms and armaments has assumed unprecedented importance in the present period. All the imperialist countries, monopolies connected with the death trade, vie with one another to supply arms to counter-revolutionary reactionary governments of Third World countries. They use national animosities among the newly-developed countries to incite wars amongst them and reap huge profits. It is known that such profits are calculated in billions of dollars. These rivalries extend over the supply of nuclear plants also. While the U.S.A. seeks banning of nuclear proliferation, France supplies a whole plant to Pakistan; the U.S.A. also sees to it that the Iraqi plant is blown up by the Israelis.
The increased military expenditure, the stress on weapons of mass destruction and the trade in armaments, again mark out imperialism as an anti-social destructive agency which for its continuance must claim the lives of millions. The military industrial complex that finally rules the roost takes recourse to growing militarization of the economy. Existence of imperialism creates the danger of war.
Capital exports and inner contradictions
Increased capital exports dominate the scene as they did earlier. 'Export of capital is the most dynamic sphere of international economic relations.' According to a publication of the Institute of World Economy of the U.S.S.R. Academy of Sciences, on the eve of the First World War long-term foreign investments of the major capita1 exporters were estimated at 36,300 million dollars, while on the eve of Second World War they increased to 53,000 million dollars, and by 1975 to 475,000 million dollars. Between 1897 and 1975 the U.S. overseas investments grew on an average eight times as compared to its commodity exports. There are certain special features of the export capital at present; state exports of capital have increased; capital exports to developed countries have acquired importance.
The fact of substantial capital exports to developed countries has always been used, erroneously, as one of the standard arguments to refute Lenin's emphasis on the export of capital in his analysis of imperialism. Such arguments are a misrepresentation, for Lenin in fact draws particular attention to this aspect of imperialist policy towards developed countries in his criticism of Kautsky. Citing Kautsky's definition of imperialism—'Imperialism is a product of highly developed industrial capitalism. It consists in the striving of every industrial capitalist nation to bring under its control or to annex large areas of agrarian territory irrespective of what nations inhabit it'— Lenin comments: 'Imperialism is a striving for annexation—this is what the political part of Kautsky's definition amounts to. It is correct, but very incomplete, for politically imperialism is in general a striving towards violence and reaction.... the inaccuracies in Kautsky's definition are glaring. The characteristic feature of imperialism is not industrial but finance capital.... the characteristic feature of imperialism is that it strives to annex not only agrarian territories but even most highly industrialized regions (German appetite for Belgium, French appetite for Lorraine).’1
By the start of 1980, U.S. investments in Western Europe were almost three times greater than Europe's overseas investments. In 1979 the IBM subsidiaries sold products in Western European countries to the tune of almost 9 billion dollars, seven times more than the market sales of its biggest competitors in Western Europe. This export of capital to developed countries and the supreme position of the U.S.A. has led to sharper inter-imperialist contradictions and conflicts between transnationals. The conflict has been sharpened with the rise of two rival economic power centres, the EEC and Japan.
In the late 1970s the share of the United States in the capitalist world's industrial production was 30.9 per cent, whereas that of Western Europe was 35.4 per cent. Western Europe now accounts for up to half of the total trade turn over of the capitalist countries. In 1979 it exported commodities to the sum of 222 billion dollars while U.S. exports amounted to 182 billion dollars. In 1980 Japan exported to the EEC countries 29 per cent more automobiles than in 1979, bringing its total auto sales there to 3 billion dollars. Japan has cornered a quarter of the car market in the United States and is challenging the U.S. superiority in as advanced a field as the manufacture of mini-computers.
From 1973 to the end of the 70s Japan's capital investments in the Southeast Asian region increased almost four times, reaching 5.79 billion dollars by the end of 1979. At present it accounts for 33 per cent of all foreign capital investments there. The U.S. share is only 23 per cent. In passing it may be noted that Japan's rapid rise as a serious competitor of both the U.S.A. and EEC is itself due to conditions imposed upon her by imperialist rivals, especially the U.S.A. As part of the treaty conditions and post-war settlement; Japan was debarred from military expenditure, except what was required for internal security. She was prohibited from rearming. This left huge sums from the profits of the monopolies to be diverted to economic rebuilding, producing the Japanese miracle now so in-convenient to her Western partners. Now the U.S.A. is demanding that Japan must spend big sums on armaments to relieve her burden.
West European countries including Germany fear that Japan and the U.S.A. together might endanger the European car industry. They are alarmed by the reports that the U.S. is planning to invest some 80 billion dollars by 1985 in the U.S. auto industry now going through a period of depression.
The conficts and rivalries arising out of these developments were growing over the last few years. This could be seen on a series of questions of policy—the monetary system, tariff measures against imports from rival countries, role of gold in the international payments system, special drawing rights, attitude to oil-producing countries, and on the question of military alliances.
Division on world issues
Today these conficts have sharpened further. There is intense rivalry for securing an advantageous position in matters of exchange rates, energy resources, export markets and capital exports. Protective tariffs, quotas and several other measures are used against each' other by the competitors. In recent years the conflict between the U.S.A. and Western rivals led to a greater pressure for detente leading to the Helsinki agreement. The rivals declined to accept the armament burdens in the name of security. The attempt of U.S. imperialism to knock up an alliance endorsing its aggressive designs failed.
But again now, in the face of the crisis, some powers like Britain and the F.R.G. are supporting the new U.S. policy of aggression, Britain goes the whole hog and supports the U.S. plan to extend the scope of NATO to include the Persian Gulf. But others do not agree. They question the U.S.A.'s attempt to rescue its hostages in Iran, also the Israeli attack on Iraq, and decline to join the U.S.A in making Afghanistan a hot issue. They clash on the questions of Salvador, Angola, West Asia.
Apart from this the situation leads to intense measures against each other in the economic field. The U.S.A.'s high rates of interest have led to protests as these are affecting the economies of her rivals. These rivals on their part sign agreements not liked by the U.S.A. and help those whom the U.S. would like left alone. They clash at World Bank and IMF meetings and on the North-South dialogue. They render armed help to rival contestants in Third World countries and carry on war by proxy. This leads to rivalry and counterbalancing tactics in dealing with other countries and the developing countries, lessening the impact of the united imperialist bloc facing the developing countries.
The sharp rivalry of the present once more disproves the Kautskian thesis of ultra-imperialism—unity of international finance capital. Kautsky wrote: 'Cannot the present imperialist policy be supplanted by a new, ultra-imperialist policy, which will introduce the joint exploitation of the world by internationally united finance capital in place of the mutual rivalries of national finance capitals? Such a new phase of capitalism is at any rate conceivable.' Lenin commented that 'the notorious theory of ultra-imperialism invented by Kautsky is just as reactionary.’2This is because the only conceivable basis under capitalism for the division of spheres of influence, interests, colonies, etc., is a calculation of the strength of those participating, their general economic, financial, military strength, etc. 'And the strength of these participants in the division does not change to an equal degree, for the even development of different undertakings, trusts, branches of industry or countries is impossible under capitalism. Half a century ago Germany was a miserable insignificant country, as far as her capitalist strength was concerned compared with the strength of Britain at that time; Japan was the same compared with Russia. Is it "conceivable" that in ten or twenty years' time, the relative strength of the imperialist powers will have remained unchanged? It is out of the question.'3
This is precisely what has happened again in the post-Second World War period. Germany and Japan which were laid low and for a time knocked out of the running soon became active rivals and competitors. The American supremacy established after the war began to be eroded under the rise of two powerful rival economic centres. The law of uneven development of capitalism asserted itself.
The narrowness of the world market and the intense rivalries lead some imperialist countries to turn towards the Soviet Union and other socialist countries—for example, on the gas pipe-line issue— thereby undermining the pressure of the U.S.A. on the imperialist camp and affecting its capacity to deal unitedly with the rest of the world. This introduces another element in the inter-imperialist contradiction. Some powers seek economic relations with the U.S.S.R. while the U.S.A. and to a certain extent Britain, until recently, oppose these relations.
Socialist aid and underdeveloped countries
The existence of the socialist world and its capacity to give economic help to underdeveloped countries and develop fruitful and beneficial relations with all free countries, has introduced an element of uncertainty for the imperialist powers. They have to check their policies and actions before they announce and implement them. For the help offered by the socialist camp often upsets the plans of the imperialists regarding the underdeveloped or other weak countries.
India is a typical instance of this kind. No Western country was ready to offer a steel plant to India. All had refused. India turned to the U.S.S.R. and this was immediately followed up by two steel plants from Britain and Germany. The same was the story about building the new oil refinery plants. The possibility of Soviet help emboldens the underdeveloped countries to drive a hard bargain, to decline to accept prejudicial conditions, and to upset imperialist plans. It also creates the fear that these countries may move closer to the socialist economies and away from the capitalist world market. Hence the constant attacks of all imperialist countries on Soviet and socialist aid.
The emergence of the socialist camp as aid-giver, and as an important factor in the world market, is a feature of the post-Second World War situation and it tends to restrict and hamper the diktat of the imperialist world.
Internal changes
With the growth of giant monopolies—the transnationals—certain internal changes seem to have taken place. A recent estimate shows that 200 major U.S. corporations control more than half of all sales, three-fifths of assets and two-thirds of the profits of manufacturing companies in the country.
There is growing concentration in financial and banking spheres also. In the U.S.A., 177 banks (0-01 percent of all commercial national banks) held 48.5 per cent of all assets in 1978. The last twenty-five years have shown substantial changes in the relationship of bank and industrial capitals. Some of the huge corporations have their own banks, and self-financing by industrial enterprises is also assuming importance. There are also covert forms of mergers of banking and industrial capital.
Raw materials
The imperialist hunt for strategic raw materials continues and the export of capital to underdeveloped countries assumes vital importance for this purpose as well. The U.S.A. for instance needs the Third World as a source of raw materials. These countries have 64 per cent of all the copper prospected in the capitalist world, 98 per cent of the tin, and 60 per cent of the iron ore. They possess 88 percent of the oil found in the capitalist world and they produce 83 -4 per cent of world oil exports. They also possess uranium resources.
West Asia, Africa and the Indian Ocean are, therefore, proclaimed spheres of U.S. Vital interests. The U.S. military machine is actively thrusting into these regions and intends to stay there for a long time to come. Diego Garcia in the Indian Ocean, Kenya, Oman, Somalia, Egypt—the march goes on.
The huge amount of profits the monopolists gathered from the underdeveloped countries is well known, To cite a few figures, during 1970-78, according to UNCTAD, the total flow of these monopolies' direct investments amounted to 42.2 billion dollars. During the same period transnational enterprises remitted 100 billion dollars in repatriated profits to their home countries. These transnationals also hold the monopoly of trade in certain commodities.
A new phenomenon
The independence of the former colonies, the fact that they have political power in their hands in consequence of the break-up of the colonial system, creates impediments and difficulties in the way of the imperialists and they have to be tactful in collecting their loot.
The oil-producing countries have taught them a lesson. The significance of the OPEC countries' nationalization measures lies in the fact that for the first time in modern history a group of states, underdeveloped in many respects, has imposed through a joint economic agreement, a diktat upon the industrialized countries, which they had to accept. This never happened in the halcyon days of imperialism when gunboat displomacy reigned supreme; an Asian or African nation dared not attack the property of the imperialists. But once again, such is the power of backwardness, that the industrialized countries could, with comparative ease, adjust themselves to the new situation. From 1970 to 1976, nearly two-fifths of the increased oil prices were compensated for through the growth of prices on items imported by oil-producing countries. In the same period the OPEC countries lost seven to eight per cent of their currency earnings as a result of dollar devaluation.
But the most ironical development was that funds secured through nationalization and higher prices were placed at the disposal of the developed capitalist countries. In 1972 capital investments of OPEC countries in Third World countries amounted to 13.5 billion dollars while by the end of 1977 they reached 155 to 160 billion dollars, 80 per cent of which were in Western countries. Nonetheless, the imperialists have learnt a lesson. They do not want a repetition of the events in the oil countries. They want their feet firmly planted in the underdeveloped countries with the aid of multinationals and with indigenous local support in each country.
The imperialists have realized from their experience in Iran that relying on a dictator will not ensure security for their investments. The economic grip of multinationals over a country's economy must be consolidated by support from social forces inside the country. They have also learnt that relying on old moribund forces discredits them and enhances the danger of nationalization.
Change of tactics
They have therefore changed their tactics. State to state aid is curtailed and private investment encouraged and lauded. India was asked to resort to commercial borrowing for its Sixth Plan. In meetings of the World Bank and IMF, 'co-financing' is strongly urged on all underdeveloped countries.
The aim of this neo-colonial strategy is to keep the underdeveloped countries as a reserve of the capitalist market and contrive more subtle fetters binding the former colonies to the metropolitan country. The aim is to gain control over the development of productive forces through holding a monopoly on modern equipment and technology. Grants, government credits and concessional aid are therefore being withdrawn and replaced by commercial loans and credits. The share of free subsidies of the capitalist countries to the developing states has shrunk to 20 per cent and there is an increase in the proportion of loans up to 80 per cent.
The aim has been to push private capital, i.e. multinationals, to take charge. These multinationals can do, and are expected to do, what the governments cannot do—interfere in the internal affairs of the recipient country.
In the last decade and a half these corporations have shifted large enterprises to the former colonies, and their output exceeds one-quarter of the gross social product of these countries and almost twice as much as their exports. They draw on scarce material resources and cheap manpower while their intensified turnover increasingly replaces a considerable portion of the developing country's foreign trade.
A new feature of imperialist exploitation is the brain drain from underdeveloped countries. According to United Nations data, in one year out of a total of 100,262 foreign students in the United States, 70 per cent belonged to the underdeveloped world. Of these 42-6 per cent remained in the country after finishing their studies. There were also in the same year 20,000 foreign doctors in the U.S.A. Recent figures show that India contributes the largest number of doctors to this brain drain. As Fidel Castro put it, 'a calculated and persistent policy prevails, aimed at winning over scientists, technicians and qualified workers from underdeveloped countries. It is especially aimed at those with the highest qualifications....'4 The wide shortage of experts and technicians in underdeveloped countries has become more acute.
Industrialization
In the period immediately following the liberation of the former colonies, international monopoly capital attempted to pursue its former policy of hampering industrial development in the new countries and to keep them as appendages for supplying raw materials. But the policy could not work as some countries began to turn to alternative sources of industrialization—the U.S.S.R. and the socialist countries.
This led to a change of line. Besides this, monopolists realized that the backward condition of these countries without a modicum of industrial development would obstruct their exploitation by means of modern machinery and methods. Along with their own operations, therefore, the imperialists decided to help in building certain industries—light consumer goods, labour-intensive industries, and even steel plants; with this monopolies hope to secure the support of sections of the local bourgeoisie.
The multinational corporations are making a bid to capture the alliance of the local bourgeoisie of a number of countries by giving them a share in their subsidiaries in the developing countries, by helping traditional industrialization by sometimes accepting-a minority equity share or even handing over to them concerns built by them, after a time. These concessions on their part do not affect their control of the industries concerned. For a majority equity share by the local bourgeoisie in one country does not put them in a position to control or restrict the activities of the huge multinational machine—a machine which cannot be controlled even by a powerful government like that of the U.S.A. It is only meant as a sop to national feelings in underdeveloped countries, and a bait for the local bourgeoisie.
It is because the subjugating and annexation policies of imperialism have to be carried on in a different climate that they have changed their tactics. No doubt every reactionary force is used today also to penetrate and weaken the resistance of newly-liberated countries. Regimes isolated from the people which can act as pliant tools are invariably supported. Dictators are favoured. The march of democratic forces is stalled by providing armed help to the reactionary forces in the country. If they are short of manpower, mercenaries from the West are hired to suppress the democratic forces. Plots are laid to destabilize existing regimes which decline to toe the line of the imperialists. The imperialists also utilize the national animosities, tribal rivalries, etc., among the newly-liberated countries, including the fear of socialism entertained by the ruling circles. But at the same time they have realized that to rely only on forces opposed to modernization, to totally neglect the new class, does not pay dividends.
In understanding the present-day imperialist policies towards the Third World countries the following from Lenin's Imperialism is relevant: 'Since we are speaking of a colonial policy in the epoch of capitalist imperialism, it must be observed that finance capital and its foreign policy, which is the struggle of the great powers for the economic and political division of the world, give rise to a number of transitional forms of state dependence. Not only the two main groups of countries, those owning colonies and the colonies themselves, but also the diverse forms of dependent countries which formally are dependent but in fact are enmeshed in the net of financial and diplomatic dependence, are typical of the epoch. We have already referred to one form of dependence, the semi-colony. An example of another is provided by Argentina.'5
Today after the collapse of the colonial system and the rise of the socialist system, imperialism resorts to several manoeuvres to establish relations of dependence or near-dependence, outright political domination being very difficult to impose. But this does not always succeed. The strength of the anti-imperialist struggle, the desire for economic independence create difficulties; and the capacity of the socialist world to intervene in matters of economic aid adds to the manoeuvreability of the newly-liberated countries. Imperialism has to resort to new tactics, to new manoeuvres.
India is a typical .example of the flexible tactics of imperialism. Feelings of suspicion and hostility towards the imperialists continued in India after independence. The big bourgeoisie was also afraid of the continued privileges of foreign capital. No less a person than Mahatma Gandhi wrote an article immediately after independence on "The Menance of India Limited", by which he meant foreign companies flaunting an Indian signboard. The imperialists also were suspicious of India and strove hard to hamper her industrial development. No Western power, as we have seen, agreed to help in building a steel plant in the public sector. But when help was offered by the U.S.S.R., the Western imperialists moved into action. The British and the Germans offered to build two more steel plants. Since then India, which is aided by the U.S.S.R. in her planning efforts, has developed ample manoeuvreability between the two camps. She has secured vital aid from the U.S.S.R. and, despite some lean years, has succeeded in drawing on Western resources through the World Bank, the IDA and now the International Monetary Fund.
The Western imperialists, reckoning with the reality of the situation, have shown increased flexibility. They are now collaborating in establishing the fertilizer factories. West German multinational companies are helping in modernizing the factories in Sindri and Nangal. Multinationals from Italy and Japan are aiding the Gujarat and Trombay fertilizer units. The U.S. multinationals also are participating in the fertilizer projects in Bombay High.
Multinationals also have agreed to supply technical know-how to the Hindustan Steel Ltd expansion plan. Siemens of Germany is infiltrating to control Bharat Heavy Electrical Limited. The first of the manufacturing units now comprising BHEL was set up in 1966 in Bhopal in collaboration with the Associated Electrical Industries of the United Kingdom to manufacture power generation equipment and auxiliaries.
The multinationals not only participate, they try to control the public-sector undertaking with the aid of pliant officials. As observed by P. Ramamurti, '.It is with this new line of the top management of growing collaboration with foreign finance capital and particularly with multinationals, that Siemens of West Germany gradually extended its influence in BHEL. Siemens cunningly exploited the genuine technical and organizational difficulties... through improper influence, manoeuvres and possibly outright corruption in the BHEL.'6 Again: 'A vivid example of the new West German style of penetration into the Indian economy, which provides important lessons, is an agreement which was signed with Kraftwerke Union, a wholly-owned subsidiary of Siemens in 1976 at the height of the Emergency when Parliament itself was reduced to a nullity.'7
All this is of course different from the earlier effort to keep the backward countries as agrarian appendages. The old tactics and outlook could not succeed with a free India ruled by its own government, a bourgeois-landlord government no doubt, with the bourgeois class intent on developing its own industry and capturing the home market for this purpose. This, however, does not mean that the multinationals and imperialists have changed their objective and given up the idea of neo-colonialist domination. They intend to pursue their aims patiently and wait for the desired results. The multinationals and the imperialists are exploiting a basic weakness of the Indian situation—the reliance of the ruling class on the capitalist path and the greater affinity of the bourgeoisie with the capitalist countries, notwithstanding the yeoman service done by the socialist country, the Soviet Union, in the matter of industrial development.
The need to borrow technology, the need for markets abroad, in some cases together with the desire for freedom from state-control, are all exploited by the foreign multinationals to wear down the opposition to them and secure more concessions. The crisis of the economy, its stagnation and the increased foreign debt, further accelerate the process. Out of this is gradually emerging a closer understanding between foreign capital and certain sections of the big bourgeoisie who profit by collaborating with it. Under Nehru, in the period immediately following independence, foreign capital was prohibited from core industries. It was realized that to allow it to enter strategic core industries was to endanger the safety of the nation and give a veto to foreigners on the development of the national economy. But now official policy seeks to attract foreign capital in the core sector and announces special concessions for the purpose. If foreign capital enters the core sector it is to be allowed 75 per cent equity capital without any export obligations, or less export obligations, on condition that it reserves 25 per cent share in equity for Indian capitalists, i.e. accepts them as junior partners.
The imperialists have been following a dual policy. While they appear to help in the process of industrialization by the participation of multinationals in public-sector undertakings, they were simultaneously, through the World Bank and other agencies, demanding removal of restrictions on private capital including foreign capital. Year by year the pressure was applied and more and more concessions were secured. A resolution passed by the Central Committee of the CPI(M) (Communist Party of India (Marxist)), in its meeting of October 1981, summed up the situation thus:
This agreement with the Fund is taking place in the midst of serious conflicts between India and U.S. imperialism... the World Bank has been demanding greater freedom to private corporations and multinationals. The government has been yielding on the point step by step.
The permission to extend production capacity by 35 per cent without licence, regularization of unauthorized capacity, the assurance that under the convertibility clause government's holding will not be raised above 40 per cent, the offers to cent-per-cent export-oriented units that their foreign holdings would not be reduced to 40 per cent as per FERA (Foreign Exchange Regulation Act), the assurance to dilute the 40 per cent demand ( a reduction of foreign holdings to 40 per cent) under the excuse of introduction of new technology, and the amendment to the MRTP (The Monopoly Restriction Trade Practices) Act to exclude exports for the purpose of determining dominant unit were measures taken to appease the Bank.
But the IMF authorities are not satisfied. In their package of conditions they demand a virtually open-door policy for the entry of multinationals... the IMF demands that India should liberalize present procedures regarding foreign collaboration and royalty payments, relax regulations regarding investment and production in the private sector, encourage exports to the neglect of the internal market, liberalize imports from Western countries—in short, an end to all planning by the government and a shifting of the economic policy centre to the Fund authorities outside India.8
Foreign penetration into important sectors of the Indian economy has already occurred on an extensive scale. Whether it is cloth or cosmetics, radios or refrigerators, electric bulbs or kitchen utensils, the products of the so-called joint ventures flood the market. An astonishing cent-per-cent of total production and distribution of terylene, 85 per cent of tea, 65 per cent of cigarettes and more than half of shoes in the modern sector, are controlled by overseas interests. Nor is their domination confined to low technology consumer products. It extends to some of the most sensitive and profitable industries in the country—tractors, tin plates, industrial gases, explosives, jute and textile machinery, for example. It embraces key metals like copper, lead, zinc and above all, aluminium. It covers all the high-growth sectors (drugs, plastics, chemicals, rubber and electronics).
This is the menace of India Limited, and joint ventures with subordinate partnership for Indians. Naturally this creates certain interests who are in collaboration with foreign capital and evokes opposition from others. But the point is that the multinationals have adopted new tactics. While fighting government control they have in turn intertwined collaboration agreements with Indian big business, and offer the latter joint concerns in India, subcontracting abroad and so on.
The capitalist path is claiming its price. The desire to break into the world capitalist market compels the government to rely on concessions to the West, and it helps the penetration of multinationals into the economy. To cover these designs the imperialists rely, as elsewhere, on the collaborating sections who are prepared to provide them with a national figleaf.
The growth of concentration and monopoly in India is creating a dangerous situation for the country. The capitalist path must inevitably lead to greater concentration of economic power, the development of indigenous monopolies from amongst India's big capitalists. It is this section that enters into collaboration agreements with multinationals so as to run joint concerns with them, and woo them for new technology. A memorandum submitted by the Centre of Indian Trade Unions in 1978 to the official committee on the Companies Act and the MRTP Act, had the following to say:
The share of the leading 22 houses in the paid-up capital of public limited non-government companies was 29.60 per cent, and further increased to 33.03 per cent in 1972-73. If we take into account the net worth of these big houses the situation is more serious. The share of these 22 houses in net worth of all public limited non-government companies was 29.42 per cent in 1961-62 which rose to 33.10 per cent on the eve of the passing of the MRTP Act and increased further to 36.40 per cent in 1972-73. Available indications clearly showed that the share of these houses has still gone up further in subsequent years. According to a study, the total inter-corporate investments increased by about 60 per cent between 1961-62 and 1972-73, out of which the share of companies registered under the MRTP Act-was 55. 10 per cent.... It is this section that mostly benefits from collaboration.
But this constant process of concessions and erosion of economic authority has been retarded by India's ability to draw on the help of the socialist countries, especially the Soviet Union. But for this, the process would have got hastened and quickened many times over.
The weakness of the Indian government in dealing with the multinationals is patent. The Hathi Committee of the Government of India which submitted its report in 1975 called for the take-over of multinational drug companies but the government has done nothing in this direction. The Committee noted the virtual paralysis of the government in dealing with drug multinationals. It said:
It is contended that anti-social role of multinationals can be contained by the laws of the land and the powers that are available to the government. Whereas this is so, the real point at issue before the Committee is the manner in which such government powers have been used in the past so as to curb the activities of these companies in the national interests. The Committee's findings in this regard discussed in the various chapters of the Report indicate that the progress in this direction has been very slow. If the process of change is to continue at the existing rate, it is doubtful if the desired objective of a truly social benefit-oriented drug industry will develop in the near future.
It follows that the penetration of the multinationals in the country is also leading to conspiracies against the integrity and unity of the country and encouragement to the secessionist forces. The imperialist hand behind the secessionists in Assam is not hidden from the public eye. Recently there has been a crop of obscurantist organizations appealing to the feeling of separatism and internecine conflicts. Both Hindu and Muslim separatism are being encouraged by these agencies. The Islamic fundamentalists who are used against the progressive movements in countries with Muslim majorities are also actively preaching total separatism. They have their Hindu counterpart in the RSS. Imperialist agents are active in the border state of Punjab with the demand for a separate state, while inside the country foreign Christian missions working among the neglected Adivasis preach the same message of separatism. The inability of the bourgeois-landlord government to weld the nation together by eliminating pre-capitalist inequalities and ideologies is exploited by the imperialists. The economic foothold they have secured through multinationals and the World Bank aid is freely used for the disintegration of the nation.
The imperialists are also relying on fanning national animosities in the region. The feverish arming of Pakistan is an attempt to pressurize India into joining the bandwagon of the U.S. to scuttle the Indo-Soviet Treaty and align India with the imperialist camp. All the reactionary regimes of these regions are used by imperialists to serve their purpose.
Imperialism is not a dead-horse. In its manoeuvres it uses a new class or a section of it to plant itself in a newly-liberated country. At the same time it uses all the reactionary, moribund and obscurantist forces, religion, caste, etc., with which the national-liberation struggle has not settled accounts, to attack the political unity of the country. India is facing this challenge.
The rise of peoples' movements in the newly-liberated countries, the struggle against autocratic regimes, for democracy, for freeing the economy from the clutches of the imperialists, forces the imperialists to throw off their mask, their plans of peaceful penetration, and resort to intervention and gun-boat displomacy. Chile, Persian Gulf, Salvador are instances. Fear of revolution in these countries, fear of democracy, is now dominant in determining imperialist policies and tactics. It conspires to export counter-revolution and succeeds on rare occasions. The change since the Second World War is that the revolutionary forces also can fight with arms in hand and find a reliable ally in the socialist countries.
All the attributes of imperialism which Lenin outlined continue to have validity, with this difference that imperialism is in a much weaker position, assailed from one side by the rising strength of the socialist world and from the other by the bursting challenges of the national-liberation movement and the working class of advanced countries.
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Indian Capitalism: Competition and Collaboration with World Monopoly Capitalism
C.P. Bhambhri
The emergence of a powerful socialist community and the process of decolonization pose a challenge to world monopoly capitalism which is evolving new strategies and tactics of economic exploitation of the Third World, and the nature of new challenges posed by imperialism can be properly appreciated by making specific inquiries into the role of the indigenous bourgeoisie of the Third World and the nature of its multiple linkages with imperialism. Such an attempt would be made here by examining the relationship between the Indian bourgeoisie and the Western capitalist countries.
The nature of the Indian capitalist class
The Indian capitalist class emerged during the British colonial rule, and its specific experience with colonialism has determined its role in India and linkages with world monopoly capitalism. A few aspects of the development of capitalism in India during the colonial rule may be mentioned to highlight the specificity of the Indian social developments. First, the Indian capitalist class emerged during the colonial rule without the pre-capitalist formations having been destroyed. Pavlov observes:
The formation of a capitalist sector in India began without a number of key premises for the new formation. In the social and institutional spheres society was not purged of the inert elements of the traditional structures, whose links were weakened or disrupted but not broken, while the prerogatives of the relevant institutions were largely reduced or restricted, but not eliminated.1
Secondly, the Indian capitalist class experienced many impediments in the way of its development because of the presence of privileged and protected colonial capital in India. The emerging capitalist class did not have full control over the Indian market because the colonial state consciously discriminated against the indigenous bourgeoisie and favoured the metropolitan bourgeoisie. Such a historical situation had important implications for the Indian capitalist class. Class interests of the Indian capitalists could not be achieved without struggle against colonial rule over India. How could the Indian capitalist class develop without liberating the national market from colonial rule?
Thirdly, colonial rule nurtured compradore elements, traders and landowners, and these various components of colonial capitalism retained firm links with the land and feudal or semi-feudal exploitation of the peasantry. Such a heterogeneous composition of the Indian capitalist class had a direct bearing on the nature of the Indian liberation movement. The bloc of classes under the leadership of Indian bourgeoisie and their middle class political representatives struggled against British imperialism and in this anti-imperialist struggle the leading classes made conscious efforts against any radicalization of the Indian peasantry. While during the last phase of independence movement, a section of workers and peasants started raising issues of agrarian reforms, the Indian bourgeoisie and its political representatives negotiated transfer of power with the British Government. Sumit Sarkar observes: 'Fear of popular "excesses" made Congress leaders cling to the path of negotiation and compromise, and eventually accept partition as a necessary price— while the limits of popular anti-imperialist movements made the truncated settlement of August 1947 unavoidable.'2
The final phase of the Indian national movement clearly reveals vacillations and compromises of the Indian capitalist class with imperialism. According to a Soviet scholar, Ulyanovsky, the industrial bourgeoisie in India 'always' retained its ties with the land where the backward feudal and semi-feudal vestiges still obtained, and it preferred to make compromises with imperialism for the transfer of power instead of fighting for agrarian reforms and mobilization of peasantry in anti-imperialist struggles. Ulyanovsky observes:
This feature in the historical development of the Indian bourgeoisie explains its timidity over the agrarian question, which is the pivot of the anit-imperialist national-liberation revolution. But it is also necessary to explain its relation to British imperialist rule in India, and this requires account to be taken both of the origins of the bourgeoisie in India and its close cooperation with British finance capital. The Indian merchants, usurers, landowners and compradores became agents of British capital and shareholders in British industrial, trading, banking, railway and insurance companies. They were the minions of their foreign masters. And this also determined their strong connections with British industrial and finance capital and their desire to maintain their class privileges under the aegis of the foreign colonizers.3
To sum up, the above discussion on the historically specific features of the Indian capitalist class clearly reveals its 'dual' character, its confrontations and compromises with imperialism and its conflicts and cooptation with world monopoly capitalism. Such a dualism of the Indian capitalist class gets further confirmed by examining the history of post-independence development in India.
Capitalist development since independence
The Indian capitalist class gained control over the domestic market after independence of the country in 1947, but the development of capitalism in India was confronted with many fundamental difficulties. How could capitalism develop with a low rate of capital accumulation, very weak technology and pressures of imports from advanced capitalist countries? The Indian state evolved multiple strategies to develop capitalism in the country, and a few essential elements of such strategies may be highlighted. They are:
a. An active role was assigned to the Indian state to establish infrastructure and heavy machine-tool industries for the capitalist development of the country.
b. The private corporate sector in India was fully protected and supported by the state so that it could develop in areas where its accumulation of profits was quick and its investments were not locked up in industries which took long gestation periods.
c. To achieve the goal of development of domestic capitalism, the flow of foreign capital and technology was regulated by the Indian state. But the compulsions of capitalist development in India reveal a continuous struggle of opposition to and collaboration with foreign capital, both governmental and private international finance. With successive five-year plans and with diversification of Indian industries, the dependence of India on the world market has become more pronounced.
The state-capital sector and the private-corporate sector in India have entered into collaboration with private foreign capital, and the private foreign investors have set up many 'mixed' or joint ventures in India in the field of industry, trade or commerce. A few significant facts about India's economic linkages with Western industrialized countries may be mentioned to substantiate the argument of collaboration between India and international capitalism.
(i) India is a recipient of large-scale bilateral aid on government-to-government basis, and it is the largest recipient of aid from multinational institutions like the World Bank and its affiliate, the International Development Association. Total World Bank assistance to India till the end of June 1981 was $ 12-8 billion, of which $ 9-6 billion was from the 'soft window' of IDA credits. The World Bank and IDA credits have been given to India in the field of heavy machine tools, fertilizers and petro-chemical factories, offshore and onshore oil explorations, and development of modern agriculture.4 On the basis of the World Bank and IDA credits, India imports machinery and industrial equipment from the Western industrialized countries and this has helped in establishing a close relationship with the donors in the pattern of India's industrialization. The total authorized foreign aid received by India till February 1982 was Rs. 28,653.78 crores and in all thirty-nine countries and international agencies have provided aid to India.5 A break-up of figures of one decade (1970-80) would show the picture of aid and debt repayment situation of India.
(ii) A significant feature of India's relationship with Western capitalist countries is revealed by the role of the Aid India Consortium. A clear illustration of the centralization of international finance capital is provided by the actual functioning of the Aid India Consortium.India had started its Second Five Year Plan in April 1956 with a growing crisis of foreign exchange. In the middle of 1958, the Reserve Bank of India announced that the country's sterling balances which were about Rs 746 crores in April 1956 had dropped to Rs 200 crores. The International Monetary Fund was approached for help to tide over the foreign exchange difficulties.
TABLE 12.1
INFLOW OF EXTERNAL ASSISTANCE, GROSS AND NET
[image: ]
Source: Economic Survey: 1981-82, Government of India, New Delhi, 1982, p. 60.
**Includes drawing under IMF first fund.
Note: The data do not include suppliers' credit or commercial borrowings.
In August 1958, the World Bank called a conference in Washington of representatives of the government of Canada, West Germany, Japan, the United Kingdom and the United States to discuss and review 'India's foreign exchange' crisis and the prospects of its Second Five Year Plan. For this meeting, the Fund (IMF) had also sent an observer. This meeting, which was called to deal with a temporary 'foreign exchange crisis', established a permanent institution called Aid India Consortium. This international consortium was organized by the World Bank with five members in 1958 to provide 'aid' to India. In 1961 France and the newly-formed International Development Association, in 1962 Austria, Belgium, Italy, and the Netherlands, and in 1968 Denmark became members. Since its establishment in 1958, the Aid India Consortium has coordinated external aid to India given by the capitalist countries. The annual meetings of the Consortium review and monitor the economic development of India, and evolve a common strategy and quantum of aid for India.6
Commenting on the significance of Aid India Consortium, an author observes:
By August, 1962, every major country in the Western bloc and almost every member of the EEC was represented in the consortium, which has thus become practically the sole channel for pledges of foreign aid to India from Western bloc countries. What started essentially as an emergency operation in 1958 with a substratum of political-cum-humanitarian motives has now become a semi-permanent institution.7
Under the influence of the United States and the World Bank, the Industrial Credit and Investment Corporation of India was registered as a joint stock company on 14 March 1955, and besides the Government of India, the U.S., U.K., West German, French and Japanese interests have participation in its share capital. The genesis of the setting up of the ICICI was that the International Finance Corporation, an affiliate of the World Bank, wanted an institution for lending finances to the Indian private corporate sector, and through this mechanism the Indian private corporate sector has established linkages with world monopoly capitalism.
(iii) During the last thirty-five years both public and private sectors in India have entered into financial and technological collaboration with foreign companies and transnational corporations. The rhetoric of Indian public policy-makers was concentrated on the development of a self-reliant economy, but the policies pursued by India have helped the Indian monopolists and international finance capital. The indigenization of purely foreign-owned companies and equity participation by Indians together with foreign investors have not discouraged transnationals from operating in India. On the contrary, private foreign investors with local equity participation have not discouraged transnational from operating in India. On the contrary, private foreign investors with local equity participation have found India a very stable country for investments and profits. Mr. Orville Freeman, leader of the U.S. delegation of the Indo-U.S. Business Council, stated that the climate for U.S. private investment in India was quite good.8 This statement of Mr. Freeman was based on a study of the U.S. Department of Commerce which showed that the U.S. companies had earned better profits through their operations in India than in other countries. Thirty major U.S. companies operating in India revealed that their gross profits earned in this country showed an average annual compound growth rate of more than 15 per cent over 1975-80. Net profits after tax as a proportion of net worth of these companies was nearly 20 per cent in 1980.9
It is difficult to estimate the number of branches and subsidiaries of foreign companies operating in India because definitional problems have been created by the Foreign Exchange Regulation Act of 1973. The Indian Parliament was informed that there are 300 branches of foreign companies in India. The total value of assets of 228 out of 300 companies (up to 31 March 1981) was Rs 2,517 crores.10 As regards the country-wise break-up of branches, the government slated that on 31 March 1981, the picture was as follows: U.K. 152, U.S.A. 57, Japan 19, France 7, West Germany 5, etc. The assets of foreign companies in India have increased. Sudhir R. Sengupta has estimated on the basis of balance sheets that the assets of foreign companies in 1973-74 were Rs 3,154 crores and they went up to Rs. 4,108 crores in 1978-79.11
The number of foreign companies, both branches and subsidiaries, their assets and investments may not present a total picture of the role of foreign capital in India, and we have to look also at the technological collaboration agreements between India and foreign companies. India has entered into 6,500 technological collaborations with advanced capitalist countries. When the Indian monopolies and big bourgeoisie began to invest in new industries, they lacked the necessary technology, equipment and experience. A survey of the big enterprises (each of more than Rs. 7.5 million in assets) carried out by the Reserve Bank of India in 1968 revealed technical aid from foreign firms. 12 The number of foreign collaborations is not decreasing. The countrywise break-up of foreign collaborations for 1981 would reveal the pattern. In 1981, the Government of India approved 389 collaboration agreements with foreign countries, and the largest were the U.S. and U.K. Out of 389 foreign collaboration agreements of 1981, the U.S. accounted for 85, U.K. for 80, the F.R.G. for 74, Japan 37, Switzerland for 26, and France for 23.
It is not only the Indian private sector which is involved in collaboration with foreign capital, the state capitalist sector is also tied with international finance capital and has entered into technological collaborations with transnational corporations. All important public-sector industries have foreign collaboration, and the need for this was recognized by the Indian economic planners. The Public Undertakings Committee of the Parliament in its report on "Foreign Collaboration in Public Undertakings" also gave its approval to government's policy of foreign collaboration and the role of the Foreign Investment Board, but the data given by it reveal an interesting picture of the state capitalist sector in India. Out of 121 public undertakings in 1974, the Committee selected 20 important enterprises for a detailed study, The facts brought out by the study are revealing. The ONGC has agreements with U.S.S.R., France, Italy, U.S.A., U.K. and Netherlands; the Bharat Electronics Ltd. of Bangalore has agreements with U.K., West Germany, Japan, Netherlands, U.S.A., Italy, France and Switzerland; the HMT of Bangalore has collaborations with West Germany, France, Switzerland, U.S.A., Japan, U.K., Belgium, etc. Thus the involvement of more than one foreign investor or collaborator is the pattern in public undertakings in India. The net result of such an arrangement is the inflow of obsolete technology or repetitive technology and the non-development of indigenous technology. The Committee found that during the preceding five years, in as many as 15 cases the government has allowed foreign collaboration by private parties even when the technology or know-how was available with public undertakings due to 'export obligations or contractual constraints or technology not being absorbed completely by the undertakings'.13
Thus the importance of the Indian market is recognized by world monopoly capitalism and that is the reason why important British, French, West German and American firms and banks are operating here, in India 114 branches of foreign banks are involved in business. The above story of collaboration between India and world monopoly capitalism would be incomplete without bringing the role of the Soviet Union in India and some important conflicts between the Indian bourgeoisie and the international finance capital.
The role of the Soviet Union
While the foreign aid extended by Western capitalist countries and the involvement of Western transnational has been a central factor in the Indian political economy, political conflicts between India and the United States' global foreign and strategic policies have arisen many a time during the last thirty-five years. The United States has always perceived foreign aid to India in terms of strategic considerations. Friedmann clearly observes:
The motivations for U.S. aid to India have been a mixture of various factors. Aside from the humanitarian motivation of rendering assistance, to alleviate distress as well as to promote development, to such a vast single segment of the world's population, the basic motivation has undoubtedly been political and strategic in the context of the world ideological conflict between East and West.14
The Indian political, administrative and industrial elite had always looked towards the United States as a very important factor in global and regional development. A few years before the independence of India, political and economic links had emerged between the U.S. and India. During the war years, the United States established contacts with India and supplied equipment through conventional channels and lend-lease deliveries. President Franklin D. Roosevelt also became a champion of India's independence from the British colonial rule. Initially after independence, the Indian ruling classes looked towards the U.S. with great hopes and expectations. But this situation did not last long because India refused to become a party to the U.S. policies in the cold war, and the Indian leadership gradually recognized that the Soviet Union could be relied upon for economic cooperation. In the framework of the foreign policy of non-alignment, India diversified its linkages with different centres of global power. While the linkages of India with the Western capitalist countries remain a dominant fact, the Soviet Union has come to play a significant role in India's political economy. The following table reveals the quantum of aid received by India from the Western capitalist countries and the Soviet Union.
TABLE 12.2
SOURCES OF FOREIGN AID: COUNTRY-WISE
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Source: Lok Sabha, 12 March 1982.
While the total external aid received by India up to 28 February 1982 amounted to Rs 28,653.78 crores, the table above excludes some smaller countries and hence its total is a little more than Rs 25,000 crores. As the table reveals, the quantum of external aid given by the U.S.S.R. to India is significant, though it is not comparable with the aid received from the Western sources.
India developed her links with the U.S.S.R. because the Western countries were initially reluctant to invest in heavy industries owned by the Indian state. Since the beginning of Bhilai Steel Plant in 1955, about 400 industrial ventures have been undertaken in India with aid from the Council for Mutual Economic Assistance.15 India's industrial enterprises built with Soviet assistance produce about 90 per cent of the country's heavy machinery and nearly 80 per cent of its oil. The Indo-Soviet economic relations have not only strengthened our heavy industries and infrastructure for industrialization, but in the field of bilateral trade a significant partnership has developed between these two countries on the basis of barter and rupee-rouble exchange terms. On 2 December 1953 India and the Soviet Union signed the first long-term trade agreement, and its result has been growth in bilateral trade with favourable balance to India. While India's balance of trade with all Western countries has been adverse, its balance of trade with the Soviet Union has more often been favourable.16 To illustrate this point, India's exports to the U.S.S.R. in 1981 rose from 878.6 million roubles to 1,333.8 million roubles, and imports from the U.S.S.R. rose from 961.2 million to 1,064.1 million roubles. Thus the Soviet Union has a deficit in trade with India.
While the Western capitalist countries remain a crucial factor in India's capitalist development, the aid and trade relationships with the U.S.S.R. provide an important bargaining counter to India. Since Lenin wrote his seminal essay Imperialism, a strong socialist community capable of competing with world monopoly capitalism has emerged on the global scene. The emergence of powerful socialist countries has opened many positive options for the developing countries but, as we shall see in the next section, despite these favourable conditions, the nature of capitalist development in countries like India is such that they are moving towards a closer integration with world monopoly capitalism.
Emerging trends: More collaboration
During the 80s the crisis of Indian capitalist development has become more pronounced and quite deep. Some of the important policies pursued by India during the 80s reveal that its dependence on world monopoly capitalism would further grow.
As the foreign trade statistics show (Table 12.3), the balance of payments position is becoming critical.
While the Government of India is making efforts to boost exports, and blames the hike in prices of petroleum and petroleum products for the payments crisis, there is no evidence that India would have a favourable balance of trade situation in the foreseeable future. Indeed despite the reduction in oil prices recently as well as considerable import substitution in the oil sector, the trade deficit in the last few years has consistently exceeded Rs 5000 crores. India's strategy to meet the balance of payments situation is compelling it to become even more subservient to the international finance capital. A few facts should be noted here.
TABLE 12.3
INDIA'S FOREIGN TRADE (1970-71 to 1980-81)
[image: ]
Source: The Economic Times, Bombay, 4 April, 1982.
a. In 1981, India contracted to borrow 5 billion SDKs from the International Monetary Fund over a three-year period with conditionality clauses. In spite of denials by the Indian officials, the import liberalization policy of April 1982 can be clearly traced to these conditionalities. Even though after having taken 3.9 billion SDKs India has recently decided not to draw the balance, given the continuing precariousness of the balance of payments, repayment to the IMF would impose severe strains on the economy and push India further into the orbit of world monopoly capitalism.
b. India is actively borrowing from the commercial markets of the capitalist world. The commercial borrowing of India in the Euro market was only $ 61 million in 1980; it amounted to $ 923 million in 1981. President Ronald Reagan of the United States has announced that the developing countries should allow private investors from the capitalist countries, and they should not depend on 'soft credits' from multilateral institutions like the IDA. India would have to raise more commercial loans in international markets than in the previous three decades of development.
c. India is promoting international consortia of investors for public- and private-sector industries. For the 1000 MW power station at Singrauli and the development of an associated coal mine, a British consortium of financiers in cooperation with some West European partners would make investments. The public-sector oil company, ONGC, has entered into an agreement with Chevron Overseas Corporation of California, U.S.A., for oil exploration, and the ONGC is receiving aid from the World Bank as well as raising resources in commercial markets. Similarly Air-India, another public sector enterprise, has negotiated a loan in the commercial market. The International Finance Corporation, an affiliate of the World Bank, for financing the private sector, has extended commercial loans to the Tatas for the modernization of their steel plant. Such consortia of investors from different capitalist countries are penetrating the Indian economy by centralizing their efforts. This is a new development which should be observed with great concern.
Thus the directions of development during the 80s reveal that India's dependence on centralized internatinal finance and large-scale borrowing in the commercial markets and IMF would further endanger whatever remains of the policy of self-reliant economic development.
Summing up
The Indian planners maintain that India's industrilization is autonomous of the world capitalist system because internal mobilization of resources has been much greater than reliance on foreign aid and private foreign investment. But the integral linkages of Indian capitalist development with foreign capital, and the crisis of Indian capitalism, demand explanations which have to go beyond the issue of domestic resource mobilization.
A Soviet academician, G.R. Shirokov, has pointed out that the difficulties of building capitalism in India are inherent in the social structure which inhibits extended reproduction. The Indian economy is multistructural and it comprises the semi-natural, small-commodity, small- and large-scale capitalist, and state-capitalist structures, and these structures coexist and influence each other. Two conclusions emerge from the specific nature of multistructurality of India which hampers capitalist development. According to Shirokov: 'The lower structures of the economy still employ the majority of the population, and they produce more than half of the national income. Since the basic law of these structures is simple, not extended reproduction, they need relatively little modern machinery, equipment....' And he further says: 'Though industrialization is conclusive to the capitalist transformation and integration of economy, it it not tantamount to an industrial revolution in the entire economy.'17 Thus the crisis of capitalist development is because of its 'enclave' character and its substantial failure to raise the productivity of the economy as a whole. Such a capitalist development essentially becomes dependent on developed capitalist countries.
The dialectics of Indian development reveals that on the one hand, the big bourgeoisie has been successful in converting public-sector enterprises into an appendage of big business, and on the other, the international monopoly finance capital has succeeded in penetrating effectively into the modern industrial development of India.
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Neo-Marxian Theories of Capitalism and Underdevelopment Towards a Critique
Utsa Patnaik
During the last two decades, a number of academics have analysed the problems of underdevelopment in the historical context from what is widely regarded as a 'Marxian' perspective. The origins of underdevelopment in imperialist domination, the nature of the relationship between metropolis and colony, the character of economic development in the latter—these are the main issues under debate. The discussions are closely linked, it seems to us, with alternative theoretical positions on the process of transition from feudalism to capitalism, with the very concepts of 'feudalism' versus 'capitalism', and with the question of the applicability of the theories of 'unequal exchange'.
We propose to examine critically a particular tendency of theorising in this field, picking out three authors who have contributed at various levels to the debate. Firstly, I. Wallerstein, who in his The Modern World System: Capitalist Agriculture and the Origin of the European World Economy in the Sixteenth Century (1977), offers a 'new' interpretation of the process of transition from feudalism to capitalism; A. Gunder Frank, who in his Capitalism and Underdevelopment in Latin America (1969) and subsequent works put forward the now well-known thesis on capitalist underdevelopment of the metropolis producing 'capitalist underdevelopment' in the colony; finally, Samir Amin, who in Unequal Development (1979) and in Accumulation on a World Scale (1974) attempted to analyse the relationship between metropolitan and dependant economies in terms of the theory of 'unequal exchange' within the constituents of a single 'world capitalist system'.
We do not propose to present a description, however summary, of what these authors have to say. We will, rather, focus on the implications of certain basic theoretical concepts they employ and their relationship to Marxist concepts. The basic propositions we put forward in the course of the critique may be summarised as follows:
1. The concept of 'capitalism' adopted by the authors concerned relates the definition of capitalism to production for the market alone. In this, we see the logical development, carried to its extreme, of the emphasis on the role of the market in feudal disintegration, advanced by P. Sweezy in the course of the well known debate on the transition from feudalism to capitalism (which followed the publication of M. Dobb's Studies in the Development of Capitalism, 1946). We argue that the Sweezyite position relies implicitly on differentiating feudalism from capitalism in terms of market orientation, rather than in terms of production relations. This failure to emphasise the distinction between commodity production,and generalised commodity production, leads ultimately to the circulationism observed in the writings of the authors under discussion.
2. Given the basic concept of a capitalist system defined primarily in terms of production for the market, these authors have no difficulty in characterising the entire world from the sixteenth century onwards as a 'world capitalist system', and then in going on to arguing from this formulation that each component of this ‘world capitalist system', i.e. each colony and dependency, has been ‘capitalist' for the last four centuries. This erroneous characterisation is the logical outcome of the erroneous concepts of feudalism and of capitalism adopted. A complementary feature of this is the failure to grasp the distinction between precapitalist ground-rent and capitalist profit, as differing historical forms of surplus associated with differing modes of production. The analytical categories of 'rent' and 'profit' are therefore freely confused, since there is no appreciation of the difference between landed property and capital.
3.The theory of 'unequal exchange' first put forward by A. Emmanuel and used by Amin is fundamentally misconceived because (a) it abstracts, being a model of competitive capitalist production blown up on a world scale, from the most crucial feature of the historically existent relationships, which were those of capitalist countries engaging in methods of primary accumulation which required monopoly power vis-a-vis precapitalist formations, (b) the model is internally not consistent and on application leads to its own breakdown.
4. The incorrect conception of 'capitalism' and 'feudalism' in terms of the presence or absence of commodity production implies logically a symmetrically erroneous conception also of socialist economy. Since the capitalist system is not distinguished from the socialist system by anything other than involvement in the 'world capitalist market', the entry of socialist economies into trade is regarded as an automatic introduction of 'capitalism' into these systems. Because, given the conceptual framework of these authors, 'transfer of surplus' takes place from underdeveloped countries to developed capitalist countries by virtue of both being part of a single 'world capitalist market', similar 'transfer of surplus' is postulated between underdeveloped and socialist economies by virtue of the latter engaging in trade with the former. Thus, the ultimate logical implication of this 'circulationist' viewpoint is to deny the existent reality of imperialism, by completely divorcing imperialism from the economic laws specific to the capitalist mode of production.
The above propositions making up our provisional critique are set out in greater detail below.
On the concepts of feudalism and capitalism
Both Wallerstein and Frank adopt a concept of a 'capitalist system' which by defining it primarily in terms of 'production for the market' ignores the importance of the production relation on the basis of which production is carried on, which in this case is the capital-wage labour-relation. This is the logical outcome of adopting a Sweezyite position on the question of transition from feudalism to capitalism. In order to see this, let us briefly recapitulate those aspects of the 'Transition Debate' which are relevant for our purpose.
It will be recalled that in the now familiar debate1 in the pages of Science and Society following P. Sweezy's review of M. Dobb's Studies in the Development of Capitalism, on the whole two distinct theoretical approaches to the problem emerged. Dobb, following closely the insights advanced by Marx in his too-brief discussions (in "Precapitalist Relationships", "Historical Facts about Merchants' Capital", and "The Genesis of Capitalist GroundRent") viewed feudalism as essentially the relationship between an enserfed peasantry which is obliged by extra-economic coercion to part with economic surplus, and a class of overlords appropriating this surplus by virtue of its monopoly of the property right in land: the form of payment might be direct as unpaid surplus labour (labour rent), as the product of surplus labour (product rent) or as the value of the product of surplus labour (cash rent). Feudalism is therefore identical with serfdom, which is the model production relation of feudal economy (though it may exist in a minor way also in other economic formations): while serfdom is not identical with labour-services (an assumption implicitly made by many) but can express itself in different forms of payment of feudal rent.
Feudal rent remains feudal rent, whatever its specific form— labour, produce, or money—as long as it is the petty producer in customary possession of non-land instruments of production who, is paying it, and as long as its appropriator is the lord who derives the sanction for doing so from his property right in land (however obtained) and uses the method of custom backed by non-market coercion. (One implication of this concept of feudalism would be that it is quite legitimate to characterise as feudal an economy such as pre-Meiji Japan, where labour services as a form of rent payment to overlords never existed and product rent prevailed from the beginning.)
The feudal production unit (peasant plots plus demesne) in Dobb's conception might produce only for itself, or it might have a considerable degree of market orientation: but the relationship to the market per se does not affect the question of whether production is feudal. What does affect it is the character of the production relation, whether there is serfdom or not. There is no necessary direct connection between the market orientation of the feudal estate, and the monetisation or otherwise of rent payments: thus, an estate may produce for the market on the basis of labour services, i.e. labour rent (though of course, the converse is not likely to hold; one would not expect an estate obtaining money rents, to be unconnected to the market). It follows from this concept of the essential character of a feudal economy that its breakdown is only possible if there are causes altering the production relation of feudalism, which is serfdom. The growth of commodity production, i.e. increasing sale of output on the market, need not by itself necessarily lead to the breakdown of serdom; there can be serf-produced commodities, just as in classical Greece or Rome there were slave-produced com-modities. The servile burden on peasants might even be increased as market-orientation increases the lords' greed for revenue, as happened for example during the 'second serfdom' in Eastern Europe from the sixteenth century to which Engels referred. The impact of the growth of exchange is always mediated through production relations. Where labour was scare it led to increased extraction of labour services; where a class of propertyless day-labourers had emerged (through previous peasant differentiation), it paid the lord to commute labour services, thus opening up the possibility of more rapid peasant differentiation in an inflationary situation, leading to the emergence of an embryonic capitalist stratum in agriculture.
In contrast to this viewpoint, P. Sweezey talked in terms of the ‘feudal system' rather than 'the feudal mode or production', and sought the essential characteristic of the 'feudal system' in the fact that production was for use rather than for exchange. For Sweezy, in a 'feudal system', 'markets are for the most part local and... longdistance trade while not necessarily absent, plays no determining role in the purpose or methods of production. The crucial feature of feudalism in this sense is that it is a system of production for use' (emphases added).2 Sweezy further questioned Dobb's identification of feudalism with serfdom but did not, as H.K. Takahashi pointed out later, himself 'indicate what it is that constitutes the special existence-form of labour-power proper to feudalism as a mode or production'.3 For Sweezy, therefore, 'the feudal system' remains undefined with respect to its basic production relation. Nevertheless Sweezy does talk of the 'breakdown of serfdom', but 'serfdom' is implicitly taken to be conterminous with labour services. If there is commutation to cash rent which is associated with increased production for the market, then ipso facto serfdom no longer exists, or not in the same way as it did before, under the labour services plus preduction-for-use complex. Commutation is talked of as the breakdown of serfdom. From this concept of a 'feudal system' which regards 'production for use' as its most 'crucial' characteristic, it follows logically that the growth of exchange, of production for the market, has the effect of directly leading to its disintegration.
Sweezy was evidently strongly influenced by the writings of H. Pirenne, whom he quoted at length. Pirenne in his works—for example, The Economic and Social History of Medieval Europe (New York, 1937) —had put forward the proposition that the era of classical feudalism of the great manors was one of a drying up of trade in Europe following the eighth century Islamic conquest of the Eastern and Southern Mediterranean basin resulting in the enforced, almost total self-sufficiency of the great estates. With the revival of trade from the late 11th century onwards, however, a process of disintegration of serfdom based on labour services set in, ultimately laying the ground-work for the emergence of capitalism. This thesis (not entirely accepted with regard to its factual basis today by most historians) was taken over by Sweezy in toto; a direct causal relationship was postulated by him, between the growth of trade and the associated growth of towns on the one hand, and the disintegration of feudalism, on the other. This simple causation cannot of course explain the fact pointed out by Dobb, that there were almost as many historical cases of the growth of trade being accompanied by an intensification of feudal rental burdens, as there were of the converse process of the shift to contractual tenancy.
It seems to us that the logical-historical problem involved is fairly straightforward. It is a truism that the capitalist mode of production is based on the greatest possible development of exchange relations of commodity production, and historically the growth of exchange and of towns has indeed accompanied the growth of capitalist production. But while commodity production is a necessary condition of capitalist production, it is quite fallacious to regard commodity production as constituting a sufficient condition for capitalist production. This seems to be the crux of the Sweezy fallacy: to treat as a sufficient condition something which only fulfils the requirements of a necessary condition. Commodity production ha« existed long before capitalist production, within the most diverse economic formations; it is likely to exist in a small way after capitalist production is overthrown within the national economies (for example, in the form of the private peasant plot and small-scale artisan production, within a socialist economy). Various 'antediluvian' forms of money-capital have existed also as long as commodity production has existed. If we make no distinction between commodity production and capitalist production—and, as a corollary, if we fail to distinguish between those ancient forms of money capital engaged exclusively in trade and usury, and money capital engaged in capitalist production proper—then we give up, in effect, the very attempt to apply those analytical categories to the domain of economic history, which serve to distinguish between differing socio economic formations. We will indeed be reduced to talking about economic 'systems', and since such 'systems' are undefined with respect to the basic production relation, the floodgates are opened for every historian aspiring to 'originality' to invent his own 'economic system' including 'the modern world system'.
There is no doubt that Dobb adheres closely to the views that Marx put forward on the relation between commodity production and capitalist production. It is worth recalling the well-known passage in which Marx suggests that 'Commerce... has a more or less dissolving influence everywhere on the production organisation which it finds at hand and whose different forms are mainly carried on with a view to use-value. To what extent it brings about a dissolution of the old mode of production depends on its solidity and internal structure. And whither this process of dissolution will lead, in other words, what new mode of production will replace the old, does not depend on commerce but on the character of the old mode of production itself.'4 This view is applied to the actual historical experience of Europe, specific instances being adduced to illustrate the proposition that commodity production per se can be quite compatible with the continuation of precapitalist relations under certain cir-cumstances, whereas, wherever the conditions for capitalist production were developing, commodity production accelerated it.
Implicit in the two alternative concepts of feudalism in the ‘Transition Debate' are two alternative ways of conceptualising a capitalist economy. Dobb clarifies what he means by 'capitalism' at the outset in his book. 'Capitalism was not simply a system of production for the market—a system of commodity production as Marx termed it but a system under which labour power had "itself become a commodity" and was bought and sold on the market like any other object of exchange. Its historical prerequisite was the concentration of ownership of means of production in the hands of a class, consisting of only a minor section of society, and the consequent emergence of a propertyless class for whom the sale of their labour power was their only source of livelihood.'5Thus we are left in no ambiguity that, just as the feudal mode of production was conceptualised in terms of the serf-lord relation, the essential characteristic of the capitalist mode of production is the capitalistwage labourer relation. The capitalist mode is distinguished from the feudal one, not by commodity production, but by generalised commodity production, i.e. the transformation of labour power into a commodity.
By contrast, Sweezy's emphasis is on the production of exchange-values (as opposed to production of use-values under feudalism, the 'system of production for use') as the most e, accept that the capitalist-labourer relation underlies a 'capitalist system': it is a question of relative emphasis on market orientation versus production relation. In this respect, Sweezy's emphasis is definitely on the market, and his position definitely diverges from the Marxist one. He claims, furthermore, that what he calls 'the prime mover' of the capitalist system, which is the drive to accumulate, giving the system its dynamism, has no analogue in a feudal system: 'The feudal system contains no internal prime mover and when it undergoes genuine development... the driving force is to be sought outside the system.'6The 'driving force' being trade, Sweezy thus seeks to explain the transition from feudalism not in terms of the internal contradictions of the feudal mode of production, but by importing a deus ex machina, namely trade, on the assumption that commodity production gives rise to capitalist production directly. What gives rise to the deus ex machina, that growth of exchange, is however not explained.
Let us recall that Marx is quite categorical on the two distinguishing features of capitalist production:
Capitalist production is distinguished from the outset by two characteristic features. First, it produces its products as commodities. The fact that it produces commodities does not distinguish it from other modes of production but rather the fact that being a commodity is the dominant and determining characteristic of its products. This implies, first and foremost, that the labourer himself comes forward merely as a seller of commodities, and thus as a wage labourer, so that labour appears in general as wage labour.
The second distinctive feature of the capitalist mode of production is the production of surplus value as the direct aim and determining motive of production. Capital produces essentially capital, and does so only to the extent it produces surplus value7 (emphases in original).
We see that Marx is very careful to distinguish the capitalist mode of production from previous ones, not in terms of commodity production, but explicitly in terms of generalised commodity production, i.e. the transformation of labour power into a commodity. The second feature of a capitalist economy stressed by Marx, i.e. accumulation, is itself inextricably connected with production of surplus value on the basis of wage labour, (it may be thought that specifying the characteristic of accumulation is somewhat otiose once generalised commodity production has been specified. But its necessi-ty becomes evident when we consider situations such as that prevalent in the colonial period of India, for instance, when 'labour power became a commodity' in some sense as sections of the peasantry were pauperised but there was no corresponding rise of capitalist enterprise to absorb them.)
The failure to incorporate the distinction between 'commodity production' and 'generalised commodity production' in the concept of capitalism, which underlies the Sweezyite deviation from Marx's concept, is carried to its logically absurd conclusion by Wallerstein. In The Modern World System, Wallerstein completely divorces the concept of 'capitalism' from the specific production relation of capitalism, namely the capital-wage labour relation. According to Wallerstein, from the end of the fifteenth century there came into existence a world economy which was capitalist, and which used different methods of 'control of labour' (slavery, serfdom, share-cropping, wage-labour) at the same time in different places. Thus the serfdom on the enconomienda of sixteenth century Brazil, the slavery on the plantations of seventeenth century West Indies or the southern states of North America in the eighteenth century, are all 'capitalist'. Since 'capitalism' is not defined in terms of a specific production relation, how is it defined at all? Oddly enough, at no point does Wallerstein discuss explicitly what he means by 'capitalism'. We have to infer the concept from the context in which it is used.
Wallerstein appears to link his usage of the term 'capitalism' to that fact that: 'In the late fifteenth and early sixteenth century there came into existence what we call a European world economy... it is a world economy because the basic linkage between the parts of the system are economic... there were world economies before. But they were always transformed into empires: China, Persia, Rome. The modern world economy might have gone in the same direction, indeed, it sporadically seemed as though it would—except that the techniques of modern capitalism and the technology of modern science, the two being somewhat linked as we know, enabled the world economy to thrive, produce and .expand without the emergence of a unified political structure.' Further, he states, 'What Europe was to develop and sustain now was a new form of surplus appropriation, a capitalist world economy. It was to be based not on direct appropriation of agricultural surplus in the form either of tribute or of feudal rents. Instead what would develop now is the appropriation of a surplus which was based on more efficient and expanded productivity (first in agriculture and later in industry) by means of a world market mechanism with the "artificial" assist (sic) of state machineries, none of which controlled the world market in its entirety.' These cryptic formulations is the closest we come in Wallerstein to a statement of the link between 'world economy' and 'capitalism' though the latter concept still remains undefined. Finally, we are told: '...The world economy has one form or another. Once it is capitalist, relationships which bear certain formal resemblances to feudal relationships are necessarily redefined in terms of the governing principles of the capitalist system. This was true both of the economienda of Hispanic America and the so-called "second feudalism" in Eastern Europe.'8
A formidable degree of erroneous implicit theorising is involved here. After the European commercial expansion of the sixteenth century there developed a world economy presumably embracing the European countries and their colonies—which, it is taken for granted, constituted a 'capitalist system', without defining what is meant by 'a capitalist system'. The mere fact that the colonies and dependencies were linked through trade to the European countries, i.e. the mere fact of commodity production, is evidently enough to justify the characterisation, without any explanation, of the entire 'world economy' as a 'capitalist system'. Because it constitutes by assumption 'a capitalist system', its 'governing principles' (which remain undefined) determine the 'capitalist' character of all production relations found within this 'system' ranging from slavery and serfdom in its 'periphery' to sharecropping in its 'semi-periphery' and wage-labour at the 'core' of the 'system'). Wallerstein has only the following hardly illuminating explanation: 'Why different modes of organising production—slavery, "feudalism", wage-labour, self-employment—at the same point of time within the world economy? Because each mode of labour control is best suited for a particular type of production.'9 The element of tautology is evident.
The greatest conceptual innovation that Wallerstein puts forward is to redefine serfdom in Europe itself as something close to 'capitalism'. Since he implicitly accepts Sweezy's position that production for the market leads directly to capitalist production, it logically follows that for him the Polish feudal estates from the sixteenth to eighteenth centuries, which were heavily oriented towards grain export, could not be 'feudal'—even though production on the lord's demesne was carried on with the unpaid labour services of serfs. Wallerstein, therefore, feels impelled to invent a new category to describe this situation, the category of 'coerced cash-crop labour'. In his own words,' "coerced cash-crop labour" is a system of agricultural labour control wherein the peasants are required by some legal process enforced by the state to labour at least part of the time on a large domain producing some product for sale on the world market... The crucial aspects from our perspective are two-fold. One is to see that "coerced cash crop labour" is not as Pietro Vaccari puts it, "of a form that may be defined as a true reconstruction of the former feudal servitude". It is a new form of social organisation. And second, it is not the case that two forms of social organisation, capitalist and feudal, existed side by side, or could ever so exist. The world economy has one form or another'10 (first emphasis added by us; rest in original). So, Engels' characterisation of the 'second serfdom' in Poland is referred to by Wallerstein as the 'so-called second feudalism', since for him the fact of sale of output on the market is sufficient for defining it as 'not feudal' and therefore by implication as 'capitalist'.
The logical basis of Wallerstein's position is that wherever there is commodity production, there is capitalist production. Needless to say, this is a very familiar fallacy amongst historians. We may recall that Marx refers to the historian Mommsen, who 'has not the least idea of the modern meaning of capital, (and) speaks in his history of Rome of "Capital" and the rule of capital'.11 One hundred years after Marx wrote these words they remain equally applicable to our modern historians, who aspire to 'originality' but merely succeed in repeating century-old fallacies. Mommsen talked of 'capital', although the slave-owner of ancient Rome appropriated slave-rent, not profit. Wallerstein talks of the nonfeudal and by implication 'capitalist' character of Polish feudalism, although the Polish noble appropriated labour-rent, not profit. As we shall see below, these fallacies arise from a failure to grasp the difference between the property relations of precapitalist, compared to capitalist, modes of production and, therefore, a failure to distinguish between the corresponding analytical categories of precapitalist ground rent and capitalist profit.
It is interesting to see the selective use made by Wallerstein of Marx's ideas. In a very interesting passage Marx discusses the relationship between commercial expansion and capitalist production, pointing out that while commodity production tends to remove feudal fetters on production, it gives rise to the capitalist mode of production only where the conditions for it had already internally taken shape:
There is no doubt—and it is precisely this fact which has led to wholly erroneous conceptions—that in the sixteenth and seventeenth centuries the great revolution which took place in commerce with the geographical discoveries and speeded the development of merchants' capital constitute one of the principal elements in furthering the transition from feudalism to capitalism. The sudden expansion in the world market, the multiplication of circulating commodities, the competitive zeal of the European nations to possess themselves of the products of Asia and the treasures of America and the colonial system— all contributed materially to destroying the feudal fetters on production. However, in its first period—the manufacturing period—the modern mode of production developed only where the conditions for it had taken shape within the Middle Ages.
The obstacles presented by the internal solidity and organisation of pre-capitalistic, national modes of production to the corrosive influence of commerce are strikingly illustrated in the intercourse of the English with India and China12 (emphases added).
Wallerstein, of course, reproduces approvingly only the second sentence (beginning 'The sudden expansion in the world market...'), ignoring both the allusion to 'erroneous conceptions' which arise from the historical association of commodity production with the rise of capitalist production, as well as the 'obstacles' which Marx identifies in the existing strength of precapitalist formations to the penetration of capitalism. The entire tenor of Marx's argument is explicitly against circulationism, against identifying commodity production with capitalist production.
The most remarkable assertion put forward by Wallerstein, is that 'It is not the case that two forms of social organisation, capitalist and feudal, existed side by side or could ever so exist.' It is difficult to see, if this assertion is accepted, how any theory of transition from one social formation to another can ever be put forward. Surely it is not the case that the capitalist mode of production springs, full-armed, from the feudal mode. The capitalist form of social organisation must develop, albeit in rudimentary forms, in branches of production in an economy which is still feudal in character, and therefore, must necessarily coexist for a time with the feudal 'form of social organisation'.
Given his extremely simpliste ideas about capitalism and its genesis, it is not very surprising to find that Wallerstein, in lectures delivered in this country subsequent to the publication of his book, has put forward the highly 'original' thesis that Western Europe did not have any bourgeois revolutions at all, but that the aristocracy transformed itself into a capitalist bourgeoisie. Since, in his conception, the aristocracy such as that of France before the Revolution or that of Poland, was already capitalist because the products of their estates were sold (the correct statement would be that they realised their feudal rents in money form), clearly for Wallerstein bourgeois revolution becomes a redundant concept. We see here the reductio adabsurdum of the argument following from the 'Circulationst' concept of 'economic system'. Given that it is selling of the product on the market which determines whether production is 'capitalist', and products were being sold even before what historians have hitherto termed 'bourgeois revolutions', it follows that the latter is not a necessary hypothesis to explain the rise of capitalist pro-duction. Instead of abandoning his erroneous concept of 'capitalism', Wallerstein proceeds to abandon historical reality, to deny that bourgeois revolutions have occurred.
In point of time, A. Gunder Frank's writings on capitalism and underdevelopment in Latin America came before Wallerstein's. The remarks made above apply fully also to Frank's concept of capitalism, which is a market-oriented or circulationist definition in an explicit sense. Frank's positive contribution was to stress anew that 'the metropolis (read: advanced capitalist country) expropriates economic surplus from its satellites (read: colonies and dependencies) and appropriates it for its own economic development.... Economic development and underdevelopment are opposite faces of the same coin' (p. 33). Unfortunately, the content given by Frank to this acceptable generalisation reveals the same erroneous concept of 'capitalism' with which we have now become familiar. The relationship between the capitalist country and its colony is 'the expropriation/appropriation of economic surplus', which is quite correct as a formulation; but, Frank is unable to conceive of a situation where the appropriating economic formation may be capitalist, while the expropriated economic formation is not necessarily capitalist—which was in reality the colonial situation. For him, apparently, the very fact that it is a capitalist formation—the metropolis—which is doing the appropriating through the agency of merchant capital, and the expropriated formation is producing for export, are sufficient to characterise the latter as 'capitalist'. His essay on "The Development of Underdevelopment in Chile" has the following section-headings; (a) Sixteenth century capitalism in Chile: Satellite colonisation, (b) Seventeenth century capitalism in Chile: Classical capitalist development, (c) Eighteenth century capitalism in Chile: Resatellisation, polarisation, and underdevelopment. (d) Nineteenth century capitalism in Chile: The consolidation of underdevelopment. No effort is spared to drive home the author's conviction that Chile is and has been 'capitalist' for the last four centuries. The thrust of the discussion in each section is to show the absence of closedness or of autarky and the importance of production for export, and it is taken for granted that this demonstrates the 'capitalist' character of production.
Commodity production is implicitly identified with capitalist production by Frank. But what of the production relations, the property relations on the basis of which Chilean production for export was taking place? According to the author himself, 'Livestock... and wheat... were from the beginning produced on large haciendas owned and administered by Spaniards or Creoles. The work was performed first by slaves, then by economendados and/or these subject to the mita, later by hired labour as well, which was forced into debt-bondage and/or various share-cropping arrangements to assure its continued supply.'13(It may be noted that encomiendas were grants of territory made to Spanish/Creole grandees which carried the right of appropriation of tribute or unpaid labour from the direct producers, some of whom were slaves, others, peasants in possession of plots and subject to payment of tribute or contribution of unpaid labour, others, workers compensated by payment. Mita was 'compulsory' wage-labour.) Thus what the internal ruling classes of Chile were appropriating, was slave-rent and labour-rent. These categories are not used by Frank. For him, the underlying production relation and associated form of surplus appropriation, are apparently quite irrelevant for the purpose of defining capitalism; on the contrary, production for the market is both necessary and sufficient. As long as there is commodity production, it is automatically 'capitalism', regardless of the specific production relation involved.
In another essay, "The Myth of Feudalism in Brazilian Agriculture", Frank purports to analyse the alleged confusion in the thinking of those who talk about feudal relationships in Brazilian agriculture (which is the position of Brazilian communists and others, derogatorily referred to as 'orthodox Marxists'): 'A more significant source of confusion concerns the real nature of the feudal system, and more importantly, of the capitalist system. Whatever the type of personal relations in a feudal system, the crucial thing about it for our purposes is that it is a closed system or only weakly linked to the world beyond..,. No part of Brazil, certainly no populous part, forms a closed, or even a historically isolated system. None of it can therefore, in the most essential respect be feudal'14 (emphases added).
We may recall Sweezy's identical formulation in the Transition Debate: 'The crucial feature of feudalism in this sense is that it is a system of production for use' (New Left Books, 1966, p. 35). This emphasis is carried to its logical conclusion by Frank: it an 'economic system' is not closed but produces for the market, then it cannot be feudal, because the 'most essential respect' in which the economic system of feudalism differs from that of capitalism is on the question of commodity production. We can hardly ask for a clearer statement of the fundamental point of methodological divergence, between the 'circulationist' position of Frank and Wallerstein and the Marxist position. For the circulationists the question of the property relations and hence the production relations, which determine the specific forms in which surplus is appropriated, is irrelevant for the conceptualisation of the differnce between feudal economy and capitalist economy. In other words, the crucial concepts of Marxist theory, the advance that Marx made over all previous attempts at a systematisation of history by putting forward as the basic analytical concept differentiating economic formations, the 'social relations of production' which men enter into, corresponding to property relations—this is explicitly rejected. Social relations of production are not essential or crucial for differentiating feudalism from capitalism: all that is essential and crucial, is whether production is for the market or not. The logical implications of 'circulationism' are, ultimately, no different from that of bourgeois economic theory with its emphasis on market relations to the exclusion of the sphere of production—as we argue below.
The basis and implications of 'circulationism'
The problem with the formulations of the authors considered so far is that they are innocent of any distinctions between the property relations of precapitalist formations and the property relations of capitalism. Therefore, they are innocent also of the distinction between precapitalist rent and capitalist profit as analytical categories. The two categories are happily confused: rent is consistently referred to as 'profit'.
The unifying principle of all class societies is that surplus labour-is performed over and above necessary labour. But the specific conditions under which necessary labour is performed (direct producer as owned instrument, attached to land or free) and the specific form in which surplus labour is pumped out of the direct producers (slave rent, feudal rent, profit) determines the character of the dominant production mode. Further, in all precapitalist economic class formations the basis for the extraction of surplus labour is the monopoly over landed property in the hands of a minority (reinforced by property in the very person of the direct producer under slavery) so that rent is the main form of surplus: while only in the capitalist mode of production does landed property cease to be important, and monopoly of the means of production used as capital forms the basis for extraction of surplus labour, the predominant form of which is profit.
Marx points out repeatedly that rent is the predominant form of surplus value characterising feudal economy while profit is the predominant form of surplus value characterising capitalist economy. Precapitalist rent is the expression of the serf-lord relation, as profit is of the capitalist-wage labour relation:
If we consider ground-rent in its simplest form, that of labour-rent where the direct producer, using instruments of labour (plough cattle etc) which actually or legally belong to him, cultivates soil actually owned by him during part of the week, and works during the remaining days upon the estate of the feudal lord without any compensation from the feudal lord, the situation is still quite clear, for in this case rent and surplus value are identical. Rent, not profit, is the form through which unpaid surplus labour expresses itself... (p. 790). The transformation of labour rent into rent in kind changes nothing from the economic standpoint in the nature of ground rent. The latter consists in the forms considered here, in that rent is the sole prevailing and normal form of surplus value, or surplus labour... (p. 794). By money-rent as distinct from industrial and commercial ground-rent based upon the capitalist mode of production, which is but an excess over average profit, we here mean the ground-rent which arises from a mere change in form of rent in kind, just as the latter in turn is but a modification of labour rent... (p. 796). The basis of this type of rent, although approaching its dissolution, remains the same as that or rent in kind, which constitutes its point of departure. The direct producer as before is still possessor of the land... and must perform for his lord, as owner of his most essential conditions of production, excess corvee labour, that is unpaid labour for which no equivalent is returned, in the form of a surplus product transformed into money (p. 797)15 (emphases added).
No student of history with the most rudimentary grasp over the nature of feudal ground rent, so clearly explicated by Marx in the passage quoted above, can accept Wallerstein's characterisation of market-oriented production on the Polish feudal estates from the sixteenth to the eighteenth centuries as 'not feudal', as a 'new form of social organisation', as therefore in some sense 'capitalist' The Polish lords, by virtue ol their feudal monopoly of property in land, could extract unpaid labour services from the serfs for production on their demesne land. Thus they were appropriating feudal rent in its most primitive form, as labour rent. By selling the output of this unpaid serf labour, they were simply realising their feudal rent in money form. It is completely erroneous to apply the analytical category of 'profit' to their income; the basis for the extraction of surplus here remains feudal landed property, and no amount of sale of output on the market would alter this fact.
Under the capitalist mode of production, also, rent does of course exist as a category of income: but it no longer constitutes the predominant form of surplus value, and the entire basis of its production is transformed. The predominant form of surplus value under capitalism is profit, appropriated by the minority who monopolise the means of production as capital, from the exploitation of wage-paid labour. Landed property is not necessary to capitalist production: on the contrary, it is a barrier, in that wherever land remains in private ownership, a surplus profit over and above average profit, must be produced for payment as rent to landlords. Capitalist ground-rent is simply 'an excess over average profit'. These analytical distinctions appear to be unknown to both Wallerstein and Frank. As a result capitalist, profit, feudal ground-rent, as well as slave rent, are all treated in an undifferentiated manner, as all constituting 'profit', so long as production is for the market. The mixing up of these distinctions is quite illegitimate: 'rent' and 'profit' are not categories which are arbitrarily interchangeable at the whim of the individual economic historian. They are objectively distinct categories of income representing distinct production relations. (This criticism is equally applicable to the indiscriminate use of 'rent' and 'profit' as interchangeable categories by Witold Kula in his Economic Theory of the Feudal System.)16
If we consider production on the basis of slave-labour: here the slave-owners' incomeus the surplus of net output value over and above the consumption requirements of the slaves, and constitutes slave rent. The income obtained by the plantation owners of the eighteenth century in the West Indies or in the southern states of North America through exploitation of slave labour, was slave rent. It is immaterial whether they themselves regarded this income as 'pro-tit' or called it 'profit'; the analytical category of profit is not applicable, because it is not surplus value produced by wage-paid labour. The fact that a certain sum of money is expended in purchasing slaves and other means of production does not make production 'capitalist', because this sum of money is not functioning as capital. The patriarch of ancient Rome who spent a sum of money in purchasing slaves, cattle and ploughs, did not thereby become a 'capitalist' any more than did the zamindar in colonial India two millennia later, who spent a sum of money in purchasing a zamindari. The former recouped his outlay through appropriating slave rent, the latter through appropriating precapitalist ground-rent. Similarly, a peasant today who purchases a small land parcel to cultivate with his family labour does not thereby become a 'capitalist'. No sum of money, however large, expended in purchasing assets or means of production and subsistence constitutes 'capital' in itself. Money becomes 'capital' in production, only when it is set to appropriating the surplus labour of propertyless wage workers, in the form of 'profit'. Capital in circulation is a different matter again.
Those who speak loosely of the 'profitability' of slave-based production, or the 'profitability' of zamindari purchase or the 'profitability' of market-oriented serf-based production, are in fact applying the categories of a capitalist economy in an analytically illegitimate manner to relations which are not capitalist. (At best, such formulations spring from a lack of rigour, not ignorance about their inapplicability; at worst, they represent a totally erroneous concept of 'capital'.) The ideological source of the widespread misuse and misapplication of the categories specific to a capitalist economy to other economic formations springs, we suspect, from the domination of the fetishised apparent phenomena of the capitalist mode of production itself in the thinking of the authors concerned, because the market is ever-present, the market is taken as the most important phenomenon. All forms of surplus are thought of by the circulationists as profit, because profit is the most familiar and obvious category in the capitalist economy; and this category is then treated by them as eternal, being transferred to other countries and other historical situations with no regard for the specificity of the property relations concerned.
Indeed, we appear to be witnessing in some sense, a reversal of the situation which prevailed in the adolescence of capitalism. Then, political economy, which was familiar with economic surplus primarily in the form of ground rent, could not conceive of forms of economic surplus which were unrelated to agricultural production or not associated with landed property; the Physiocrats regarded agriculture as the only source of economic surplus. Today, in the monopoly phase of capitalism, we find that a number of economists and historians are apparently unable to conceive of any form of economic surplus other than capitalist profit; all forms of surplus are looked at in terms of capitalist profit, regardless of the basis of production. It may, however, be far too complimentary to the authors of 'circulationism' to contrast their errors with that of the Physiocrats. The latter were pioneers in analysing the sphere of production. The former, the authors currently under discussion, represent a turning away from analysis of the sphere of production into exclusive preoccupation with the question of exchange relations. These authors do not, as we have seen, conceptualise even the capitalist system itself in terms of its basic production relation, namely, the capital-wage labour relation. As a result, their concept of 'pro-lit' itself is quite different from the Marxist one. It contains none of the rigorous determinations arrived at in the analysis of Capital; it is conceived of vaguely as some kind of surplus of output over costs of production, and is unrelated to the wage-paid form of labour.
The consequences of the 'circulationist' position for the analysis of the advanced capitalist country versus colony/dependency relation, are two-fold. Firstly, despite the generalised statements about the capitalist metropolis appropriating surplus from the 'satellite', we search in vain for any rigorous treatment of the subject. Statistical estimates of surplus transfer are of course out of the question. The absence of any concrete discussion is not surprising, since the circulationist 'surplus' is a vague, undefined category without any specific determinations in respect of its forms. Suppose we were to look at the process of surplus appropriation from India by Britain. To be realistic we would have to distinguish a phase of primary accumulation through trade up to 1765, which meant extra-economic coercion on the petty producers by the East India Company to sell output at or below cost; the continuation of this, combined with, from 1765, direct appropriation of tribute in the form of land revenue in those areas where the Company obtained territorial overlordship, which soon became the major form of surplus taken. Neither of these methods of surplus appropriation gave rise in the least to capitalist production relations within India. We would have to look at the advantages to Britain of India specialising in the export of primary products and as a market for manufacturers, which enable the ex-pai::ion of British industry beyond the limits of her home market, and we would have to distinguish the phase of export of capital to the colony and the development of a modern factory sector, based on wage labour, when for the first time surplus extraction in the form of profits began.
By contrast Frank offers nothing but the following few sentences, quite remarkable for their sweeping generalisations:
The permanent settlement in 1793 of the land question from Bengal towards the north began under the rule of the East India Company already (Mukherjee). Here British capitalism took advantage of a pre-existing institution, the Zamindari Latifundia and transformed its previous essential function into the quite different one of tax collector for the development of capitalism in Britain. The additional introduction of many layers of rentiers, usurers and tax collectors substantially transformed the social structure in the villages into one dependent on capitalism, which still exists today, while the old landlords were converted into agents of world capitalism.17
It may be noted that there is no mention whatsoever of what happened to the direct relations production in agriculture: whether any tendency for capitalist production on the basis of wage labour in the Indian village emerged. The mere fact that a part of the agricultural surplus flowed to the U.K. is apparently enough to define a transformation', regardless of the fact that zamindars extracted rack-rents from petty tenants, did not invest productively, and under the permanent settlement came to absorb the major share of total agricultural surplus extracted in the form of rent (not as profit), the minor share going to the colonial state as revenue. Further, 'the later introduction of a system ol ryoiwari smallholders tow aids the south of Bengal, though formally dilfferent, extended the essential I unction of extracting the economic surplus in that direction. The grow-ing need for new materials and foodstuffs then converted the South of India into a plantation economy not dissimilar to the Latin American ones.'18 By no stretch of the imagination can the petty-peasant producers of the ryotwari areas, growing cash crops under economic duress, be described as constituting a 'plantation economy'. The plantations proper (capitalist enterprises producing tea, coffee and rubber) employed in the whole of India one million workers in 1931, or about 0- 5 per cent of the total agricultural working population.
Secondly, it follows that the ‘circulationist' position cannot provide anything except a totally erroneous analysis of the internal class structures of the colonies/dependencies. Since there is no theoretical appreciation of landed property or of ground-rent, the monopoly of land in large estates whether in the latifundia of Hispanic America or in the zamindari of colonial India, is regarded as 'Capitalist'. It follows that, in this scheme of things, there is no objective basis for the demand for land reforms.
Let us try to summarise the basic reasons for these widespread theoretical fallacies, which we have termed ‘circulationism', following Takahashi, and of which the writings of the authors under discussion form but a part. We see it, essentially, as the predictable extension into the domain of analysis of economic history, of the same tendencies which have long dominated economic theory: the emphasis on the sphere of circulation to the exclusion of the sphere of production, and the treatment of the categories of capitalism as eternal categories. Both of these are the outstanding characteristics of bourgeois theorising, and they accompany the apologetic interpretation of capitalism. If this is considered too extreme a judgement, the writings of Samir Amin, which we next consider, will serve to illustrate that ‘circulationism' does indeed lead objectively to apologetics.
The concept of peripheral capitalism and unequal exchange
Ever since 1917, a certain part of academic theorising concerning ‘economic systems', which is anti-Marxist and more specifically anti-communist in content, denies the reality of the opposition between the newly-emerged socialist camp and the camp of the developed capitalist countries. This is also evident in ail formulations which emphasise categories cutting across differing modes of production, and use such categories as the crucial elements of analysis. Such is Amins's idea of 'centre' versus 'periphery', which restates the Frankian distinction between 'metropolis' and 'satellite' while giving an explicit twist to it: the 'centre' includes not only the developed capitalist countries, but also those socialist countries considered by him to be developed. The 'periphery' includes all other countries— not only those underdeveloped nations attempting to follow the capitalist path, but also those such as China path have accomplished the socialist revolution. The very formulation of the categories of analysis already incorporates a certain view-point, that the relations between the capitalist countries and the 'Third World' are no different in any crucial respect from the relations between the socialist countries and the ‘Third World'.
‘The main scope of my analysis embraces relations between the centre (North America, Western Europe, Japan, Australia, New Zealand and South Africa on the one hand, Russia and Eastern Europe on the other) and the periphery ('The three continents').' Elsewhere Amin says: ' Our world is made up of "developed countries" and "underdeveloped" ones, it is also made up of countries that style themselves as "socialist" and of others that are "capitalist", and all these countries are integrated, though in varying degrees, in a worldwide network of commercial, financial and other relations such that none of them can be thought of in isola-tion...' (p. 1— emphasis added). Again, 'there are not two world markets, one capitalist and the other socialist, but only one, the capitalist world market in which East Europe marginally participates' (p. 4). Finally, 'Relations between the formations of the developed world (the centre) and those of the Underdeveloped world (the periphery) are affected by transfers of value, and these constitute the essence of the problem of accumulation on a world scale.'19Thus, the countries that 'style themselves as socialist' merely by virtue of participating in the 'capitalist world market', accumulate via the 'transfer of value' from the 'periphery', no less than do the capitalist countries: this is the conclusion.
In Amin's writings, we can see the ‘circulationist' position carried one step further. So far, the circulationist or market-based theory said that all underdeveloped countries have today and have had for four centuries, internal structures which are 'capitalist', regardless of the basis on which production is carried on—slave,'serf, petty tenancy or whatever—merely by virtue of the fact that they produce for the 'capitalist world market'. This logic is now extended to the socialist countries, which by virtue of being involved in trade, in 'the world capitalist market', are in some sense contaminated, are not socialist economies but only ‘style themselves' as such. Just as ‘feudalism' was defined as a closed system and ‘capitalism' viewed by contrast as a system based on exchange, by the same logic, the crucial differentiating feature of a socialist system is its closedness and non-participation in international exchange. The epistemological basis of this is, undoubtedly, idealism. The circulationists appear to think in terms of the 'ideal' capitalist system whose essence lies in exchange, which is made its conceptual monopoly: the 'ideal' feudal system is a closed one, while the ideal socialist system is symmetrically, also a closed, autarkic system. Both the feudal and socialist systems, the moment they engage in exchange, cease to be feudal, and socialist, respectively. Nothing can illustrate more closely the total fetishisation of the market, and the total ignoring of the real relations of production.
Amin's analysis of the internal structures of colonised countries appears at first to be a trifle more sophisticated than that of Frank who, as we have seen, treats the history of the internal development of the Latin American colonies during the last four centuries as one of the undifferentiated 'capitalism' from beginning to end. Amin suggests that in the 'periphery' capitalism dominates the precapitalist formations it finds there, without becoming 'exclusive' as in the 'centre'.
At the centre, the capitalist mode of production is not merely dominant but because its growth is based on the expansion of the internal market, it tends to become exclusive... The socio-economic formations of the periphery however bear this distinctive feature that although the capitalist mode of production does indeed predominate, this domination does not lead to a tendency for it to become exclusive, because the spread of capitalism is here based on the external market. It follows that precapitalist modes of production are not destroyed but are transformed and subjected to that mode of production which predominates on a world scale as well as locally—the capitalist mode of production.20
The apparently more sophisticated formulation is full of internal contradictions. If, in the ‘socio-economic formations of the periphery', the spread of capitalism is based on the external market, then the ‘dominance' of the capitalism in the internal structure of the economy by no means follows. There can arise an enclave capitalist sector oriented to exports (plantations, mines, etc.), which leaves unaffected large or even predominant areas of economy which continues to be carried on, on the basis of petty production. Con-versely, if capitalism is ‘predominant', in what sense can it become so, if precapitalist production is ‘not destroyed' but only ‘transformed', both ‘destruction' and ‘transformation’ remaining conveniently undefined?
In discussing the relationship between the ‘centre’ and ‘periphery’, Amin attempts to formulate it in terms of the theory of ‘unequal exchange’, first put forward by Arghiri Emmanuel. He gives unqualified acceptance to Emmanuel’s analysis, calling it ‘a fundamental contribution’. This is unfortunate, since there are major conceptual and logical difficulties with Emmanuel’s development of the theory of ‘unequal exchange’ which Amin, far from recognising, further compounds (particularly in his exposition of his own numerical examples, which we discuss below).
There is no doubt at all that some form of ‘unequal exchange’ did take place historically, between the colonised countries and the developed capitalist countries. The basis for unequal exchange is monopoly, manifesting itself in various ways: the monopoly of trade exercised over the colony, the monopoly of certain branches of production itself, the monopoly of sovereignty in land. Emmanuel’s for-mulation, however, represents a basic misconception of the problem: he seeks to demonstrate ‘unequal exchange’, which can only arise from monopoly, using a model of the competitive capitalist mode of production which is simply blown up to a world scale.
It will be recalled that the method of abstraction Marx used in Capital to analyse the capitalist mode of production was to start with labour values as the basis on which commodities, including labour power, exchange; and to demonstrate that, given competition amongst capitals, prices must systematically deviate from values in order to distribute the total surplus value amongst different branches of production with differing ‘organic compositions’ of capital, so as to equalise the rate of profit. While labour values form the basis of exchange, it will therefore not be the case that commodities will exchange exactly according to labour values, except by accident, and this follows from the laws of competitive capitalism itself. The purpose of constructing the argument of Capital in this manner was amongst other things to lay bare the origin of surplus value and show how the extraction of unpaid surplus labour under capitalism could be accomplished, even on the basis of ‘equivalent exchange’ of commodities, including labour power, under the laws of competitive exchange.
This theoretical structure, which Marx developed specifically for analysing a competitive capitalist economy (with nineteenth century Britain as the historical example), Emmanuel extends and generalises to the entire world, each constituent of the world— country or region—being regarded as producing in a particular ‘branch of production’ and exchanging its products through trade. He gives a definition of ‘equal exchange’ which is not to be found anywhere in Marx. If commodities are internationally traded at their labour values, then trade is regarded by Emmanuel as ‘strictly equal’, while if prices differ from labour values owing to varying organic compositions of capital, exchange is considered to be not ‘strictly equal’, but not ‘unequal’ either. Thus, if all the assumptions of a competitive capitalist economy hold on a world scale—capitalist production everywhere, free mobility of labour and of capital arising from competition—then rates of surplus value (not to be confused with the observed profit-wage ratio) would be equal and commodities would exchange internationally at their prices of production (which would deviate from values according to varying organic compositions of capital). We would have a blown-up version of the model of a national competitive capitalist economy, and according to Emmanuel ‘non-strictly equal exchange’. If, however, real wages differ between countries while organic composition does not, prices of production will deviate from values. This, according to Emmanuel, constitutes ‘unequal exchange’.
Two points may be noted. Firstly, there is an asymmetry in Emmanuel’s treatment of the deviation of prices of production from labour values, depending on the cause of deviation; varying organic composition is treated differently from varying rates of surplus value, and the rationale for this is far from clear. Secondly, the normative label of ‘equal exchange’ (carrying implications of equlity and justice) is attached to exchange at labour values, a procedure quite antithetical to Marx’s own treatment of exchange under the laws of competitive capitalism as ‘equivalent exchange’ with the necessary implication of deviation of prices of production from values; while there is, of course no normative content to Marx’s use of the term ‘exchange of equivalents’.21
The incorrectness of the argument arises at so many different levels—of conceptual validity, logical consistency, and empirical applicability that the critic is faced with an embarras des richerses. First, and most fundamental, while there is no doubt at all that transfers of surplus took place from colonies/dependencies to capitalist countries, the most important forms in which transfers took place are forms arising directly from the fact that precapitalist formations were being forced to enter into relations with capitalist formations where the latter enjoyed monopoly power. To assume, as Emmanuel does in the formulation of the theory, that both colonial and metropolitan production could be captured by a model of competitive capitalist production on a world scale, is thus to assume away the most important features of the colonial relationship itself. By its very formulation, the model is unable to capture, because it abstracts from, those historical forms of surplus appropriation known as ‘primitive accumulation’. No amount of rationalisation put forward by Amin (‘since there is a world commodity market, there is a problem concerning values; we must use value transformation models’22) alters the fact that where one of two branches of production is not capitalist, to apply a category like ‘price of production’ to it amounts to undiluted nonsense. ‘The price of production’ relates explicitly not just to capitalist production but to competitive production with free mobility of capital. It cannot be defined at all without the formation of an average rate of profit on capital advanced. In colonies, over most of the economy there was no production on the basis of wage labour, and therefore no variable capital advanced and no surplus value ‘equalised’ through competition to an ‘average’ rate of profit; there was therefore, no basis for determining the ‘price of production’.
The artisans in colonial India who were first obliged to sell below cost and then displaced through imports, the peasants who were forced by extra-economic coercion to grow and sell cash crops at prices at or below cost to monopoly agents: neither category can logically find a place within Emmanuel’s model. (This does not prevent the adherents of the theory from talking in the same breath of the validity of Emmanuel’s unequal exchange, and the existence of primary accumulation. They are apparently quite unaware of the contradiction involved in doing so.)
Secondly, even it we take Emmanuel’s model at face value, there seems to be no rational basis for regarding given variations in real wage rates as constituting the source of ‘unequal exchange’, and indeed, if this assumption is made along with the assumed mobility of capital, the model of exchange itself breaks down, as we shall see below. The model is in fact not an internally consistent one.
To give the most favourable interpretation to the model, let us take it to be applicable to the relations between the genuinely capitalist enclave within colonial economies, and the advanced capitalist countries. The argument that Amin, reproducing Emmanuel, gives is as follows:
‘One can observe, then, two forms of international exchange in which the products are not exchanged at their value. In the first case wages (and rates of surplus value) are equal, but because the organic compositions are different the prices of the production... are such that one hour of total labour, direct and indirect, of the more advanced country (characterised by higher organic composition) obtains more products on the international market than the hour of total labour of the less developed one’. Table 13.1 illustrates the case.
As we have seen, Emmanuel does not regard this case as ‘unequal exchange’. Amin however does regard it as representing ‘unequal exchange’: ‘...and yet exchange is unequal all the same, and this inequality reflects the inequality of productivity.... With 30 hours of total labour equipped as it is in B, we get for instance 90 physical units of the product, whereas with the same number of hours of total labour equipped as it is in A, we get a smaller amount, say 60 units. If A and B are integrated into the same world market, the product can have only one price, the price set by the more advanced country...’23 (emphases added).
Amin’s extension to Emmanuel is hardly a happy one, for it contains rather elementary errors. If the physical output for the given product varies as specified by Amin, then the respective prices of production per unit of output in the two countries will be as shown below (col. 5), retaining the method of partial transformation.
As long as the world demand for the commodity concerned exceeds the supply from B, world prices must be bid up to the price of production of the higher-cost producer, A; otherwise A cannot produce at all. Therefore, the prevailing price will not be as Amin asserts, ‘set by the more advanced country’. On the contrary, it will be set by the unit price of production of the less advanced, higher-cost producer A. At this price, A will just cover its cost-plus-average profit, while B will reap a surplus-profit by virtue of having an individual price of production lower than the one determining price. (Even if we do not assume this Ricardian case, and allow for A’s accepting a lower-than-average rate of profit, the price is not set by the advanced country, but by the average price of production, in this case 0-400). Amin’s conceptual error here is to think that ‘equalisation of profit’ to an average rate is applicable to producers of the same given commodity. In Marx’s system, the equalisation of the profit rate always refers to the average over all branches of production, and for producers in a given branch the ‘average profit rate’ is therefore a datum. For any given product only the sale price will be the same for different producers, while their actual rate of profit will vary according to their individual prices of production.24
Table 13.1
(Case A)
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Note: Columns 1-6 and rows 1 and 2 from Amin (Unequal Development, unnumbered table), p. 140: Columns 7-9 and row are added by us; Columns 8 and 9 give the rounded price of production and profit.
Table 13.2
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Note: It is assumed that the high-cost producer A earns a rate of profit of 39.53 per cent which on Amin’s assumption should be the average rate of profit -for the international economy as a whole. The questionableness of this is discussed in the text.
In Amin’s conception, it would appear that every situation in a competitive capitalist economy blown up to a world scale, where prices of production deviate from values, constitutes ‘unequal exchange’. This would imply that within a national capitalist economy too, exchange between sectors whose technical levels differ, or whose rates of surplus value differ—such as agriculture, and industry—should logically be considered ‘unequal exchange’. The concept of ‘unequal exchange’ thus loses all cutting force, all discriminatory value, in distinghuishing the advanced capitalism— colony relation, from the normal workings of a competitive capitalist economy. It is not at all clear why the theorists of ‘unequal exchange’ are so concerned about a phenomenon which, on their own definition, is equally characteristic of the internal relationships of the advanced capitalist countries, as of the capitalist country-colony relation.
(Case B) The next example Amin goes on to give, of ‘unequal exchange’ in the specifically Emmanuellian sense of international differences in real wages leading on ceteris paribus assumptions, to deviations of prices from labour values, is equally unfortunate in its similar elementary errors. The commodity considered is oil:
Let us assume that production techniques are at the same level of development (same organic composition) and... that wages are the same (same rate of surplus value). Exchange is strictly equal. If now, for one reason or another, while production techniques remain unchanged, wages in A are only one-fifth of what they are in B, we shall have the following situation.
Amin continues:
‘A and B produce the same product (e.g. oil) with the same technique and sell the product on the world market. In A however real wages are lower than in B. The product must have a uniform price, that which prevails on the market.... The greater rate of surplus value in A raises the average rate of profit of A and B taken together from 14 to 20 per cent.... In the example given above, for exchange to be equal with wages in A only one-fifth of wages in B, the rate of profit in A would have to be 26 per cent as against 14 per cent in B.
He goes on to apply this argument to estimate ‘transfer of value’ from A to B:
Out of an overall total of exports from the underdeveloped countries of the order of 35 billion dollars in 1966 the ultramodern capitalist sector (oil, mining) provided... dollar 26 billion. If these products were produced by the advanced countries... their value would be at least dollar 34 billion. The transfer of value from the periphery to the centre under this heading alone would amount, at a modest estimate, to dollar 8 billion. 25
Almost every sentence in the above two passages is either factually or logically incorrect. Let us dispose first of the least important level: the figures Amin gives in his example and in the text are not internally consistent. The equalised rate of profit works out, not to ‘20 per cent’ as he states at one point (quoted above), but to 16.28 per cent. The prices of production, even when rounded, do not come to 26 and 34 as he states; we have given the correct figures in Table 13.3 alongside Amin’s. This anomaly seems to have arisen because Amin has in his particular case calculated the profit rate on the fixed capital installed alone (K in Table 13.3, which would have given an overall profit rate of 20 per cent; whereas the profit rate should be calculated on the total capital advanced (K + C + V in the table), i.e. the total constant capital both fixed and circulating, plus variable capital. For the same reason, the rates of profit stated by Amin to be required for ‘equal exchange’, again are not borne out by his own figures in the table (‘equalised exchange’ in his sense, i.e. where there is no deviation of price from value, would require profit rates in A and B of 21.95 per cent and 11.11 per cent respectively, not 26 per cent and 14 per cent as stated by Amiri). In the earlier case A, however, the profit rate was calculated by Amin on the circulating capital. The absence of a consistent way of calculating the profit rate thus leads to considerable contusion with regard to the numerical values that Amin obtains.
Table 13.3
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(Note: Cols. 1 to 7 from Amin, unnumbered table on p. 142. Remaining columns calculated by us. 9 and 10 give the correct version of 6 and 7; colunis 11 to 14 are calculated taking the price of production of B as the prevailing price on the assumption that B the higher, cost producer earns the average profit rate of 16, 276 per cent prevailing in the international economy).
The argument given by Amin regarding the formation of international price is incorrect as it was in his example A. As long as world demand for oil is greater than the supply from the lower-cost producer A, world price must be bid up to the price of production of the higher-cost producer which is now B. Otherwise B will cease to produce or at least trade in oil. At the world price of 34.65, B will just cover production costs and obtain an average profit, while the ‘backward’ country with lower wages, A, will make a surplus profit at this price by virtue of having an individual price of production lower than that determining world price. The overall profit rate in the price system is then raised to 21.7 per cent, consisting of a higher rate of profit in the backward country A at 27.6 per cent, compared to the advanced country at 16.3 per cent (col. 14 of Table 13.3). Once again the same basic conceptual error is perpetrated of failing to see that for the producers of a given product, it is the -price which is equalised but not the profit rate.
It follows that it is completely erroneous to suggest that a given value of exports produced by underdeveloped countries would have a different value if produced by advanced countries, the difference constituting ‘transfer of value’. For, the given value of exports from underdeveloped countries is obtained—given the logic of the model—by valuing at a world price, which necessarily gives a higher profit to the underdeveloped countries, than the same world price gives to developed countries in this particular case. The 26 billion dollars of exports from backward countries would remain 26 billion dollars in value if produced by the advanced countries; but whereas the underdeveloped countries obtain a surplus profit owing to low wages, the same value of output would give only average profit to the advanced countries.
Such erroneous generalisations as made by Amin are possible only if the attempt at logical thinking is abandoned entirely in favour of certain preconceived conclusions. The entire passage on ‘unequal exchange’ in Amin is formulated in an extremely illogical manner; and this is the only passage in which some attempt at precise formulation is undertaken in the book Accumulation on a World Scale. First printed in Unequal Development, the same piece on unequal exchange is reproduced word by word, with the same errors in the tables and the same incorrect argument, in Accumulation on a World Scale.
Frank reproduces and even amplifies Amin’s totally incorrect argument approvingly (in his Dependent Accumulation and Underdevelopment) in the following words:
Samir Amin has made some estimates [sic] of the amounts of capital transferred from the underdeveloped countries to the developed ones in recent times through this kind of unequal exchange. Total exports from the underdeveloped countries were valued (by the ‘world market’) at about 35,000 million dollars. Had the same products been produced by the developed countries with the same techniques and the same productivity, the value price of these products would have been 8,000 million dollars more. The underdeveloped countries’ remaining exports which are valued at 9,000 dollars would...be valued at... 14,000 m dollars more....The estimated 22,000 m dollars difference transferred to the developed countries through this unequal exchange mechanism represents only about 1.5 per cent of their Net Domestic Product but it amounts to about 15 per cent of the NDP of the underdeveloped countries26 (emphases added).
It appears that Amin’s erroneous formulation has been adopted uncritically by Frank. It will bear repeating that it is a total misconception of the process of international price formation to state, as Frank does following Amin, that were the same exported products produced by the developed countries as are being produced by the underdeveloped ones, their ‘value price’ would have been different. Given the stated assumptions, the value of exports would remain exactly the same as before. When the combined export from the two countries are required to satisfy world demand for the specified range of products, the international price is determined by the price of production of the highest-cost producers which in this case are the advanced countries, since they pay their labour five times the real wages of the backward countries, with all other conditions remaining the same. II now the developed countries produce what the underdeveloped ones were doing earlier, then the value of these exports would remain unchanged at 35,000 m dollars. The only difference would be that the developed countries would obtain only an average profit out of their value of output whereas the underdeveloped ones had reaped a surplus profit over and above average profit, by virtue of depressing their domestic wages. Far from there being any ‘transfer of value’ when underdeveloped countries produce and export, under the specified conditions these countries reap surplus profits. There is therefore no logical basis for postulating a ‘transfer of surplus’ under the stated conditions.
It is precisely because, historically, large transfers of economic surplus have occurred from today’s underdeveloped countries, that it is so important to analyse correctly the real mechanism of such transfers. The real mechanism is not to be found in the theoretically spurious and logically inconsistent arguments based on the Emmanuellian concept of ‘unequal exchange’, which Amin and Frank are advocating with such misguided vigour. Such arguments are liable to demolition—and very justifiably so—by the first competent bourgeois economist who looks at them.
Apart from all considerations of economic logic, straight forward common-sense should have indicated to Amin and Frank that there was something very wrong in their argument regarding the ‘transfer of capital’ from oil-producing underdeveloped countries to developed ones. Let us take it that oil production is carried on, as specified in the Emmanuel model, on a competitive basis without the cartelisation which exists in reality. The Saudi Arabian capitalists produce oil at a much lower cost than do the Texans because they pay Saudi labour only one-fifth of the real wages obtained by the American workers. Nevertheless, as long as world oil demand cannot be satisfied by Saudi production alone, the international price must rise to the ‘price of production’ of Texan oil. At this price the Saudi Arabian capitalists appropriate a surplus profit—which comes out of their depressed domestic wages—compared to the mere average profit obtained by the Americans. To talk of a ‘transfer of value’ from Saudi Arabia to the U.S.A. is a meaningless exercise with no logical basis.
This brings us to the last, and from the viewpoint of logical consistency, the most important criticism of the Emmanuel model. The continuation of surplus profits and of trade is not compatible with the assumption of free mobility of capital, which is made at the same time by Emmanuel. Capital, given this assumption, will flow into those regions and branches of production where surplus profits exist. Texan capitalists will cease to produce oil in Texas, and shift their capital into Saudi Arabia, and that country will specialise in oil production until the Saudi rate of profit drops to the Texan one, or until the Saudi reserves are exhausted—whichever comes first. ‘Unequal exchange’ of the Emmanuel variety leads to a breakdown of exchange itself. The international logical inconsistency of the model of ‘unequal exchange’ arises, therefore, from two incompatible assumptions: firstly, that real wage rates differ, therefore rates of surplus value differ: secondly, that there is free mobility of capital. The first assumption implies higher profits in the country with the lower wages. The second assumption, in combination with the first, implies that the high-wage countries cease to produce and to trade in the product concerned.
Far more valid and interesting than the theoretically spurious arguments on ‘unequal exchange’ is Frank’s discussion of the nineteenth and early twentieth century multilateral trade settlement and the role of the underdeveloped countries in financing European trade and investment, though here, too, the exclusive preoccupation with the trade aspect results in a failure to analyse the causes and mechanism of the actual income transfers which took place. To students of underdevelopment it has been known for some time that in the system of multilateral balancing of trade and investment flows, today’s underdeveloped countries played a crucial role by earning hard currencies against their large export surpluses to those regions with which the imperialist countries had trade deficits, but which were profitable areas for them to invest in (the U.S., South America and the Dominions). The underdeveloped countries’ earnings of hard currencies from these areas were siphoned off through the politically maintained deficit in their balance of payments vis a vis the imperialist countries (pre-eminently U.K.) and used to settle the latter’s debts.
Frank’s treatment of the problem however (based on a reproduction of the data in a UN study and on studies in British overseas trade by S.B. Saul) focusses almost exclusively on the question of merchandise trade balance. The thrust of the argument is to show that multilateral settlement existed, and that the underdeveloped countries had large merchandise export surpluses vis a vis the rest of the world, particularly the U.S.A. and Western Europe. These two facts, it is taken for granted, are sufficient to indicate that the underdeveloped countries financed a large part of European trade and investment. It is this that we find analytically unsatisfactory. For, in fact the existence of multilaterality and of export surplus by themselves tell us nothing about income transfer from the underdeveloped countries. The U.S., too, had very large export surpluses during the reference period (1928) and was involved in multilateral settlement, without being exploited in any way. Clearly, the role of the underdeveloped countries’ export surpluses was quite different from that of the U.S. But the student will search in vain for any analysis of how and why it was different in Frank’s discussion. This is because these questions can only be answered with reference to the internal conditions under which the export surplus was produced.
Consider the following scenario: a tropical country (India) has an export surplus of say £ 15 m merchandise account with a Dominion (Australia) which in turn has a merchandise export surplus of £ 10 m with U.K. The latter has a small merchandise surplus of £ 5 m vis a vis India and, in addition, has sufficiently large earnings, say £ 10 m, on account of invisibles such as transport, insurance and interest income, to turn India into a net debtor to it to the tune of £ 15 m. Now, it would be a perfectly legitimate procedure for U.K. to set off her debt of £ 10 m to Australia against India’s earnings from that country, since India is her debtor; and invest the difference of £ 5 m in Australia in addition. There is no transfer of income from India to U.K. in this case: Multilaterality is simply a convenient way of settling mutual debts among more than two trading partners. Against her export surplus of goods, it is true that India does not import specie or invest abroad: but she does use services. Formally similar is the case of the U.S. which, like India had very large merchandise export surpluses vis a vis the Continent and Dominions, was involved in multilateral settlement, and despite import surpluses vis a vis the underdeveloped countries, was like the latter a net producer of merchandise export surplus taking her trade with all countries (£ 1270 m of export surplus in 1928, or nearly as much as the export surplus of all the underdeveloped countries put together, which was £ 1490 m).
The crucial difference between the Indian export surplus and that of the U.S. arose from the fact that India was a colony; a substantial part of her internally generated economic surplus was being appropriated as land revenue plus indirect taxes by the colonial state, and spent not wholly within Indian but abroad for the purpose of maintaining British rule. These expenditures abroad or the ‘Home Charges’ on India were payable in sterling. India’s export surplus vis a vis countries with which the U.K. had deficits on her balance of payments simply served to convert the internally appropriated surplus (valued in rupees) into sterling. Unlike the example we had given above, India’s export surplus was not in fact balanced by payments for services actually needed and demanded by her; her export surplus was set off against the politically imposed ‘Home Charges’ and other payments (which served purposes as diverse as paying inflated salaries and pensions to British administrators and the cost of Britain’s war with Persia). If we look at trade relations alone (as Frank does), with no reference to these internal conditions of surplus extraction, the role of Indian export earnings in transferring the internally generated economic surplus to the U.K. cannot be grasped conceptually. The analysis then remains at the phenomenal level of the mere existence of a merchandise export surplus—which in itself, however, is quite compatible, as is multilateral settlement with independent capitalist development such as the U.S. experienced.
Let us try to sum up our criticism of the Emmanuel-Amin theory of ‘unequal exchange’. Firstly, it represents an abstraction from the most important features of the capitalist/metropolis-colony/ dependency relationship, namely, that certain specific forms of surplus appropriation were possible (precapitalist rent, surplus-on-alienation from petty producers) precisely because of the precapitalist character of production relations in the colony/dependency, and the exercise of monopoly. Secondly, even on the restrictive assumption that we are considering the capitalist enclaves in colonies and their relationship to the capitalist economies, the use of the value-price model of Marx’s Capital is utterly misconceived. Marx himself never gave the label ‘unequal exchange’ either to the deviation of prices of production from values under competitive capitalism, or to the deviation of individual prices of production from the ‘average’ price of production; on the contrary, this was ‘equal exchange’, following the laws of a competitive capitalism, par excellence. The use of formation of prices of production and market prices under a competitive capitalism represents a total misunderstanding alike of the purpose of Marx’s method of abstraction, and of the real content of historically existent unequal exchange between nations. The latter has been always a product of monopoly, not competition. The logical contradictions into which the Emmanuellian model of ‘unequal exchange’ leads itself, amply demonstrates its inapplicability, and points to the necessity of developing a valid theory of unequal exchange.
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21 There seems to be a kind of moralistic, mystical quality attached to the concept of ‘exchange at labour values’ by Emmanuel and his followers, which is quite antithetical to Marx’s own analysis. In effect the conceptual role that labour values play in Capital is not understood at all by these authors, as is evident from their attaching the label ‘equal exchange’ (which by implication is ‘equitable’ and ‘just’) to exchange at labour values, while deviation from labour values is labelled ‘unequal exchange’— which by implication is ‘inequitable’ and ‘unjust’. The closest analogy we can find relates to the realm of astronomy. A mystical significance was attached by the pre-Keplerian astronomers to the idea that planets must follow perfectly circular orbits, because they thought the perfection of God’s creation decreed it; and indeed as is well known, Kepler himself wasted a great deal of effort in ingenious attempts to fit his observations into the mystical scheme of perfectly circular orbits, before he finally developed, under the weight of the accumulated evidence the important scientific propostions on elliptical orbits associated with his name, which cleared the way for further advance. The correct Copernican proposition that ‘the planets circle the sun and not conversely’ was thus made into a literal and sterile dogma on the necessity of perfectly circular orbits, which hinderd advance for a time. Similarly, the correct proposition of the classical economists, that commodities exchange on the basis of labour values, was reduced to a sterile proposition as long as it was interpreted literally to mean that commodities must exchange exactly at labour values in a competitive capitalist economy. Marx’s analysis marked an important advance over that of the classical economists, by showing how, precisely because labour values do form the basis of exchange, commodities will not in fact exchange exactly at labour values, but will necessarily exchange at prices which deviate systematically from labour values, given the assumptions of competitive capitalism. (To continue with the analogy, it is percisely because the Copernican proposition on planets circling the sun forms the correct basis of the understanding of planetary motions, that it was possible to show that in fact planetary orbits deviate systematically from the circle and are describable by the equation for the ellipse.) Emmanuel and his adherents, by attaching the normative term ‘equal exchange’ to exchange at labour values, are reverting to a pre-Marxian conceptual framework. Exchange at labour value is no more ‘equal exchange’ with connotations of equity and justice, than perfectly circular orbits are an expression of God’s perfection: both are mystical concepts.
22 Samir Amin, Unequal Development (New Delhi, 1979), p. 145.
23 Ibid., p. 140.
24 See Karl Marx, Theories of Surplus Value: Part II (Moscow, 1968), p. 206 passim.
25 Amin (1979), op. at., pp. 142-3.
26 A. gunder frank (1979), op cit., 7 passim
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A Note on Emmanuel’s ‘Unequal Exchange’
Krishna Bharadwaj
Arghiri Emmanuel’s Work Unequal Exchange1 has been influential in initiating an analytical approach and a theoretical position on imperialism, seen as operating through trade. Although alluding to historical events and data, he relies mainly on a theoretical argument and, in the following, our critique is confined to a scrutiny of that argument.
The basic issue Emmanuel raises is certainly of great import— the economic inequalities among nations, their persistence and accentuation. Emmanuel’s thesis is developed mainly as a counter to the traditional arguments within the comparative cost doctrine. The latter, he notes, has survived in theory despite the abundant exceptions to it, adduced in order to justify protectionism prevailing almost universally in the present and through history. The growing economic distance among nations too has cast suspicion on the free-trade optimism of that theory propounding that all parties to free trade gain though the division of gains between the trading partners is indeterminate. Emmanuel also believes that the ‘terms of trade’-based arguments developed by Myrdal, Nurkse, Prebisch and others are only ‘a modern revisionism’, to the extent that they operate essentially within the framework of the comparative cost theory. ‘The comparative study of elasticities of demand, which in the last analysis, is merely a study of the specific nature of the products concerned, a comparison of their use values, fails to provide us with a key to the explanation of century-long tendencies in the terms of trade’ (p. xxx). A simple reason for this failure he sees in their having to attribute particular demand characteristics ‘to certain products or certain categories of products’. They also have to use ‘the worsening of the terms of trade of the primary products’ to explain inter-country inequities taking recourse to ‘a mistaken identification of the exports of rich countries with the export of manufactured goods and of the exports of the poor countries with the export of primary products’ (p. xxx). Emmanuel himself sees the classical postulate of the immobility of facts (especially of capital) as the critical one which denudes the inferences resting on the comparative cost doctrine of meaningfulness and relevance. The thesis that he himself offers rests on the mobility of capital and immobility of labour across nations;2 ‘Sufficient mobility of capital to ensure that in essentials international equalization of profits takes place, so the proposition regarding prices of production remains valid; sufficient immobility of labour to ensure that local differences in wages, due to the socio-historical element, cannot be eliminated, so that a modification of the proposition regarding prices of production is made necessary’ (p. xxx). Emmanuel thus sees his own task to be ‘of integrating international value in the general theory of value’ (p. xxxiv). While a number of deficiencies of the comparative cost doctrine—especially in its static version—and of the terms of trade agreements may be readily accepted, it will be argued below, that Emmanuel’s reconstruction which puts the entire burden of explanation on wage differences in the two countries is far from convincing, despite its merit in that it exphasizes an important fact—even more true of the present times—of the internationalization of capital.
The central thesis that Emmanuel builds up is that the trade between nations, with differing wage levels and with mobility of capital equalizing profit rates, necessarily implies ‘unequal exchange’, the low-wage (‘poor’) country selling products embodying more surplus value in exchange for those containing less than thus transferring, in the net, surplus value to the high-wage (rich) country. Further, that this transfer, strengthening the productive forces in the richer country, tends to increase wages further, with the contrary consequences for the poor country. Wage differences, thus accentuated, occasion further transfers of surplus value to the rich country and hence, the ‘imperialism through trade’. Differences in wages are considered by Emmanuel thus as primary and sufficient cause for ‘unequal exchange’.
Equilibrium prices in international exchange
Building up his thesis, Emmanuel treats first ‘equilibrium prices in internal exchanges’. This is where he presents his conceptual standpoint and his view of the characteristic features of Marxian theory. To the extent that the ideas, presented with reference to the ‘internal exchanges’, bear significantly upon the particularity of his analysis of ‘unequal exchange’, their validity gains importance. In fact, his theoretical understanding as well as exposition in this context reveals conceptual confusions and weaknesses which affect his interpretation of ‘unequal exchange’ and deserve therefore a close look.
A distinction Emmanuel considers important enough to demarcate ‘the division among economists’ is as ‘regards the formation of value….those who treat factors (reward to factors) as dependent variables, those who treat them as independent variables of the system’. The ‘factors’ themselves are defined by Emmanuel in a rather peculiar fashion: they are recognized by their ‘established claim to a primary share in society’s economic product’. And, they are called by him ‘primary’ (as different from secondary) ‘in that they are directly connected with the realization of the product which is effected through the exchange of different commodities, so that... there is precise correspondence between the relative size of these incomes and the rate of exchange, or exchange value, of the commodities concerned’ (p. 1). Following this definition, he recognizes not only capital and labour as primary factors but also ‘an indirect tax’ as a primary income and hence a ‘factor’. Emmanuel stresses this doctrinal dichotomy resting on ‘cause and effect’ and himself holds the position that ‘it is the quantities and rewards for the factors that determine prices, and not the other way around’ (p. 2). We shall refer later to the logical inconsistency in this ‘multi-factor determination’.
Proceeding however with Emmanuel’s exposition: He begins with the ‘simple commodity economy’ wherein means of production are owned by the producers, characterizing it as a case of a single ‘factor’, namely labour. The equilibrium price of one commodity in terms of another under this situation is equal to the two amounts of labour socially necessary to produce them (p. 12).3 Emmanuel sees complications arising when there are ‘several factors’ and a possible confusion regarding the ‘direction in which determination takes place’. As he puts it: ‘For prices of production or equilibrium prices no longer depend exclusively on the mere fact of the equalization of wages and profits. They depend to equal degree upon the level of both. With wages and profits respectively equal in all branches, an infinite number of equilibrium prices is theoretically possible, corresponding to an infinite number of combinations between rates of wages and rates of profit’ (p. 23). Further, Emmanuel believes that in the pre-Marxian political economy, the wage level was determined by the physiological subsistence and this settled the direction of causation—from wages to prices—almost ‘obligatorily’. A contrary impression is possible, he suggests, when wages are not so fixed but allowed, as in Marx, to be determined by a host of historical factors, including a -’moral element’. The latter would render wage a variable.
Emmanuel himself does not accept such a reading but his defence of the ‘cause-and-effect’ relation reveals a flawed understanding of the structure of value-determination in the Marxian theory. What Emmanuel probably has in mind is that, in the simple commodity production case, prices are uniquely determined, given the social output levels and methods of production and are proportional to labour embodied in commodities. Under capitalist production a part of the surplus accrues as profit and is apportioned to capital on the basis of the uniform rate of profit and a corresponding set of commodity prices.4 However, the structure of this determination is independent of how the wage itself is determined—whether by subsistence or by ‘historical and moral’ elements. What matters is that the wage is taken as a datum determined from outside the system. It is in this sense that we could say that wages determine prices and not vice versa. However, Emmanuel includes all ‘factor prices’ in their determining role. This is not valid since, given the wage, prices are determined simultaneously along with the rate of profit and it would not be correct to say that the rate of profit determines prices in such a situation. Emmanuel’s position that factor prices are ‘determinants’ resembles Smith’s ‘adding up view’ of prices wherein wages and the rate of profit are held to be independently determined. The erroneous distributive implications of such a view—the obfuscation of the inverse relation—are well known.5
Emmanuel’s critique of the neoclassical position (which he classifies under theories wherein ‘prices determine factor rewards’) is also weak and rests on an empirical ground6 although he terms his objection ‘fundamental’. He argues: ‘Were this determination (of wages on the basis of the prices of commodities) to be admitted, it would be enough for the equilibrium prices of two articles, however unimportant these might be, to undergo change, for all wages in all other branches of production, and thereby the general rate of profit, to undergo corresponding changes...’ (p. 26). A good neoclassical general-equilibrium theorist could easily point out that the theory does take into account orders of magnitudes of changes and relevant elasticities. Emmanuel only asserts, without logical substantiation that ‘it is quite inconceivable that they (wages) should be linked with relative prices’ (p. 26).
His attempt to demonstrate that ‘under conditions where there are two homogeneous and competitive factors, prices cannot be the cause and rewards of the factors the effect’ is also not a happy one. Dividing commodities into groups—those with organic composition of capital higher than and those with lower than the average—he argues that the price variations depend upon the placement of a commodity in one or the other group, and that ‘there is thus a law existing previous to the market that links articles together in groups, and these groups are defined without any reference to the needs of the consumers’ (p. 27; italics ours). If Emmanuel’s point here is to establish that the key to relative price movements in the prices of production schema lies in the conditions of production, the methods of production having been already defined relatively to a given social demand,7 he is putting the argument in a confusing fashion. Such grouping of commodities, according to organic composition of capital (which, by now, we know is not independent of prices8) is not only erroneous but also unnecessary for upholding the view. Emmanuel further confuses the issue by trying to answer an objection he anticipates from a neoclassicist to his demonstrations, namely, that with choices among alternative methods of production, the organic composition of capital of a commodity would alter along with the method of production, Emmanuel answers: ‘Whatever the selling price may be, however high or however low, and whatever may be the size or direction of its variations, the enterprise will seek the optimum combinations of factors, and this optimization does not depend upon the prices of production but on the prices of factors’ (p. 28). Emmanuel evidently ignores the simultaneity in the price-determination: At any given wage, that production system which gives the higher rate of profit would be adopted under competitive conditions and it would have its corresponding set of prices of production, at that wage rate (and hence also would the organic composition of capital of commodities be determined). Emmanuel here falls into the trap of treating capital as a ‘primary factor’.9
We have spent some time on a close scrutiny of Emmanuel’s position on ‘internal exchange’. As we shall see, he uses the general proposition developed here to argue that wages are the primary and most important single cause for ‘unequal exchange’ in international exchange, extending the internal price-determination analysis to trade and to accumulation in an open economy.
Equilibrium prices in external exchange
Traditionally, it is the immobility of capital and labour across national boundaries that has separated internal from external exchange, allowing for the persistence of differentials in wages and profit rates. Emmanuel, while accepting immobility of labour and noting international differences in wages rejects the assumption of immobility of capital. He considers this rejection crucial for overthrowing the comparative cost doctrine. Offering statistical evidence, he refers to the ‘perverse movements of capital’ from poorer countries (which normally would be expected to enjoy higher rates of profit) to richer countries (considered capital-abundant and with consequent lower rates of profit). He also offers some—though sketchy—evidence to show that, internationally, the rates of profit have not diverged substantially. These capital movements are adduced as proofs of the ‘fluidity’ of capital and tendency towards profit-equalization across countries is thence inferred. We do not here enter into the adequacy or otherwise of the statistical evidence presented by Emmanuel. Some doubts, however, at his inference may be raised. First, ‘fluidity’ of capital in the sense of ‘internationalization’ of capital, no doubt, is a striking phenomenon—especially in more recent times. The question remains, however, whether these movements are necessarily to be seen as strictly analogous to those which have been theoretically associated with the functioning of a competitive capitalist economy in connection with the tendency towards profit rate equalization in such an economy.10 Secondly, the ‘perverse’ movements Emmanuel quotes to support his assumption of mobility are contrary in direction to those expected under the profit-equalizing hypothesis: Within the competitive regime capital would flow into sectors earning higher than average profits and away from those avenues which yield lower than the average profits.
Emmanuel extends the law of value and the process of ‘transforming surplus value into profits’ worked out by Marx in the case of a single competitive capitalist system to international exchange. The two trading economies, we would have to presume in the absence of any explicit reference, are capitalist. They are represented by two systems of production A and B.
In Unequal Exchange, Emmanuel uses the Marxian categories of constant capital (C), variable capital (V) and surplus value (S).
The rate of profit is defined, as in Marx, by .[image: ] While the procedure is analogous to Marx’s, Emmanuel is aware of Bortkiewicz’s objection to Marx’s partial transformation in not transforming C and V themselves into price magnitudes11 but leaves it ‘out of account’. He writes: ‘...the fundamental fact of transfer of surplus value from the branches with a low organic composition to the others is not affected. It seems to me that so far at least as the subject of this study is concerned, namely, unequal exchange in international trade, Bortkiewicz’s formula would considerably complicate the proof without altering the conclusions’ (p. 99). He therefore chooses to treat the values of the ‘inputs’ of products of past labour ‘as having already been transformed into prices of production’ (p. 99). Emmanuel also proceeds to consider depreciation of capital (i.e. capital consumed during the process) as technically determined, i.e. given independently of the rate of profit (pp. 56-60). In Appendix V which was added to the text later, as a rejoinder to ‘some keenly contested points’ (pp. 387-426), Emmanuel takes up in greater detail the question of transformation, convinced at that stage that his earlier decision to avoid the issue was ‘a mistake’ (p. 392). In the Appendix, he offers a formulation which appears ‘close to Sraffa’ and in a later article12 uses the more detailed commodity breakdown as in Sraffa, to work out prices of production. However, Emmanuel nowhere draws out the full implications of Sraffa’s analysis of the relative price increments depending upon the rate of profit: i.e. ‘...the relative price of two products may move, with the fall of wages, in the oposite direction to what we might have expected on the basis of their respective "proportions"; besides the prices of their relative means of production may move in such a way as to reverse the order of the two products as to higher proportions.’13 This would complicate the relative ranking of commodities according to organic composition of capital and may also reverse the flow of surplus value from one country to another, when wages change in one or both countries, even when the traded commodities remain in the same, their composition is unaltered and methods of production do not change.
Emmanuel distinguishes between two cases: ‘unequal exchange in the broad sense’ when the wage levels in the two countries are equal and ‘unequal exchange in the strict sense’ when they are not so. In the latter case, even with the same organic composition of capital, surplus value would be ‘transferred’ from the low-wage country B to the high-wage country A. In the former case, the ‘transfer’ of surplus value occurs due to to the differing organic composition of capital alone. Emmanuel considers the ‘broad case’ as not really one of ‘unequal exchange’ on two rather weak grounds: First, ‘unequal exchange in the broad sense’ would then be admissible even within a single competitive capitalist economy with ‘transfers’ of surplus value taking place among sectors with different organic compositions of capital under the uniform-profit-rate rule. Secondly, Emmanuel argues that, while differences in organic composition of capital are an objective feature of production, wage differences arise from institutional factors and are due to ‘imperfect competition of the labour factor caused by distances and political frontiers’ (p. 163). As to the first, we note that Marx illustrates the situation whereby unequal rates of surplus value in different branches of production are rendered compatible with the equal rate of profit on the basis of an analogy, viewing the capitalists as surrogate shareholders in a corporate enterprise of appropriating surplus value—their claim in the pooled surplus value being in relative proportion of their capital (constant and variable) to the total capital in the system. The inequality of rates of surplus value as among individual branches of production that is coincidental with the equal rate of profit does not connote ‘unequal’ exchange, nor do the relative differentials in the rates of surplus value reflect relative magnitudes of ‘unequal’ exchange. It is the profits that are perceived and actually obtained by capitalists. Emmanuel having identified unequal rates of surplus value as unequal exchange has perforce to draw the distinction between the ‘broad’ and ‘strict’ cases of unequal exchange to rule out the former as being possible also within a single economy. As to his second ground, the choice and adoption of technology is no less ‘institutionally determined’ than wages as one realizes from the growing literature on transfer of technology and the access to technological know-how. The major analytical position that emerges from Emmanuel—and which is crucial for his policy conclusions and interpretation of history—is that wage disparities between countries is the major single cause for ‘unequal exchange’ between the rich and the ‘poor’ countries."14
We note that Emmanuel’s result on unequal exchange depends upon the particular relative value magnitudes he chooses as initial conditions for the two countries. The rate of profit, defined as [image: ] in any system , can be expressed as a relation between the organic composition of capital [image: ] and the rate of surplus value [image: ] 15 The rate of surplus value does not depend on wages alone. Hence it is, strictly speaking, immaterial for Emmanuel’s result whether country A has a higher or lower wage than in the country B so long as the former has a lower rate of surplus value and a lower rate of profit. In fact Emmanuel chooses just that conjuncture—the country A has, along with a higher wage, a lower rate of surplus value and a higher organic composition of capital than country B. In fact, for one-point exercise of Emmanuel, the strict equalization of the rates of profit across countries is not even necessary. What is crucial for his results is that deviation of prices of production from labour values are of different magnitudes for different traded commodities and that the richer countries import commodities embodying relatively more ‘surplus value’ in exchange for those embodying relatively less. Such a result may be obtained also within the comaprative cost doctrine, under suitable assumptions regarding the technical conditions of goods traded by the two countries, without postulating free mobility of capital internationally. However, the justification for adopting the last assumption may be found elsewhere, in the actual experience of transnationalization of capital.
A number of studies have demonstrated (see H.D. Evans 1976, 1980) utilizing some of the results in Steedman and Metcalf’s writings,16 that it is possible, using the prices of production (i.e. fully transformed values) to support Emmanuel’s proposition that free trade carried on the basis of the principle of comparative cost advantage may not necessarily and under all circumstances benefit all the trading partners. It cannot however be held that, contrariwise, it is always disadvantageous to the same country and which has the low-wage.
We must note a further feature of Emmanuel’s analysis. In putting together the systems of production corresponding to the two countries, no explicit account is taken of the composition of trade nor does any explanation emanate from Emmanuel as to the pattern of trade. The implicit assumption appears to be that an average basket of commodities, representing the output composition in each country, is exchanged. The procedure is essentially a static exercise that assumes an internationally established uniform rate of profit and already established pattern of trade specialization. Samuelson however argues that in an open system where capital flows between the two countries freely occur and the competitive process of equalization of profits is active, the functionally efficient international capital movements can and would eliminate all dead-weight losses. 17 Samuelson here is concerned with the opening of trade and capital movements leading to the changing commodity composition of trade as a part and parcel of the process of the competitive profit rate equalization. Indeed, Samuelson considers Emmanuel’s reasoning to be an erroneous attempt at tracing ‘dead-weight loss to the equalization of profit rates, rather than to either non-equalization’ (Samuelson, 1975). That, given Emmanuel’s exposition, particularly the 1972 text, he lends himself to this charge is inevitable.
However, it may possible to interpret Emmanuel, as does Evans (1980), as carrying out a one-point exercise to derive the consequences of, and compare them under, two alternative assumptions of unequal and equal wage levels, assuming known methods of production in the two countries, already equalized profit rates and with predetermined pattern of trade specialization.18 However, this one-point exercise leaves open the question as to what determines the trade pattern. It would be perfectly reasonable in Marxian analysis to acknowledge the operation of many forces operating on international trade flows, apart from those determined strictly by relative price and recognized in the context of the price derivation. But Emmanuel does not spell out these. On the contrary, even in his rather sketchy attempts at a dynamic sequence—his major preoccupation remains with the price-formation scheme.
Emmanuel extends the one-point exercise demonstrating ‘unequal exchange’ arising from inequality of wages in the trading countries to a dynamical accumulation process to explain further accentuation of ‘unequal exchange’. He suggests that, with the additional surplus value transferred to country A, there occurs a cumulative process leading to widening wage differentials, the wage in the rich country growing further. The rising real wage plays a central role in the causation: ‘...the level of wages acts directly—that is, by the mere operation of the law of value—upon the economic factors, by determining the necessity for an intensification of the organic composition of capital and by encouraging investment through the expansion of the market’ (p. 124; italics in the original). Thus Emmanuel envisages the level of wages as the primary cause which determines the size of the market and the organic composition of capital. The rich country gains both through the expanding market and rising organic composition of capital. Rising wage differential is followed by intensification of ‘unequal exchange’.
A number of significant difficulties arise in Emmanuel’s applying ‘the law of value’ to explain unequal exchange internationally. He is evidently discussing exchange between two capitalist economies, although he does not explicitly state this. He protests against Singer-Prebisch and others, who have advanced the ‘terms-of-trade’ thesis for their relying on particularities of demand conditions and product characteristics and hence on exchange (market) relations. Emmanuel believes that he himself is emphasizing production conditions by extending the logic of formation of prices of production to a ‘world production system’. It would seem, however, that Emmanuel, by choosing to ignore specificities of production relations in trading economies and implicitly imposing the logic of competitive capitalist exchange on all economies, has put the entire burden of explanation on exchange relations. In the process, he has reduced the countries to a uniformity, the only distinction that is stressed is between rich (i.e. high-wage) and poor (i.e. low-wage) countries.
Further, Emmanuel’s extension of the process of ‘transform ing surplus value into profits’, proposed by Marx in the context of profit-rate formation in a single capitalist system, to explain ‘un-equal exchange’ between countries reveals a fundamental misunderstanding of the original context and meaning of the ‘transformation’ itself. For Marx, price of production is the form of exchange value under competitive capitalist conditions and no ‘unequal exchange’ is involved in commodities exchanging at prices of production. The ‘redistribution of the pooled surplus value’, involving a ‘transfer’ from one department to another such as to establish the uniform rate of profit across departments does not involve any exploitation of one department by another. In fact, surplus value is only potential or ex ante profits; it does not accrue to the capitalist except in the materialized form of profits in exchange. Marx’s problematic appears to be the following: Under competitive capitalism, no individual capitalist can extract more profits than what the system allows uniformly. The social power of the capitalist (as of the possessor of the means of production over the ‘free’ worker, dispossessed of his means of production and subsistence and owning only his ‘labour-power’) is effectively exercised by him through his control over the labour process. He uses this control to pursue his aim of extracting the maximum surplus. In other words, profit maximization by the capitalist can be given operational contejit, under competitive conditions, solely through his acts of extracting surplus value. Marx depicted this process of appropriation in graphic and powerful terms in his analysis of absolute and relative surplus value—its generation in production. What capitalists actually obtain is not surplus value but profits through exchange. The former (i.e. surplus value), as the operational terrain for the capitalist, may be viewed as the micro-foundation and ex ante form of the latter (profits) which are the ex post, macro-level outcome of the operation of the system. Marx’s purpose appears thus to trace the genesis of the profits in the capitalists’ control over the labour process.
Emmanuel, extending the process of formation of prices of production to the international exchange finds ‘unequal exchange’ even when commodities are exchanged at prices of production. The awkwardness of this construction is apparent immediately when wages in the two countries are uniform and Emmanuel has to play down ‘unequal exchange’ in this case as it is no different from what occurs in a unified, single capitalist system. He acknowledges ‘un-equal exchange’ as legitimate when wages differ in the two countries. His ground for the rejection of ‘unequal exchange’ in a single system is that ‘there is a unified capital market within a country’ while there is no such market for international investment. If this were the reason, Emmanuel implicitly concedes that ‘mobility’ of capital across countries has a different connotation from what it has in the context of a single capitalist economy. And, if so, it is difficult to see how Emmanuel could insist on wage differentials to be the single dominant cause for ‘unequal exchange’. He does so, as we have seen, by analogously extending the law of value within one country to the international system.
Further, in the single capitalist economy, the working of the assumption of mobility of capital and its implications are clearly stated. The tendency towards the uniform rate of profit asserts itself through the possibility of capital flowing into relatively higher profit yielding avenues and out of the relatively lower profit ones. Emmanuel never explicates how the mobility of capital works internationally, either through real investment or financial flows. Emmanuel’s theory does not indicate the mechanism of these flows. While Emmanuel could use the assumption of predetermined specialization in trade for his one-point exercise, he cannot avoid the problem of the pattern of accumulation and trade in drawing up his dynamic sequences.
In fact, Emmanuel’s extension of the law of value to the international plane has to face a basic difficulty within Marxian analysis. In Marx, while prices of production are worked out on the specification of the dominant methods of production observed to be in use, given levels of social output and given wage, his theory of accumulation investigates a wider range of forces that influence these provisional ‘givens’, along with interrelations. These investigations relate to the development of productive forces (including new techniques and their adoption), the forces influencing capital-labour relations, the development of social consumption and output, the growth of the financial system, etc. Emmanuel restricting himself to the law of value and the causative role played by wages within it pays very little attention to these issues, expecting to depict them as causally ‘determined’ by wages. Emmanuel’s chief merit over traditional theory is his recognition of the internationalization of capital. But, here too his implicit interpretation of capital movements on the analogy of the profit rate equalization with a given system of production denudes it of the more important economic and political dimensions of the phenomenon. He lends himself also to the criticism of Samuelson, referred to above.
Emmanuel’s scenario of the dynamic sequence of trade is not only sketchy but is arbitrarily drawn. He assumes that, with the ‘transfer’ of surplus value to the rich (high-wage) country, wages in that country, along with the average organic composition of capital would tend to increase while the reverse would happen in the low-wage, poor country. Sensitive as his results are to the particular assumptions regarding the relative ranking of these variables between the countries, Emmanuel needs to explain the emergence of these initial differences as well as the subsequent changes he anticipates in them. Moreover, the interaction among wages, methods of production, output growth is not strictly that one-way-causality, proceeding from wages to that a difference in wages cannot be made a sufficient cause of unequal development. An intriguing feature of Emmanuel’s dynamic sequence, for example, is: why does country B, possessing the character of an independent capitalist economy, submit itself to a continuous ‘transfer of surplus value’ to country A?
It is not surprising that at a policy level, Emmanuel adds very little to the usual prescription. The policy would have to be directed towards preventing or reducing the outflow of ‘surplus value’ from the poor to the rich country. ‘A sudden levelling up of their (poor country’s) wage levels to those of the advanced countries being, of course, out of the question a priori’, he advocates imposition of trade restrictions and/or a tax on exports. The choice, he sees, the poor countries facing is between unequal exchange and autarky (p. 146). Since autarky may not be practicable, a way out could be the formation of a sort of a common market by the poor countries. Apart from the workability of such a proposal, Emmanuel’s thesis, if drawn to its logical conclusion, should suggest that so long as there would be wage differences, even among the poor countries, there would be ‘unequal exchange’ amongst them. Another proposal of Emmanuel is that a poor country taxes its exports to the advanced countries and diverts thereby part of the ‘excess surplus value to the state’, or, alternately, promotes import substitution, channellizing resources away from traditional exports into replacing imports. None of these are new proposals. Emmanuel does not stay long on the subject to ascertain either their theoretical implications or the actual experience of countries that have promoted such policies. He ends with a suggestion that an international incomes policy could be a more effective solution, since wage-differences are the villains of the piece.
It is however the highly polemical and provocative inference which Emmanuel draws out from his analysis that has attracted wide attention. Having focussed on wage differentials as the single significant cause for unequal exchange, Emmanuel goes on to interpret it as a mechanism through which surplus value is appropriated by rich countries from the poor. Thence he proceeds to the apparently inevitable conclusion that the working class in the rich countries is not only a sharer in the surplus value appropriated from the poor countries but participates as an active agent in the process. After all, capitalists, it would seem, are constrained by the profit-equalizing force of competition operating across countries. Thus in a ‘world production system’, with ‘unequal exchange’ arising entirely due to the wage-differentials, the working class in the high wage countries exploits the working class in the poor countries! Here, Marx’s analysis of exploitation (appropriation of surplus value by the capitalists on account of their control over the labour process) is torn out of context. 19 The booty through ‘unequal exchange’ would be realized and will accrue to the capitalists of the rich country. The sharing of it with labour, if at all, would occur at a second and subsequent stage, depending upon the state of the capital-labour relation. This ‘sharing’ is neither necessary nor inevitable.20
To conclude: the problem that Emmanuel raises—of growing inequities among nations—is no doubt of paramount importance. The doctrine of comparative costs, stressing beneficial outcomes of free trade for all participants and the later attempts to explain international inequalities on the basis of the terms of trade arguments, are analytically inadequate. Emmanuel is also right in emphasizing the internationalization of capital. However, his attempt to offer a theory of imperialism through unequal exchange in trade is not only unsatisfactory but also not sustainable, particularly in its dynamic version.
Dandekar on unequal exchange
V.M. Dandekar21 has elaborated upon Emmanuel’s thesis on unequal exchange, extending it particularly in its application to the domestic situation in the Indian economy. While accepting Emmanuel’s general results, Dandekar considers his demonstration, resting on Marx’s partial transformation procedure22 flawed and proceeds to use rigorously the prices of production scheme, as in Sraffa,23 where capital (i.e. means of production) appears in heterogeneous commodity form.
Dandekar’s rigorous use of the prices of production does not eliminate a number of weaknesses mentioned above, with regard to the theoretical basis of the unequal exchange argument. While sharing those drawbacks, Dandekar’s exposition brings out into the open certain additional problems of logic in Emmanuel’s arguments. Dandekar presents, at the outset, certain preliminary results on the wage-profit and wage-price relationships within a single prices-of-production scheme. He notes, in particular, how the relative ranking of products according to the organic composition of capital (i.e. means of production to labour ratio) shifts, allowing even for possibilities of reversals, with a change in wage. He also-discusses the deviations of prices from labour values in the case of individual products at different wage rates. (For the sake of computational conveniences he assumes that the actual system is in ‘standard proportions’.24)
Dandekar extends the analysis to trade between two economies represented by two production systems, consisting of the same commodities (wheat, coal and iron) and haying the same ‘technical relations’ (meaning each commodity having the same composition of means of production and labour in the two systems) but with differing output vectors. Dandekar has, as in Emmanuel, no way of finding out the trading pattern. Evidently the two economies have neither absolute nor comparative advantage in any product. He, however, begins with initial conditions (of output levels) such that neither domestic economy is viable by itself and economy A, while not producing sufficient quantities of wheat and coal to meet its in-put and subsistence requirements, produces a surplus of iron while country B, deficient in iron, produces a surplus of wheat and coal. Moreover the surpluses in the two countries are just sufficient to meet their mutual needs and the trading pattern is set by the availability of the surplus produce. In the example constructed by Dandekar, even when wages are taken as equal (a subsistence ‘wheat wage’) in the two economies, ‘unequal exchange’ emerges with country B exporting a large amount of its labour to A, for a small quantity of labour embodied in its import from country B. This arises despite the uniform methods of production for the same product in the two economies, merely due to the fact that the composition of means of production to labour differs from product to product. Dandekar, however, has to acknowledge that the result is sensitive to the level of wage chosen and that, at a different wage, it may be economy B that suffers ‘unequal exchange’. This is so as the relative prices can reverse their ordering with a change in wage while, once the methods of production are known, labour values are once for all determined, independently of wage.
Dandekar would feel difficulty in demonstrating ‘unequal exchange in the strict sense’ (i.e. allowing wage differences in the two economies while the rate of profit is uniform) with the methods of production and labour productivity identical between the economies. Each production system would allow only a unique wage-profit frontier which then would be the same for both economies. Dandekar therefore introduces a novel element, not to be found in Emmanuel. He constructs a case where the economies, while having the same composition of means of production and labour for individual commodities as before, now have differing labour productivities, allowing for different values of the maximum rate of profit (R) at zero wage. Thus, for a unit of money value of output, the economy with higher productivity would exchange lower quantities of labour against the higher amount of labour embodied in the product of the low-productivity economy. Even when wages do not differ between the two economies and irrespective of the commodity traded, there would be ‘unequal exchange’, in this sense. What is interesting is that, in this illustration the economies are bound to have differing rates of profit at any given wage, the wage-profit frontier of the high-productivity economy lying wholly above the one for the lower-productivity. Dandekar does point out that the occurrence of ‘unequal exchange’ in this case does not depend on the assumption of mobility of capital. However, the question, which Dandekar does not face up to, remains: What consequence will the assumption of mobility of capital—an assumption considered by Emmanuel as of considerable historical relevance and import—having in such a framework? Further, Dandekar has no means of deciding the trading pattern; economy A has absolute cost advantage in all products but no comparative cost advantage in any. Dandekar again resorts to the assumption that each economy is non-viable (i.e. cannot replace itself) and has to depend upon importing commodities in deficit and on disposing its surplus products and further, that the economies are rendered viable through the mutuality of trade. Nowhere does Dandekar explain why his high productivity A should continue to remain ‘non-viable’.
Dandekar proceeds however to argue that it is unlikely that the high productivity economy A would have the same wage as the low productivity economy B. Wages would tend to rise in country A. However, with a higher real wage, there is no necessity that the rate of surplus value in A should be lower or higher than in B. Dandekar here disputes Bettelheim’s contention (in opposition to Emmanuel, pp. 301-2) that a high wage economy would also have a higher rate of surplus value. It may be noted, however, that Dandekar cannot support unequivocally the association of a lower rate of surplus value with a higher wage, used by Emmanuel in his illustrations. Dandekar, handling now a more complicated framework wherein relative prices change with the rate of profit, works out empirical examples of prices at a certain value of the rate of profit (r = 0.10) and finds, for the particular empirical illustration chosen, the price of production of iron is lower in the high labour productivity (and high wage) country A while the prices of production of wheat is lower in the low productivity (low wage) economy, so that country A exports iron to country B, importing wheat. Given the particular deviation of prices from labour values at the chosen rate of profit, Dandekar concludes that ‘unequal exchange is involved even if trade takes place at the rate of most favourable to the low productivity country’ and a part of the surplus value generated in the low productivity country is transferred through normal trade. Dandekar however does not warn us here, as he did earlier, that the relative prices of commodities as also the rate of surplus value within any economy and hence the direction of ‘transfer of surplus value’ from one economy to another are all sensitively dependent upon the choice of the particular rate of profit as well as the productivity differentials postulated within the economies. It would not be possible, in other words, to maintain unequivocally and as a generalization that the low-wage economy necessarily transfers surplus value to the other, through trade. This apart, when a more realistic assumption of different technical methods in the two economies is introduced, the proposition would be rendered further uncertain.
However, it is in applying the doctrine of unequal exchange to the domestic scene—the Indian economy—that Dandekar extends Emmanuel. As observed earlier, Emmanuel himself attempts to avoid such an application but not convincingly. On the other hand, all the objections we have raised in the above, to the particular conceptualization of ‘unequal exchange’ and imperialism through trade of Emmanuel are also applicable to Dandekar’s extension.
Dandekar argues at length against the possibility of meaningfully reducing various kinds of labour to abstract labour and therefore against the conception of a uniform wage within an economy. This is his ground for focussing upon wage differentials as an independent and single important cause for ‘unequal exchange’ between differnt sectors of an economy, analogous to the international case. He quotes Morishima approvingly for his advice to abandon the labour theory of value on the ground of heterogeneity of labour. It is surprising, however, that Dandekar does not hesitate to adopt the particular application of labour theory to quantify labour values and to trace movements of surplus value, following logically the process of formation of ‘prices of production’ in order to establish his proposition on ‘unequal exchange’
Dandekar basing himself on his result that wage differences are at the root of unequal exchange argues that the wage earners in the high wage sector (which in the Indian context, he takes as the ‘organized sector’) are a party to the process of exploitation of the low wage (in the Indian context, ‘unorganized’) sector. This, as maintained above, appears to be a misapplication of Marx’s theme of exploitation. A serious confusion occurs here between ‘exploiting’ labour to generate surplus value and of sharing the surplus value already produced. Even if it were the case that labour in the high wage sector secures a higher wage, they have no ownership of the means of production whereby they can exploit other workers. Dandekar’s question as to how a moneylender or merchant could be considered to be extracting surplus value, if appropriation through exchange is denied to be exploitation, ignores the fact that the moneylender and the merchant are owners of finance and trading capital. (This apart, we must also remember that Marx himself differentiated between the working of industrial and trading, finance capital.) Moreover, Dandekar’s theory of exploitation based on wage differentials could lead us to absurd results if every subsection of workers earning a ‘higher’ wage would be seen as exploiting the section with a lower wage. Even more importantly, Dandekar refers at great length to the Indian reality of segmented labour markets, etc., allowing for heterogeneous labour and divergent wage rates. He, however, does not elaborate upon an equally important feature of capital— the presence of an oligopolistic industrial capitalist class. This half-way concession to real conditions vitiates analysis and interpretations.
To conclude: The theory of ‘unequal exchange’ draws its appeal from the fact that it appears to be a passionate plea on behalf of the ‘poor’. However its analytical basis and consequently, policy implications are highly misleading.

1 Arghiri Emmanuel, Unequal Exchange: A Study of the imperialism of Trade, New Left Books (London, 1972). All page references in the text, unless otherwise specified, refer to this work.
2 Emmanuel classifies various theoretical cases according to the assumptions concerning mobility of ‘factors’: When both capital and labour are mobile over countries, rates of profit and wages are equalized and there is no difference between ‘national’ and ‘international’ values. When both are immobile, the comparative cost doctrine gives the course of specialization and the trade pattern. A similar situation is when capital is immobile but labour is mobile, leading to wage equalization across countries. The important case when the two systems (of national and international values) diverge, and which Emmanuel focusses upon, is when the ‘capital factor’ is mobile but the ‘labour factor’ is immobile. Incidentally, while discussing these alternative situations, Emmanuel attributes to Ricardo a wage determination according to physiological cost of reproducing labour and, further, ‘which is equal everywhere’. This goes contrary to Ricardo’s emphasis on the element of ‘custom and habit’ influencing wages and his explicit acknowledgement of international differences in ‘natural wages’, thanks to divergent ‘customary’ practices.
3 Emmanuel also points out that demand is taken as a datum here and is neither ‘a determinant, as Jevons and Walras believed, nor a codeterminant, as Marshall, with a certain inconsistency, sometimes seemed to believe’ (p. 12).
4 For a set of commodities, given their output levels and respective methods of production, the system of prices of production can be solved with one degree’ of freedom Given the wage, there is a unique solution for the rate of profit and the relative prices.
5 Ricardo was to argue against Smith, himself holding ‘profits depend upon wages’, thereby underlining the necessity of the inverse relation between wages and the rate of profit. Emmanuel elsewhere (p. 15) asserts the inverse relation between the ‘rates’ (of wages and profit) but his proof is neither rigorous nor obvious. He simply states: ‘As ...we have assumed the existence of two factors only, or only two established claims to the social product, it is clear that, the social product being given, the rate at which one of these claims is rewarded must vary inversely with the rate at which the other is rewarded.’ But this is not obvious and needs demonstration: Social product itself varies with the rate of wages and so does the value of capital that enters the determination of the rate of profit. However Emmanuel (1972) in Appendix V and in ‘Unequal exchange revisited’ (Discussion Paper 76, IDS Sussex) offers a clearer exposition of the profit-prices determination, given the wage.
6 In fact Emmanuel does so consciously as he finds ‘pure reason to be inadequate as justification for my choice’ (p. 27).
7 That is, the social needs are once for all taken as reflected in the given ‘effectual demand’, as different from the neoclassical theory wherein functional dependence of demand on prices is introduced in the form of demand schedules.
8 The relative ranking of commodities (or of methods of production) according to organic composition of capital is not only not independent of the level of wages but the products (or methods) can re-switch in their ranking with changes in distribution. See Piero Sraffa, Production of Commodities by Means of Commodities (Cambridge, 1960).
9 An unavoidable weakness that creeps into Emmanuel’s demonstration is due to this treatment of capital as another ‘primary factor’, whereas it is an important characteristic of ‘capital’ that it constitutes heterogeneous means of production, which are also produced capitalistically. Emmanuel’s attempt to treat capital as ‘homogenous’ units, as also to deal with fixed capital and depreciation in magnitudes derived independently of the wage rate (or, the rate of profit) and thirdly, his adoption of the Marxian partial transformation procedures, with C and V arbitrarily ‘assumed to be transformed’ and the rate of profit defined as [image: ] (i.e. total surplus value divided by total capital) reflect his bypassing the problem created by the particularities of this ‘factor’, capital. Emmanuel shows some awareness of these difficulties (especially in Appendix V) but does not rigorously follow up the logical implications for his theory.
10 Actual capital movements from one country to another may be spurred by many other political and economic factors. Emmanuel quotes, for example, figures for net capital flows out of India—substantially large flows in 1947 and 1948. These were the years immediately following the transfer of power from the colonial to the independent state and obviously the political situation had much to do with these capital flows. Capital movements through transnational corporations reflect the operation of monopoly capital.
11 See L. Von Bortkiewicz, ‘Zur Berichtigung der grundlegenden theoretischen konstruktion von Marx im dritten Band des "Kapilar’,’Jahrbuctier fur Nationalokonomie und Statistic, July 1907.
12 ‘Unequal exchange revisited’, op. cit. passim.
13 P. Sraffa, op. cit, p. 15.
14 In fact as Evans points out (see H.D. Evans, ‘Unequal exchange and economic policies: Some implications of neo-Ricardian critique of theory of comparative advantage’, Economic and Political Weekly, Vol XI, 1976, Annual Number, pp 143-58), Emmanuel’s definition of unequal exchange amounts to identifying deviations of a situation of unequal wages from one of equal wages in the two countries.
15 [image: ]Thus if the wage levels in the two countries are equal, it is enough for country A to have a higher organic composition of capital to eventuate a transfer of surplus value from country B—the case of ‘unequal exchange in the broad sense’.
16 See J.S. Metcalfe and J. Steedman, ‘Heterogeneous capital and the Heekscher-Ohlin-Samuelson theory of trade’ in M. Parkin and A.R. Nobey (ed)., Essays in Modern Economics (London, 1973); ‘The non-substitution theories and international trade theory’, Australian Economic Papers (1974); ‘A note on the gain from trade’, Economic Record (1974).
17 See P. Samuelson, ‘Dead-weight loss in international trade from the profit motive’, in C.F. Bergsten and W.C. Tyler (eds.), Leading Issues in International Economic Policy (Lexington, 1973), and Trade pattern reversals in time-phased Ricardian systems and intertemporal efficiency’, in Journal of International Economics, Vol. 5, no. 4, 1975, pp 309-63.
18 This involves working out the prices, under alternative wage assumptions, in an integrated international system, taking for each commodity that method of production which is used in the country of its specialization (see Evans, 1980). Thus in a two-country (A and B) and two commodities (1,2) case; the specialization pattern (A in 1 and B in 2) involves writing the relevant international price system as: [image: ]
where the superscripts denote the country of production, the subscripts denote commodities, aA1, aB2 are labour coefficients and an, aA11 ,aA21 , aB22 are input coefficients, WA, WB arc wages in country A and B respectively and P1 and P2 are the prices of the two commodities.
19 Marx’s motivation was precisely to bring to the forefront the antagonistic capital-labour relation, dominated over by capitalists due to their control over the means of production and subsistence.
20 A distinction must be made between a logical result of analysis and a political occurrence. While in history, the working class in an advanced country may have aligned itself with its capitalist class on occasions, such an alliance is neither necessary nor would have been unavoidable for perpetrating imperialist exploitation.
21 V.M. Dandekar, Peasant-Worker AIliance: Its Basis in the Indian Economy (New Delhi, 1981).
22 Marx, as is well known, did not transform the ‘C’s and ‘V’s and defined the rate of profit as [image: ] implying surplus value as equal to profits. The inadequacy of such a procedure has been noted by many.
23 Piero Sraffa, (op. cit., 1960).
24 The standard system in Sraffa (1960) is a system constructed from an actual system, with the property that its output is composed of the same commodities in the same proportions as the means of production so that the ratio of the net product of the system to its means of production is a pure number independent of the prices of the commodities in it. In such a system there is a simple linear relationship between wages as a share of the net product and the rate of profit.
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The Concept of Value and Theories of Unequal Exchange
Usha Menon
Lenin, in his analysis of imperialism, identifies the predominance of monopoly capital as the essence of the phenomenon. On the contrary, several modern theories of imperialism identify ‘unequal exchange’ as the origin and essential characteristic of imperialism. Such an analysis has two major consequences. First, it misdirects the empirical investigation away from the multinational corporations— the present-day form of international monopolies—and thus weakens the struggle against imperialism. Secondly, the whole gamut of theories of unequal exchange is based on a wrong understanding of value theory, and deflects the attention of those investigating empirically the functioning of modern imperialism from Marxist theory. On both counts it prevents a dynamic coupling of theory and empirical investigation.
I
Unequal exchange as an explanation of development and underdevelopment has gained wide currency. It is based on the theory of transfer of value which is supposed to take place under capitalism, even under competitive conditions in the commodity and capital markets. Whereas in the Marxist framework only those transfers of value which take place due to monopoly can be treated as sources of unequal exchange, many ‘neo- Marxists’ consider every transfer of value as involving an unequal exchange.
In order to understand the basic difference between Marxism and ‘neo-Marxism’ in relation to the value of a commodity, it is necessary to go briefly into the question of the formation of prices. Transfer of value takes place in the normal course of exchange under capitalism, through the mechanism of price formation. It was one of Marx’s major contributions to show that under developed conditions of commodity production the relative prices at which the products are sold are not proportional to the relative labour-time embodied in the products. The recapitulation of the Marxist theory of the formation of prices will help us to situate the various theories of unequal exchange.
There are two processes to be considered in the formation of prices under capitalism, namely, the formation and the distribution of value. The formation of the value of a commodity representing necessary labour-time is achieved through competition which exists in the market-place between the buyers and between the sellers of commodities. This socially necessary labour-time can be termed market-value to distinguish it from individual value which represents purely the labour-time spent on the commodity by an individual producer. The relationship between individual value and market-value can be understood as follows. Let us assume that under equilibrium conditions 50 per cent of the oil in a society is produced in expeller units, 25 per cent solvent-extraction units and 25 per cent in ghanis. If one tonne of oil requires 100 units of labour-time (direct and in-direct) in the expeller units while the solvent extraction units require 50 units of labour-time and the ghanis 150 units of labour-time, then the value on market-value of one tonne of oil will be represented by 100 units of labour-time, although the cost of production would vary in the different units.’ 1 The price reflecting the value of the product would be the same. Hence the rate of return would vary among the units. The more efficient units would be getting surplus ‘profit’.
The second process, i.e. the distribution of value, occurs as commodity production develops competition between capitals. This brings about the equalization of the average rate of profit across different branches by selling the products of capitals with higher than the average organic composition of capital between their value and products of capitals with less than the average organic composition of capital below their value. This would mean that some commodities whose value is less than unity would get exchanged for commodities whose value is more than unity. In other words, through exchange, value would get transferred from the branch with the lower organic composition of capital to the branch with the higher organic composition of capital. This transfer of value is how the law of value operates under competitive capitalism.
The first process deals with the formation of value and the second with the distribution of that value.
It is clear that within the Marxist framework one can speak of unequal exchange only when products are not exchanged at their prices of production required by competition. Such unequal exchanges and the resulting drain of value can take place as a result of monopoly. Under modern conditions this monopoly in the commodity market can only be a reflection of the monopoly existing in the sphere of production resulting from the concentration and centralization of capital.
The first process, that of formation of the value of a product, has been the basis of some of the theories of unequal exchange. The main proponent of this is Ernest Mandel. But the more popular theories of unequal exchange are those based on the transfer of/value resulting from the equalization of the rate of profit. Although A. Emmanuel is the first exponent of this theory of unequal exchange, he is not dealt with here, since he does not analyse within even a broadly Marxist framework. Yet his theory has been adapted and utilized by many neo-Marxists, to explain underdevelopment. The most important of his followers, Samir Amin, is dealt with here. We also consider some of the criticisms which have been raised against the theories of unequal exchange.
The theories of unequal exchange based on the equalization of the rate of profit cannot explain underdevelopment which they purport to do. In case there is an equalization of the rate of profit, the surplus available for accumulation as a proportion of the capital stock would be the same in the developed and underdeveloped countries and cannot explain the differences in growth rates.
Although Mandel had put forward his theory of unequal ex-change as early as 1962, and has further elaborated it in his later writings, he is not generally known as an exponent of unequal exchange.
II
According to Mandel, after the 1870s capital started flowing into the colonial countries, to enjoy the surplus profits available there due to the low organic compositions of capital and the low value of labour power compared to that in the West where the commodities were sold. The siphoning off of a large part of this surplus profit to the metropolitan countries contributed to the accumulation of capital there. But he maintains that ‘to these surplus-profits was added a further mechanism of exploitation of the colonies and semi-colonies by the metropolitan states, namely, unequal exchange, which became the general rule after the start of the imperialist phase, ...this unequal exchange meant that the colonies and semi-colonies tended to exchange increasing quantities of indigenous labour (or products of labour) for a constant amount of metropolitan labour (or products of labour). The long-term development of the terms of trade was a gauge of this tendency, although other determinants also influenced them.’2 Indeed, Mandel considers unequal exchange as by far the most important mechanism for transferring value from the underdeveloped countries to the developed countries. He does point out that, ‘the surplus-profits derived from unequal exchange are often themselves only a disguised form of directly produced colonial surplus profits’; but he also emphasizes that, ‘even when all these qualifications are made, there is no doubt that the total volume of directly produced colonial surplus-profits is today less significant as a form of imperialist exploitation of the Third World than "Unequal Exchange." ‘3
But how is this unequal exchange brought about? Mandel considers that the unequal development of productivity on world scale is the basis of unequal exchange. Trade between industrialized and underdeveloped countries at ‘world market prices’ is not based on an equal exchange of value, but on a constant transfer of value from the underdeveloped to the industrial countries, ‘exactly in the same way as exchange between firms some of which enjoy monopolies of technical know-how (and so produce at a level of productivity above the national average) transfer surplus profits to those firms on the national market of a capitalist country’.4
There are two questions to be considered in Mandel’s approach to unequal exchange. One is the question of transfer of value involved in the formation of the market-value of a commodity and the other is the method of applying this to international trade.
Market-value
Mandel considers that the market-value of a commodity is formed by the transfer of value produced in the less efficient units to the more efficient units in the same sector. Thus, in the example which we have referred to, according to Mandel value produced in the ghanis is being transferred to the solvent-extraction units. When all the oil, irrespective of the individual method of production, gets sold for 100 units of labour-time, Mandel considers that 50 units of labour-time get transferred from the ghanis to the solvent extraction units. If 50 units of labour-time in the most efficient unit produced 50 units of value and 150 units of value, it is difficult to see what is social about value. According to Mandel’s conception, value would be created by even an isolated individual working alone, since what is relevant is the actual amount of labour-time spent in the production of the article. It is also difficult to see how a division of labour can be expected to operate through the market. The conception of value becomes ahistorical and naturalistic.
This naturalistic conception of value is different from the Marxist conception of value as socially necessary labour-time. Thus value can be said to be determined by the portion of the labour at the disposal of society, which has to be spent for the production of any class of commodities given the technical conditions of production.5 In fact, value is determined not even by the socially necessary labour which goes into the production of a commodity, but rather by what is required for its reproduction under the given technical conditions of production. ‘The value of every commodity is determined not by the necessary labour-time contained in it, but by the social labour-time required for its reproduction’ 6 This would mean that in one hour, labour in units with more than average productivity creates more value than in those of average productivity, while in units with less than average productivity labour creates less value than those with average productivity. Not only does this follow directly from the conception of value as socially necessary labour-time; this was also the understanding that Marx put forward. It is because of this that units operating with above average efficiency can obtain a surplus profit. This higher rate of profit comes from the higher rate of surplus-value, since the labour produces more value in unit time, but is only paid at the average rate.
The formulation that the same labour-time creates the same amount of value, irrespective of the specific conditions of production and hence the level of productivity in enterprises where it is employed, is the only one that Mandel considers as compatible with the labour theory of value put forward by Marx. This happens because Mandel thinks that this is the only way he can hold fast to the theoretical position that value is produced only in production and not in circulation. 7 Mandel is constrained to do this because he assumes erroneously that the market-value of a product is given by the state of demand and supply, and that since the social needs in the form of money-demand appear only on the market, and since these demands fluctuate, then focussing only on market-value would mean that the value produced and the surplus-value produced are determined by market fluctuations. It is supposedly to avoid this unacceptable position that Mandel goes beyond market-value to a naturalistic conception of value and assumes that all labour employed in production creates value, according to the quantity of labour-time employed, and irrespective of the productivity differential which exists in the industry. Mandel dismisses the probability of the formation of above average rate of surplus value by saying that it exists only as an exception.8 But he forgets that under competitive capitalism, the existence of productivity differentials is also exceptional in the sense of forever tending to get eliminated.
The effect of demand and supply, however, can be only to determine the deviation of market-price from market-value9 As Marx that 82.2 per cent of them were set up with either financial or put it, ‘if the quantity of social labour expended in the production of a certain article corresponds to the social demand for that article, so that the produced quantity corresponds to the usual scale of reproduction and the demand remains unchanged, then the article is sold at its market-value’; again, ‘If supply equals demand, they cease to act, and for this very reason commodities are sold at their market values.’10It is not market-values therefore that fluctuate depending upon the fluctuating state of demand and supply, but market prices which oscillate around market-values. Of course, strictly speaking, what we have said will hold only for small commodity production. With the development of capitalist production based on the mobility of capital between different branches, the market prices would be oscillating not around the market-values, but around the prices of production. But these prices of production will be the transformed version of the market-value of the commodity and not the individual value of the commodity. The same differential of individual value to market-value would be existing but in the transferred form of a differential between individual price of production and the market price of production, with the more efficient capitals making a higher rate of profit. Further, it will be the market-value of the commodity, which will have to be taken into consideration in considering the total amount of value produced in society.
In case it is to be considered that market-value is formed by the transfer of values from the less efficient units to the more efficient units, then we should also consider that the same process was also taking place under simple commodity production. Otherwise, unless we assume absolutely the same technical conditions, there would never have been equal exchange—not even under simple commodity production. Besides, there is no mechanism by which this transfer can be effected, since commodities of the same kind do not get exchanged with each other.
Confusion between market-value and price of production
It is indeed surprising that Mandel should have made such a fundamental mistake. Mandel assumes that supply and demand are categories relevant to the formation of market-value and that value is transferred in its formation. Indeed, in the whole chapter on the ‘Three Main Sources of Surplus-Profit’, Mandel11 deals with the formation of market-value and price of production simultaneously, intead of analytically separating them.
Mandel argues that if ‘the market-value of a particular commodity is determined by the price of production of the firms with the lowest productivity of labour—because demand exceeds supply over a long period—then most of the firms in this branch will obtain surplus-profit, i.e. an above average profit’.12 But, as we have tried to show, demand-and-supply plays no role in the formation of market-value directly. When the market-value is determined by the least efficiency, it does not mean that most of the firms will obtain surplus profit. When the least efficient determine market-value, it also means that most of the production takes place under these conditions. Hence most of the capitals will be receiving near average rate of profit. When there are capitals obtaining surplus profits, what would happen is either the entry of outside capitals with the more efficient production methods or the adoption of more efficient methods by the inefficient units.
Mandel’s confusion is also apparent in the following remark: ‘whether an enterprise will obtain the average profit, less than the average profit, or more than the average profit, is by no means a foregone conclusion at the time of completion of the process of production. Only in the process of circulation does the formation of values into prices of production take place.’13 The question of transformation of value into prices of production is irrelevant to the discussion on market-values or on the existences of surplus profits within a sphere of production. While considering the reason for the existence of firms with surplus profits, what is relevant is the relation of individual values to the market-value within the same branch producing the same product, i.e. whether a given amount of direct and indirect labour produces under the conditions of production prevailing in a particular firm within the branch more or less of the product in physical terms than the average for the branch as a whole. The question of the differing organic composition of capital across branches is relevant when we discuss the formation of prices of production. Indeed, it is quite impossible to discuss about the levels of productivity across branches. The confusion is epitomized by the fact that Mandel talks about firms and includes branches in parent thesis. In the case of branches with higher organic composition of capital, what happens is that supply adjusts in such a way that the capital obtains average profit, and not surplus profit by the transfer of value.
The confusion continues as Mandel talks about the preconditions posed by Marx for the formation of prices of production and uniform market-values, 14 He considers equalization of the rate of profit as a precondition for the formation of uniform market-values—which it is not. Mandel is forced by this confusion between market-value and price of production to characterize the process of formation of market-value as a process of Unequal exchange.
International exchange
Theories of unequal exchange arise as the result of the application of the process of transfer of value to international exchange. Mandel considers that there is no free mobility of capital and labour across countries and therefore no equalization of the average rate of profit internationally. He assumes that unequal exchange is brought about by the fact that the labour of the developed countries counts as more productive of value, similar to the domestic case of the more productive unit, in the formation of market-value.15 Mandel argues that international exchange brought about by the formation of world market-values is an exchange of unequal quantities of labour, and hence an unequal exchange. Such a proposition is in keeping with his naturalistic conception of value. Since it has been already shown that there is no transfer of value involved in the formation of domestic market-value, by the same logic transfer of value does not apply to the formation of international market-value also. Thus the whole theoretical basis for the unequal exchange proposed by Mandel falls through.
III
Unlike Mandel, Samir Amin follows Emmanuel and assumes that unequal exchange is brought about by the formation of a world average rate of profit, in conditions of the immobility of labour. He modifies Emmanuel on two counts. Emmanuel built up his theory on the basis of the specificity of the exports of the underdeveloped countries. Samir Amin assumes that the exports are non-specific and extends the analysis to petty-commodity production. He claims that, ‘my analysis is superior to that of Emmanuel; it is the only analysis that permits a correct definition of unequal exchange; the exchange of products whose production involves wage differentials greater than those of productivity’.16
His extension of Emmanuel’s theory to include non-specific products invalidates the very assumptions which form the basis of this theory. Amin assumes that the developed country as well as the underdeveloped country might be producing the same commodity under identical conditions of productivity. At the same time, he assumes the equalization of the rate of profit across countries, and in the same sector. These two assumptions are not simultaneously feasible. Since the commodities have different cost-prices in the two countries, and they have to fetch a common price in the world market, there cannot but be a divergence in the rate of profit.
We do not go further into the details regarding the inconsistencies in Amin’s treatment. We wish to touch upon only two basic points. The first is the question of the equalization of the rate of profit. This would require that capitals, irrespective of their organic composition and geographic dispersal, should obtain the same rate of profit. For this to be true, it should apply not only to the global firms but also the small capitals. Thus a small firm operating in India, Africa or Western Europe should obtain the same rate of profit. This is clearly not the case. Further, some available information shows that even global firms consistently obtain higher rates of profit in the underdeveloped countries (see Table 15.1). Transfer pricing which might alter these observed rates of profit can only increase the differentials.
The second point is the formation of international values. Amin correctly identifies the essence of his theory as the pre-eminence of international values. 17 He raises the question of whether commodities are primarily national commodities or international, and concludes that they are international. He offers hardly any data to substantiate his position that commodities are international. He assumes away the different national markets. In spite of his open allegiance to dialectics it does not strike him that commodities might be both national and international. Had he done so, he might have explored the variations in the operation of the law of value nationally and internationally. Instead, Amin merely extrapolates to the international scene the laws Marx applied at the national levels, and finds fault with the barriers to the mobility of labour which seem to crop up.
It is instructive in this context to refer to what Marx himself had to say on the question of international values:
The average intensity of labour changes from country to country; here it is greater, there less. These national averages form a scale, whose unit of measure is the average unit of universal labour. The more intense national labour, therefore, as compared with the less intense, produces in the same time more value, which expresses itself in more money....
But the law of value in its international application is yet more modified by this, that on the world market the more productive national labour reckons also as the more intense, so long as the more productive nation is not compelled by competition to lower the selling price of its commodities to the level of their value....
In proportion as capitalist production is developed in a country, in the same proportion do the national intensity and productivity of labour there rise above the international level. The different quantities of commodities of the same kind, produced in different countries in the same working time, have, therefore, unequal international values, which are expressed in different prices, i.e. in sums of money varying according to international values. The relative value of money will, therefore, be less in the nation with the more developed capitalist mode of production than in the nation with the less developed. It follows then that the nominal wages, the equivalent of labour-power expressed in money, will also be higher in the first nation than in the second; which does not all prove that this holds also for real wages, i.e. for the means of subsistence placed at the disposal of the labourer....
But even apart from these relative differences of the value of money in different countries, it will be found frequently that the daily or weekly wage in the first nation is higher than in the second, whilst the relative price of labour, i.e. the price of labour as compared both with surplus value and with the value of the product, stands higher in the second than in the first.18
A little further on, Marx talks of the ‘absurdity’ of H. Carey’s conclusion that the wages of the different nations are directly proportional to the degree of productiveness of the national working days.
This long quotation has been given here because it clarifies Marx’s ideas on a number of points. First, there is an explicit rejection of the naturalistic conception of value in these passages. Secondly, the benefits of international trade from the point of view of the country with the higher average productivity of labour are treated theoretically as being analogous to the case of an innovating firm within an industry of a particular country. Thirdly, there is no suggestion of an ‘exploitation’ through ‘unequal exchange’ in these passages. While the individual value of the traded product in the developed country being lower than the international value yields the capitalists of that country a benefit, this international value being lower than the individual value in the backward country implies that the latter gets the commodity cheaper than it could have produced.
This naturalistic conception of value is fairly widespread among a number of radical writers, even those who are counted among the critics of the theory of unequal exchange. Thus Anwar Shaikh19 shows that the Ricardian Law of comparative costs is valid only under the assumptions of the quantity theory of money. He tries to modify Ricardo’s Law on the basis of Marx’s critique of the quantity theory. Shaikh concludes that trade of the underdeveloped countries will include the specific products in which these countries have an absolute advantage as well as the products of foreign investment in modern industries. This results in the dual structure of the export sector of the underdeveloped country: ‘a few high efficiency producers in high organic composition industries (oil, copper, etc.) and many low efficiency producers in relatively low organic composition industries (e.g. agricultural production)’.20
Shaikh explores the transfers of value taking place through the export of these commodities. Following Mandel he argues that the low efficiency producers will lose value due to the formation of the social value. Shaikh characterizes this process as transfer of value, because he considers the actual labour-time spent as the substance of value. The critique we have made against Mandel is thus equally applicable to Shaikh.
Shaikh also considers the impact of the equalization of the rate of profit on the commodities and, following Amin, concludes that the low-organic composition industries will lose value due to the formation of the prices of production. But in the case of the high-efficiency high-organic composition export industries under foreign control, he argues that they might actually gain value. Thus he concludes that the net effect is ambiguous and that it cannot be concluded beforehand that the underdeveloped country will lose value. The net direction of the flow of value would depend on the relative share of the two sectors in the exports of the underdeveloped country. What is important is that, although Shaikh does not subscribe to the theory of unequal exchange as the cause of imperialism, there is no fundamental theoretical difference between him and the exponents of unequal exchange. His methodology and concepts are the same as those of Amin, Mandel, etc. He employs along with the others a naturalistic conception of value, equating it with the actual labour-time spent and employs the concepts of equal and unequal exchange without any reference to the mode of production for which it was developed.
The criticism of Amin by Weeks and Dore21 has a lacuna altogether different—namely, the untenable distinction they make between value and exchange value. They seem to confuse between exchange value and price of production, because they argue that ‘value and exchange value diverge for a multitude of reasons: (i) they diverge systematically due to the contradiction between social production and private appropriation which requires the transformation process by which the rate of profit tends to equalize across branches of industry....’22On the contrary, the distinction between value and exchange value is minor, and Marx stated that for all practical purposes they could be used interchangeably. Value represents the labour-time embodied in a commodity. But this never manifests itself, except in relation to another commodity in exchange, or as exchange value. Thus, exchange value is the form of value. There can be cases of divergence between the two. Thus for example, if there is a general increase in productivity in a society, the labour-time embodied in a commodity or the value of a commodity would decrease. Since this change affects all the commodities including the money commodity, there would be no change in the exchange value of the commodity. There are more cases where a change of value will not be fully reflected in exchange value. This is analogous to the problems involved in the measurement of the mass of a body. While mass is postulated as an intrinsic property of a body, it can be measured only in relation to another body, through the operation of a force. Thus if the mass of all the particles in the world were to double, our measurement of the masses—through the mediation of weights—would show no indication of the intrinsic change that took place.
Conclusion
The theories of unequal exchange do not grasp correctly the concept most basic to their analysis, the concept of value. Instead of the concept of value, as socially necessary labour-time, many of them substitute a naturalistic concept of value as the actual concrete labour-time spent. It is on such a weak methodological basis that these theories of unequal exchange construct theories of imperialism based on competition.
In other words, the theories based on the assumption of competitive conditions in international markets cannot explain the drain of profits from the underdeveloped countries and the resulting deceleration in accumulation and under development. The increasing importance of such theories seems surprising, given the increasing importance of monopoly. The underdeveloped countries acquire neither their oil, nor machinery nor technology at competitive prices. Tied aid and suppliers’ credit see to it that surplus is transferred through the overpricing of commodities. Technology becomes yet another means of extraction of surplus. Technologies are not generally freely available and are obtained against monopoly prices demanded by the owners. Further, the licensing agreements by which technology is transferred have clauses stipulating the utilization of proprietary items, specific raw materials and components, the sale of all of which open up avenues for the transfer of surplus. The inability of all the modern theories of unequal exchange to provide an explanation for the subordinate position of the underdeveloped countries indicates the need to utilize and further develop Lenin’s thesis on monopoly capitalism.
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Leninism and ‘Western Marxism’ A Critique of Perry Anderson
Madhu Prasad
The post-Second World War period has seen the emergence of a specific, and in that sense, novel critique of the theory and practice of the international communist movement since the 1920s following the success of the proletarian revolution in Russia and the failure of major struggles led by social-democratic workers' parties in Europe. The term 'New Left' has come to distinguish an otherwise amorphous body of literature by its claim to uphold the Marxist unity of theory and practice by retaining a critical, often hostile, autonomy from the organised working-class movement led by the communist parties.1 Initially finding an 'academic' form, ' "liberal" and "ethical" in tendency, which spontaneously rediscovered the old philosophical themes of "freedom", "man", the "human person" and "alienation",'2 the recurrent anti-organisation theme has since the 1960s acquired an alternative perspective. The philosophical bias of the first phase of writings was indicative of a dissatisfaction with the practice of communist parties; its substitution by a more 'scientific' terminology in the later phase attempts to provide a theoretical basis for the rejection of Leninist principles of organisation.3 The dominant role accorded to material conditions obtaining in given societies is utilised to diminish the significance of organising the revolutionary intervention of the working class in the struggle for social transformation. Spontaneously, guaranteed 'mass' proportions presumed by the prevalence of the requisite 'material conditions', emerges as a necessary and sufficient condition for the proletarian revolution. A corollary to this interpretation is the discovery of avenues for effecting a revolutionary transition within the political structures of societies characterised by the most advanced pre-revolutionary material conditions, i.e. the imperialist metropolises of advanced monopoly capital. The tendency to over-estimate the economic and political potential of 'moribund' capital's structures of social organisation is inevitable.
This trend is therefore essentially directed against Leninist theory, although the form in which the attack is mounted is somewhat indirect. Leninism is sought to be restricted to being a 'Russian' phenomenon, a product of an answer to the specificity of conditions obtaining in Tsarist Russia. Its suitability for Russian conditions notwithstanding, it is argued that it falls short of adequacy in the context of the advanced centres of imperialism. The critique of Leninism therefore takes the form of presenting nationally or regionally determined developments in Marxist theory as being equally expressive of the specificity of their environments, and thus legitimate claimants to validity within a now federated conception of Marxist theory.
An influential and systematic attempt at developing this thesis, as a historical fact if not as the theoretical ideal of Marxist theory, is the identification of a tradition of 'Western' Marxism.4 It finds its foremost proponent in Perry Anderson, who provides a framework for the tradition that is comprehensive enought to link a Sartre or a Marcuse with major leaders of the communist and workers' movements like Rosa Luxemburg and Antonio Gramsci. This paper concentrates its critique on the anti-Leninism inherent in the views of Anderson and, more specifically, on their systematised elaboration in his book.5
Anderson locates the unity of 'Western Marxism' in the 'structural divorce' of its theory from political practice. The loss of the unity that characterised what is now termed 'classical Marxism' is attributed to external determinants that in effect curtailed the political practice of the European working class, and to internal determinants that shifted the theoretical emphasis from economic and historical analyses to philosophical concerns. The shift in focus manifested itself in the specifically academic orientation of the theories of this tradition, in sharp contrast to the political-organiser-as-theorist characteristic of the period up to the 1920s and early 30s. The result was the creation of an inward-looking theory, increasingly treating Marx's own thought as its 'main theoretical object'. As a 'remarkable amount of the ouput of Western Marxism became a prolonged and intricated Discourse on Method' (p. 53), the critique of capitalist society was neglected. The resilience of its economic and political structures in particular went unexamined, while the only significant application of the epistemology being refined was in the area of cultural superstructure. 'The original relationship between Marxist theory and proletarian practice was subtly but steadily substituted by a new relationship between Marxist theory and bourgeois theory' (p. 55).
Anderson's history of radical European intellectualism of the period is fairly comprehensive in the factual data that it provides. Explicitly concerned with exhibiting broad tendencies found in the formulations of a given set of theorists, it does not, nor does it require to, present 'a specific scrutiny or a comparative evaluation of any of the particular theoretical systems within it' (Foreword). Indeed, the purpose of Anderson's argument is quite distinct from this task, being concerned primarily with justifying the claim of this tradition to being Marxist despite its formal and thematic distance from 'classical Marxism'. Here Anderson's involvement with intellectual history is only peripheral and his support for a 'Western Marxism' is squarely based on a distinctive ideological interpretation of historical facts and politico-economic reality.
Two distinguishable forms of linkage between the 'classical' and 'Western' Marxist traditions are advocated to justify the claim of the latter to being Marxist. Thus the distance between 'classical' and 'Western' Marxism is itself seen to be a product of the fate of the European working-class movement after the 20s. Anderson categorically asserts that 'the hidden hallmark of Western Marxism as a whole is... that it is a product of defeat' (p. 42). A long period of setbacks and stagnation is accounted for both by the fact of fascist consolidation, which imposed the severest physical constraints of working-class political practice, as also by the so-called 'Stalinisation' of the communist parties of Europe. The latter is the more significant cause of the 'sombre history' of the period for it is stated to have enforced a theoretical and organisational rigidity that paralysed European working-class militancy and initiative at a time when the need for it was most evident. The character of this constraint is accentuated to the point of advocating a rejection of the Leninist concept of the Communist Party, by declaring its alleged bureaucratism incompatible with conditions created by the 'successful restabilisation of imperialism... inevitably reflected in its capacity for cultural change and development' (p. 55). The claim that imperialism has translated a capacity for 'restabilisation' into an indubitable historical fact is an essential component of the claim that the setbacks of the working-class movement constitute a 'defeat' for the class historically.
A second type of linkage, more loosely and infrequently but no less significantly attempted, consists in finding intellectual roots for 'Western' Marxism in theorists who are presented primarily as points of transition from 'classical' Marxism. A significant and revealing choice is that of Gramsci, whose revolutionary credentials are as impeccable as the interpretations of his theoretical work are controversial.6 By positioning such points of transition, Anderson suggests that contingencies of history interrupted a 'natural' process of the development of Marxist theory, which would have shared the motivations of 'Western' Marxism and thus done away with the capacity of 'official' Marxism7 to delink the radical intellectuals of the West from working-class political practice.
'Western' Marxism, for all its being 'necessarily less than Marxism to the extent that it was western' (p. 94), contains, in Anderson's view, a theoretical kernel of insights and responses that form a potential basis for the restoration of Marxist theory.8 Anderson supports his choice in view of the experience to which this body of literature gives expression, an experience in 'certain critical respects the most advanced in the world—encompassing the highest forms of the capitalist economy, the oldest industrial proletariats, and the longest intellectual traditions of socialism' (p. 93-94). The assessment of this experience is sharply constrasted with Anderson's constant references to the 'backwardness' of the conditions in which Leninist theory was formulated and successfully applied.
This paper, consequently, takes up for consideration two distinct but related issues. Both substantially and in terms of presentation, the assessment of Anderson's argument in support of 'Western' Marxism is prefaced by an explication of the nature and implications of the claim to such an identification. More specifically, the focus will be on the implicit function of Anderson's analysis of the deviation of theory from practice in 'Western' Marxism to propagate a movement away from Leninist theory as imperative for resurrecting the 'classical' unity of Marxist theory and practice.
Misinterpretation of Lenin
Perry Anderson's Considerations on Western Marxism is deceptively simple. Anderson, it would appear, is doing no more than situating 'a certain body of theoretical work historically... to suggest the structural coordinates which define its unity... as a common intellectual tradition... for this alone will enable us to see the specific novelty...' (p. 1). The result of this enterprise is the identification of 'Western Marxism' as a tradition extending from 1924 to 1968.
Our initial apprehension may arise at this point. For Anderson, in claiming a tradition of Marxism, Western or otherwise, in this period appears to have 'overlooked' the immense contribution of Lenin. The significance of Lenin's strategic and tactical writings for the struggle of the working class has been recognised by proletarian parties and movements the world over. Hence the ideology of the revolutionary proletariat is termed Marxism-Leninism. 'Leninism is Marxism of the era of imperialism and the proletarian revolution. To be more exact, Leninism is the theory and tactics of the proletarian revolution in general, the theory and tactics of the dictatorship of the proletariat in particular.'9
Has Anderson done more than 'overlook' Leninism? Lenin is quoted often enough in the text, although we are told that Lenin's theoretical work suffered from the backwardness of the 'real material conditions of an intellectual discovery' (p. 12). Noting the use of the term 'Leninism' after the success of the revolution in Russia, Anderson is quick to add that even here 'the rapid development of Marxist theory was by no means confined to Lenin's own work' and goes on to mention Trotsky, Bukharin and Preobrazensky (p. 13). Still, as far as his own text is concerned, Anderson claims that 'the final word rests with Lenin'.
A closer look at the 'structural coordinates' of the proletarian movement of the time, which are identified as having spawned 'Western' Marxism, show that this claim may be no more than a conscious attempt to conceal the fact that Anderson's account, whatever be its merits in analysing European socio-political thought, is fundamentally anti-Leninist on all questions crucial to the defence and further advance of proletarian revolution. 'In 1924', we are told, 'Lenin died.' The repudiation of Leninist theory that follows, as Anderson presents his perspective, is carried out as an exposure of Stalin and 'Stalinisation'. In this case the ready scapegoat is presented in terms of pure bourgeois prejudice with not a hint of any analysis of the experinces of socialist states, for which the international communist movement is constantly upbraided in the text. 'Stalin's political apparatus actively suppressed revolutionary mass practices in Russia itself, and increasingly discouraged or sabotaged them outside the Soviet Union. The consolidation of a bureaucratically privileged stratum above the working class secured by a police regime of ever-intensifying ferocity—the most advanced country in the world in the development of historical materialism, which had outdated all Europe by the variety and vigour of its theorists, was turned within a decade into a semi-literate backwater, formidable only by the weight of its censorship and the crudity of its propaganda' (pp. 19-20).
If there is no evaluation of Stalin's leadership of the CPSU(B), no analysis in the provocative prose, of which the above is only one sample, there is no shortage of innuendos. '...The Soviet State— caught in a vice of Russian backwardness [note, the same backwardness from which Lenin's writings suffered] without political aid from abroad—started to become endangered at home. The hardening usurpation of power by the party apparatus... belatedly became evident to Lenin himself... in 1922' (p. 19). And so the truth slips out. Prior to Stalin's emergence as the leader of the Party, years before the long debate with the Left Opposition which consolidated his position within the Party, Lenin had become aware, and that too, 'belatedly', of the 'usurpation of power by the Party apparatus'. Anderson's interpretation follows from his assertion that Lenin's formulations, for all the 'systematisation' they achieved, were after all rooted in the backwardness of the Russian social formation and the absolute character of the Tsarist state. Thus while 'Luxemburg's political writings never attained the coherence or depth of Lenin's... (they) nevertheless contained elements of a critique of capitalist democracy, a defence of proletarian spontaneity and a conception of socialist liberty that were in advance of Lenin's awareness of these issues...' (p. 13). Lenin's awareness of these issues is of course precisely the central core of his writings! It is with such 'elegance of compression' that Anderson sweeps aside the knowledge which transformed the working-class movement from ineffective spontaneity to an organised force capable of devastating the rule of capital.
Let us, for the moment, shift the focus from polemical issues. Anderson, and this at least is good Marxist practice, professes concern with the 'real material conditions' of intellectual discoveries. This provides a good beginning for assessing the interpretation of Marxist thought and practice put forward by Anderson himself. What in fact were the real material conditions of Leninist theory? Was it the 'backwardness of the Russian social formation and the absolutist character of the Tsarist state' as Anderson believes? If we are guided by Stalin's substantial definition of Leninism, Ander-son's critique is clearly seen to be misguided. For the material conditions of Leninism are not the backwardness or forwardness of any particular state, but the fact that capitalism, transformed into imperialism, had 'grown into a world system of colonial oppression and of financial strangulation of the overwhelming majority of the population of the world by a handful of "advanced" countries.' This real condition led Lenin to conclude that 'out of the universal ruin caused by the war a worldwide revolutionary crisis is arising which, however, prolonged and arduous its stages may be, cannot end otherwise than in a proletarian revolution and in its victory'. 10
Failing to grasp the historical significance of Lenin's formulation, and thereby of the October Revolution itself, Anderson begins to see an epochal event within the narrow confines of a historical 'conjucture' in which a triumphant but beleaguered revolutionary state is unable to aid the embattled working class of the European countries. Perhaps struck by the triviality, albeit truth, of this statement, Anderson seeks to substantiate it by a thesis which repudiates the essence of Lenin's analysis: 'These defeats (of the European working class) were not of course primarily due to subjective mistakes or failures: the latter were a sign of the objectively superior strength of capitalism in Central and Western Europe where its historical ascendancy over the working class had survived the war' (p. 18). In the entire body of Marxist literature it would be difficult to find a basis for this concept of 'historical ascendancy' which survives or is a casualty of war.
The transformation of capitalism into its highest stage, imperialism, is, as Lenin points out, the product of irreversible economic processes. The crisis-ridden nature of the capitalist production system requires—and this is amply substantiated historically— the formation of monopolies and cartels, which increasingly lose their temporary character as aids to overcome specific crises, becoming the dominant form of the organisation of production under capitalism. The impact of this process in the sphere of economic activity '...is something quite different from the old competition between manufacturers scattered and out of touch with one another and producing for an unknown market... we no longer have competiton between small and large, between technically developed and backward enterprises. We see here the monopolists throttling those who do not submit to them.... (Although) commodity production still "reigns" and continues to be regarded as the basis of economic life, it has in reality been undermined and the bulk of the profits go to "geniuses" of financial manipulation.'11
The socialisation of the production process, the control of raw materials as also of markets, are necessities demanded by the massive scale of production objectively possible with the growth of technology and by the need for raising the level of profitability of capital. It is obvious that this process not only should but did, and still does, provide an enormous impetus to technological development increasing productivity to unforeseen heights. The crux of the matter however is that this process did not lead to the material prosperity and well-being of society as a whole, rather it aggravated sharply the disparities in different sectors of the economy in given countries, and between the economies of different countries. Consequently, disparities in conditions of life between different classes within the same society, and between the populations of the 'advanced' and 'backward' countries, also increased. The reason for this, Lenin points out, is basic to the nature of capitalism itself: the socialisation of production does not alter the mode of appropriation. This remains private, with the significant qualification that in the stage of imperialism, the term 'private' does not indicate merely 'individual', but refers to powerful financial oligarchies capable of bending societies and governments to their will. Nor is this capacity reduced under conditions of state-monopoly capitalism, which represents a higher form of organisation of the most advanced monopoly sections.
To put it in Marxist terminology, the anarchy in production and hence in all spheres of social life, which is the fundamental cause of crises in capitalist society, is not resolved but heightened and extended to worldwide proportions with the rise of imperialism. Lenin is emphatic on this latter aspect, repeatedly asserting that whereas capital exporting countries divide the world among themselves in the figurative sense, finance capital has led to the actual division of the world. Unevenness of development internationally alters the magnitude of the contradictions and hence the crises which continue to affect world capitalism, giving rise to fresh contradictions within the capitalist system as a whole. Lenin thus remains unimpressed by factors like 'the superior strength of capitalism in Central and Western Europe'. Seeing the parasitic nature of this 'strength' he avoids a mechanistic interpretation of these with features, revealing the inherent tensions they create: 'On the whole capitalism is increasing far more rapidly than before; but this growth is not only becoming more and more uneven in general, its unevenness also manifests itself, in particular, in the decay of the countries which are richest in capital [Britain].'12
Lenin thus provides a 'composite picture of the world capitalist system in its international relationships'13 exposing the class content of twentieth century capitalism, 'regardless of the form of government and all other "details" '.14 Such secondary features alter with varying, relatively specific and temporary conditions but they do not alter the class content which positively cannot change while classes exsit. Arguing against critics, Lenin stressed that forms of struggle or agreement between capitalist associations cannot be substituted for the substance of this struggle or agreement. Similarly transitional forms of state dependence imposed on other territories and nations cannot alter the fact of their domination by the rule of finance capital.
In preference to this analysis which has led to the successful uniting of the two major tendencies threatening imperialism (proletarian revolutions and national liberation struggles), Anderson presents a truncated and evidently distorted picture of the world situation. For him, just as after the 1914-18 war, 'Capital proved stronger everywhere outside Russia' (p. 15), so also, after a distressing but apparently historically irrelevant period of crushing economic slumps and fascist dictatorships, which culminated in the post-war formation of an integrated socialist camp comprising half the European continent, this new entity, 'central and Western European capitalism', has romped happily from 'economic dynamism' to 'fully universal suffrage'; a 'spontaneity' and 'democracy' well in advance of Lenin's awareness!
The next twenty years off (from 1945 onwards) exhibited an economic and political pattern diametrically contrasted with that of the interwar period. There were no reversions to military or police dictatorships in the major Western European countries. Parliamentary democracy based on fully universal suffrage for the first time in the history of capitalism became stable and normal throughout the advanced industrial world. Nor was there any repetition of the catastrophic slumps of the twenties and the thirties. On the contrary, world capitalism enjoyed a long boom of unprecedented dynamism, the most rapid and prosperous phase of expansion in its history, (p. 25)
Anderson is not merely providing a description, however 7 one-sided, of the period in question. He would have us conclude, that imperialism, as Lenin had characterised and defined it, had vanished into thin air, '...for this', according to Anderson, 'was also the epoch of an unparalleled objective consolidation of capital throughout the advanced industrial world... (this) period effectively inaugurated a new phase in the development of the mode of production as such, apparently confounding classical predictions...' (p. 46). Unfortunately he is more or less silent on what could be the basis of this rather optimistic, and, as one can now clearly see, hasty judgement on the historical implications of the boom years of advanced capitalist economies. In a footnote he indicates that the 'postwar pattern of counter-cyclical demand management' (p. 47) may yet prove to be the key concept capable of directing Marxist economic theory from the 'confounding classical predictions' of Lenin, to the new understanding of Anderson and his ilk.
Anderson is either ignoring or else is ignorant of the fact that, even in a period as favourable as the one to which he so conveniently limits himself, no pattern of 'demand management' could offer a miraculous solution to overcome the class contradictions identified by Lenin as the basis of, what are here poorly termed, his predictions. On the contrary, increased state involvement and investment in the economy and an unprecedented militarisation in the post-war period temporarily boosted the economies of the advanced capitalist countries in a manner not only indicated but outlined by Lenin in his analysis. "Events from 1968 onwards have proved more embarrassing to Anderson's hopes, falling very much in line with 'classical predictions'. Crises have remained a part of the experience of capitalism. This is so not only in its ' backward' regions where total subordination to the major imperialist powers is the only 'alternative' to a permanently handicapped and increasingly unmanageable political economy, but is emerging significantly as a feature even of capitalism's 'advanced zones'. To take the U.S.A. and Britain as examples, increasing unemployment, inflation and continuing recession have led to avowedly right-wing policy shifts on the part of the Reagan administration and the Thatcher government.
It must be noted that Anderson's use of terms like 'objective', 'epoch', and 'mode of production as such' is mere phraseology. These concepts have been deprived of the strictly-defined content of their Marxist use. They are employed here only to create the impression that the picture Anderson offers is of the same dimensions as Lenin's analysis, thus could form the outlines of an alternative.
Theories of the state
Anderson's confidence in the capacity of capitalism in the 'advanced industrial countries' to rejuvenate and consolidate itself is matched by his faith in representative democracy as a mature form of bourgeois power. With this we can have no argument but when he claims that 'the bourgeois-democratic state as such was never the object of any major work either by Marx, who never lived to see its realisation, or by Lenin, whose enemy was an altogether distinct type of state in Tsarist Russia' (p. 48), we must understand him to be contesting the fact that the 'bourgeois-democratic state as such' lies within the scope of the Marxist theory of state in general and Lenin's systematised formulations of State and Revolution in particular.
Marxism-Leninism identifies the state as a special apparatus for the systematic use of force by a ruling class to ensure that the relations of domination and subordination existing at the level of the relations of production are extended and secured in all spheres of social life. 'The State is a product and manifestation of the irreconcilability of class antagonisms.'15 Even an account, sharing Anderson's perspective on bourgeois democracy in that it is 'intentionally formal, since the problem here is not to expose the "seamy side" of bourgeois democracy', concludes that democracy developed out of the 'contradictions of capitalism'.16 In what sense then does Anderson claim that the bourgeois-democratic state, 'as such' or otherwise, exceed the scope of this definition?
Furthermore, Anderson appears to have totally misread the process by which democratic-representative mechanisms have come to characterise political procedures and forms of government under capitalism. Engels, referring to universal suffrage under bourgeois rule, states that it can be no more and no less than 'the gauge of the maturity of the working class'.17 Lenin, grasping the possibilities offered by this political form for extending the scope of the struggle in the context of proletarian revolution on the verge of an epoch-making success, declares that 'we are in favour of the democratic republic as the best form of state for the proletariat under capitalism'.18 History shows that universal suffrage and the expansion of political rights under capitalism are the product of the sustained opposition of the oppressed classes to the unchallenged, direct rule of capital.19 Nor is the success of one-third of the world's population in overthrowing the capitalist exploitation an uninfluential or insignificant factor in the advances made by this struggle. Yet Anderson suggests that 'stable' parliamentary democracies, with no reversion to military or police dictatorships, symbolise the 'historical ascendancy', 'the objectively superior strength' of capital and thereby the defeat of the working class.
Lenin specifically identified the tendency to prettify bourgeois mocracy as a 'failure to understand the socialist criticism of the state in general... (for) we have no right to forget that wage slavery is the lot of the people even in the most democratic bourgeois republic'.20 Anderson's favourable portrayal of 'universal suffrage' in social formations dominated by advanced monopoly capital acquires reprehensible and strongly ideological overtones, however, when it is seen to be inevitably coupled with and given precedence over what are termed the 'repressive bureaucratic regimes exercising tutelage over the proletariat' (p, 25) in societies where class exploitation has been abolished. It is evident that the bourgeois democratic state 'as such' is being portayed not just as a 'mature form of bourgeois power' but quite simply as a mature form of state, 'as such', that is, totally disregarding its class character. It now becomes clear in what sense Anderson felt it went 'beyond' the bounds of the Marxist-Leninist theory of state; in what sense the moribund capitalism of Lenin's analysis could be seen to be capable of consolidating a position of 'superior strength'; in what sense the presence of this state form symbolised the 'defeat' of the working class!
An ideal state form which transcends the constraints of the contemporary class struggle: such is the 'bourgeois-democratic state based on fully universal suffrage'; a veritable magic wand which imperialism has perfected not merely to hold back out, if we are to believe Anderson, even reverse the direction of the historical struggle between socialism and imperialism. Lenin had placed this struggle in the forefront as one heralding the era of proletarian revolution. But Anderson has so diverted himself, with the charms of bourgeois democracy, from the class perspective central to any Marxist analysis, that he reduces the entire content of this struggle to an absurd opposition between 'bureaucratic regimes' and 'democracy based on fully universal suffrage'. It would appear that Anderson has lost the distinction between the nature and the character of the state on the one hand, and the varying forms of government, of political mechanisms, which may alter within the scope of the same class state on the other. In the 'altered universe' that Anderson concocts, the capacity of the proletariat, extinguished under socialism, is slowly being groomed in the advanced centres of imperialism 'as they steadily gain in cultural skills and self-confidence'(p. 105).21
Rigorous and continuing criticism of the political forms evolved by proletarian dictatorships certainly forms a major part of the advance of Marxist-Leninist theory in the contemporary period, but it cannot be made by losing sight of the class character of the state form in question, still less does it require Anderson's window dressing of bourgeois democracy. In fact, following Lenin in his critique of Kautsky, one grasps the inherent duplicity of so-called Marxists who subscribe to this position.22
Theoretical purism
While claiming to identify a distinct tendency within Marxism, Anderson has in fact attempted a re-interpretation of the working class movement in Europe (for him by definition it can exist nowhere else as a mature movement) which would eliminate the world context provided by the successful socialist revolution in a number of countries and the collapse of the vast colonial empires! For both these 'oversights' it is no intellectual negligence but his Trotskyite understanding which must be held responsible. If the former are the target of vitriolic attacks it is because they are the 'official' communists, the political offspring of a 'stratum' (Party) which would not wait for imperialism and bourgeois democracy to educate the oppressed masses but took on that task themselves. The latter are condemned to silence. So low is the spontaneous democratic training of the people of the ex-colonial countries that they do not even merit mention by Anderson, who has no place in his account for the impact of the massive upsurge of national liberation struggles, for the great Chinese Revolution, for the universally condemned interference in and violation of the right of nations to self-determination by the imperialist powers of which the Vietnam war is the most glaring example.
The theoretical 'purism' which explicitly claims to motivate this view must, however, be itself subject to evaluation in the light of 'real material conditions'. Since the historical processes and events in question cannot be wished away, our 'purist' must take the responsibility for reducing them to irrelevance because his cateogories are unable to account for them. In the present case this means responsibility for a glowing account of contemporary imperialism. The defeats suffered by imperialism at each stage, the increasing recourse to the most anti-democratic methods and open acts of subversion against other nations, defeats and postures which the class-based Leninist analysis makes theoretically comprehensible, have been glossed over, while our attention is sought to be diverted to the 'defeat' of the proletarian masses in the socialist countries.

1 Major intellectual figures like Jean-Paul Sartre, Herbert Marcuse, Lucien Goldmann, etc., have found a place in the New Left categorisation, and 'activists' including Che Guevara, Frantz Fanon and Stokely Carmichael have elicited a sym pathetic response. However, the persistence of the term itself owes more to the theme fastened onto by the 'New Left'—autonomy from the communist parties rapidly developing into anti-organisational postures of various hues—than the selectively focussed theoretical formulations or political practice of individuals.
2 Louis Althusser, For Marx (London, 1969), p. 100.
3 Anderson acknowledges the convergence of this perspective with the 'theory and legacy of Trotsky' locating the differences between it and the earlier critiques in the fact that the latter were 'always magnetically polarised towards official communism... for all of them there was no other effective reality or milieu of socialist action outside it'—Considerations on Western Marxism, Verso, 1979 p. 96.
4 The search for a 'Western' Marxist tradition confronts Leninism on two major points, (i) Accepting the search itself as a valid point of departure demands the assumption that the scope of Lenin's theoretical contributions be confined to the Russia of his day. This is a proposition quite distinct from one which asserts the necessity for analysing the specificity of the working-class struggle in different socio-economic and political conditions and at various historical phases. The latter would explain the emergence of a body of literature, professedly Marxist in orientation, yet exhibiting the absence of the unity of theory and practice characteristic of Marxism. The present assumption, however, attmepts a justification of this phenomenon by limiting Marxist theory itself to mere 'conjunctural' applicability, (ii) The identification of a literature that could be said to constitute such a 'tradition' is itself secured by the assertion that the disjunction between theory and practice characterising it is both product and evidence of the failure of Lenin's analysis to come to grips with the reality of the class struggle in Western Europe.
5 Perry Anderson: Considerations on Western Marxism, Verso Edition, 1979. All page references included in the present text are from this edition.
6 The dubious use made of communist theoreticians such as Gramsci is apparent from Anderson's attempt to link the Turin Factory Councils movement of 1919 with his interpretation of the events in France in May 1968. Projected as the 're-emergence of revolutionary masses outside the control of a bureaucratised party', the May Revolt is asserted to have closed 'the distance between revolutionary theory and mass struggle... to its narrowest gap in Europe since the general strike was defeated in Turin...' (p.95). Gramsci, the major political-organizational figure of the Turin movement and amongst the first to have drawn conclusions on its political significance, perceived the Turin events as symptoms of the wide gap between revolutionary theory and mass struggles, necessitating an urgent structural reorganisation of the working-class party. 'The party must acquire its own precise and distinct character... a homogeneous, cohesive party, with a doctrine and tactics of its own, and a rigid and implacable discipline. Non-communist revolutionaries must be eliminated from the party, and its leadership, freed from the preoccupation of preserving unity and balance between various tendencies and leaders, must devote all its efforts to putting the workers' forces on a war-footing... must promote the formation of communist groups in all factory unions, cooperatives and barracks which will ceaselessly propagate the Party's ideas and tactics within the masses... and so become the trusted elements whom the masses will delegate to form political Soviets and exercise the proletarian dictatorships' (unsigned, L'Ordine Nuovo, 8 May 1920; see Antonio Gramsci, Selections from Political Writings, 1910-1920, selected and edited by Quintin Hoare, Vol. II, p. 96, London 1977). Anderson does not merely fail to give adequate significance to this perception but by his reference to the events in question actually conceals it.
7 Henri Lefevre employs the term to characterise 'an empiricist positivist attitude under cover of a philosophical phraseology' (The Society of Marx, p. 36), which is equated with the theoretical standpoint of the communist parties.
8 This is explicitly stated in Anderson's 'Afterword' to the main essay. Thus 'an inherent fissiparity between knowledge and action, theory and practice... necessitates a limit to the notion of the unity of theory and practice' (p. 110-11); and 'Today, it is necessary... to process instead to scrutinise the credentials of the text of classical Marxism themselves', without any prior assumption of their necessary coherence or correctness (p. 113). The 'combination of scholarly knowledge and sceptical honesty' called for in accomplishing this task is a thinly disguised rejection of the partisan ship of a class approach to theoretical concerns which is in fact the unity of theory and practice in 'classical' Marxism.
9 J.V. Stalin, The Foundations of Leninism in Collected Works, Vol. 6 (Moscow, 1973), p. 73.
10 V.I. Lenin, Imperialism, Highest Stage of Capitalism. (Moscow, 1968), p. 9.
11 Ibid., p. 22-23.
12 Ibid., p. 117.
13 Ibid., p. 7. This accounts for the fact that for the purpose of this paper we have not required a more extensive survey of Lenin's writings on imperialism. It is sufficient here to contrast Lenin's picture of the system in its international relationship with Anderson's view of capitalism in its 'Central and Western European' relationship. The geographical and historical limitations imposed by Anderson's account are used to effect a fundamental theoretical shift from Lenin, by obliterating the epochal contours of Lenin's analysis, thereby reducing 'imperialism' as a theoretical category to insignificance.
14 Ibid., p. 53.
15 V.I. Lenin, State and Revolution in Selected Works, Vol. 2 (Moscow, 1968), p. 241.
16 Goran Therborn, 'The rule of capital and the rise of democracy', New Left Review, No. 103, p. 4. Therborn identifies 'imperialist rivalry, national conflicts, the contradiction of competition and monopolisation and clashes between different factions of capital', as factors responsible for bringing classes, and sections of classes, besides the working class into the struggle for democracy.
17 F. Engels, The Origin of the Family, Private Property and the State (Moscow, 1970), p. 578.
18 V.I. Lenin, op. cit., p. 250.
19 Therborn, op. cit., p. 35. Taking as a representative sample, the process of democratisation in the 'seventeen major exporting countries', Therborn asserts that although bourgeois democracy is 'democratic government plus the rule of capital, its democratic component has been relieved and defended against the bourgeoisie'.
20 V.I. Lenin, op. cit., p. 251.
21 Anderson's attempt to present the post-Second World War 'stabilisation' of parliamentary democracy with 'no reversions to military and police dictatorships' as a sufficient condition for a spontaneous emergence of the capacities of the proletariat as a ruling class is a reversal of Lenin's critique of the anti-democratic, class nature of bourgeois parliamentary democracy. Colletti, with whom we disagree on several issues, identifies such reversals as containing general notions of an 'inter-class theory of state'. Far from seeing it as a solution to the problems of socialist state structures, he correctly locates it as one of 'two extreme poles', the other being 'a reckless subjectivism that sees the essence of revolution and socialism in the... dictatorship of the proletariat by decree, which can then in due time evolve towards the conception of... the State of the whole people'. See Lucio Colletti, From Rousseau to Lenin (London, 1974), p. 223.
22 V.I. Lenin, State and Revolution, op. cit., p. 254.
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