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In the immedlate post-war period, the majority
of the world!'s Troiskyists, not only expected general
world slump to follow but interpreted the warld as it
was in slump terms. The expactations were fully
reasonable and fully In accordance with Marxist
method. On the basis of the post World War | exper-
ience {that is of the inablility of capitalism to develop)
and the decline of the productive forces in the 130's
bearing out as they did the Manxist conception of the
decisive decline of capitalism in its imperialis| stage,

the crisis perspective for all Marxists was inescap-
able,

Marxism is neither a btueprint, applicable for all
times and places, nor a means of divining in some mat-
erialist crystal ball future concatenaticns and their
resulting laws of motion. Marxism must be checked off
upheld and renewed out of the evoiving process in
soclety and in the struggies of the proletariat. Qn
the other hand, it is nat a mathod which junks the
old, casually or llght-mindedly and begins all over
again with each new situation - as does the 'methad!!
of pragmatism, Deviations from the norm must be
tested to see whether they assert the theory from a
negative point of view.(*1) [t is this that the Revolmt-
lonary Marxist forces did when approaching the
immediate post-war period, With the benefit of hind-
sight, itls easy {o scoff and say how wrong the
Trotskyists were, But had they innovated in the given
situatlon without experiencing the economic develop-
ments which set in after the post 1944-47 revolution-
ary wave had been defeated, and BEFORE the
defeat had occurred they would have been either
mystics or revisionists - certainly nat Marxists.

As the post-war boom wore on, the various
fragments of the revoluticnary movement adjusted to
It In different ways. As we khow, certain sectlons
continued 1o uphold wnremittingly ''the slump round
the corner!l perspective, others liquidated, and
others offered distinct explanations, It Is one of the
supposed strong peints of I, S. theory that it had had
an explanatlon of the post-war boom since the early
or middle flfties {I won't haggle over the datel,

Since the continuance of the boom for vears
ahead was a part of the theory - and the boom did
centlnue ~ it is taken for granted that the theory was
correct. That s one possible Interpretation of
wvalidity. However, it is also possible that the theory
can be accommodated into a wider frame work, In
which case it will only provide a partial explanation,
albelt an incorrect one when taken as the main dei-
erminant, This | feel is the correct status of the
theory of the Permanent Arms Fconomy. And It is
this that | want to deaf with.

How and why the theory arese, and the use to
which it has been put is not the central concern of
this eritique, Suffice to make the following remarks.

In the given context of the fifties and sixties the
permanent arms economy theory fitted in very nicely
with the genera! passivity of 1, 5. and its abandonmant
of the theoretical conquesis of the revolutionary move -
ment on Russia and on the question of the Revelutionary
Leninist party.{*2) If capitalism was genesrally stable for

the forseeablefuture due to a new mechanism, this
fitted the inescapable implications of the theory of
state capitalism ie, of capitalism &s an expandlng.
world system, and made the anti-L.eninist conceptions
of the party almosl reasonable, ODlfferent adherents
of the theory within 1. S, drew slightly different
conclusions, However, the overall notion was that
capitalism wouldl remain stable and continue to "
expand for the foreseeable future. (3} This was so wit
Kidron, the 'linventor!! of thg theory Inits present
forms, As late as the 1967 version of his bock
IWestern Capitalism Since the War!! in which the
theory is elucidated in most detail, Kidron concludad
by saying thal the elements of instability were me_r‘ely
lgpots on the horizon, ! In keeping with the fashfon
for expurgated versions, in the latest Penguin Efdlt—
ion, responding empirically to May 1968, the height-
ened class struggle of the last couple of years, and
the palpable evidence for a definite slowing up of the
world capitalist economy, Kidron states In conclusion
that Western capltalism is once again creating cond-
itions for the convergence of working class protest
and revolutionary politics that could change the

world, It (*4)

THEQRETICAL RQOTS
Sweezy's theory-;

One of the first developments of the 'lpermanen t
war economy!! thesis was that of Sweezy in his book
HThe Theory of Capitalist Development!t (first
English Editien). Implicit in this was a theory of
capltallst crisls, popularty known as the 'under
consumptionlst!! theory.(¥5)This states, In its various’
forms, that the basic cause of capitalist crisis of
over praoduction 1s the relatively Jow purchasing
power of the masses, compared wlth the praduction
capacity of industry.

To back this contention, Sweezy cites one quot-
ation fram Marx, taken from Vol Il of Capital {page
484 In the Moscow 1966 Editlon, In which the wording
has been slightly modified from that of Sweezy's
reference - but the sense remains the same),

"The last cause of all real crises always remains
the poverty and restricted consumption ofi the masses
as compared to the tendency of gapitaltist production
to develop the productive forces, In such a way, that
only the absolute power of consumption of the entire
soclety would be their limit, !

This statement is so cbvicus, as Marx himse!f
noted on many accasions, Marx devoted Capltal
precisely to demonstrating how this state of affairs
comes about; how it Is immanent in the contradicitions
of the capitalist production process; how production
and consumption In capitalism are antagonistic sides
of a process whose unity necessarily erupts In
crisls from time to time because of the very drlving
forces of capitalist preduction. In fact, the quotat—
fon In question is abstracted one sidedly from Marx!s
whole approach to the question, Not only that, but
even if the previous sentence is quoted, it puts a

-t
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little {ife into the proposlition,

H,....as matters stand, the replacement of the
capltal invested In production depends largely upon
the consuming power of the non-producing classes;
while the consuming power of the workers is |limlied
partly by the laws of wages, partly by the fact that
they are used only as long as they can be profitabl
employed by the capltallst class, ! [my emphasis P, S. )

These points were elucldated by Marx in the
central part on «capitallst &rists In Part 111 of Vol 11
{The Law of the Tendency of the Rate of Proflt to
Fall). The previous senterice AND the one guoted by
Sweezy are very shorthand, Incidental remarks in
the section on '"Money Capital and Real Capital, !

That this Is so can be seen from the following
quotation which summarises Marx's discussion In his
chapter ""The General LLaw of Capftalist Accumulation
on the effects of Increasing demand for labour and
therefore, general wage rises, in a boom peried.

"f the quantity of unpaid labour supplied by the
working class.....ihcreases so rapidly that Tts con-
verslon into capital requires an extra-ardinary
addltion of paid tabour, then wages rise, and, alt
other circumstances remalning equal, the unpaid
labour diminishes in proportion. But as soon as this
diminution teuches the polnt at which the surplus lab-
our that nourishes capital is ho longer supplied In
normal quantity, a reactioh sets inj a smaller pary
of revenue is capitalised, accumulation lags, and the
movement of rise in wages receives a check, The
rise of wages therefore is confined wlthin Hmits
that nat only |leave Tntact the foundations of the cap—

ltalistic system, but also secure its re roduction on
a progressive scale. ! imy emphasis P, S, 5(*5)

And - "It is sheer tautelogy to say that crises
are caused by the scarcity of effective consumption,
or of effective consumers. The capitalist system
does not know any other modes of consumption than
effective ones..,.. That commodities are unsaleable
means only that ne effective purchasers have been
found for them, ie. consumers {since commodities
are bought in the final analysis after productive or
individual consumption), But if one were to attempt
to give this tautology the semblance of a profounder
justification by saying that the working class receives
too small a portion of its own product and the evii
would be remedied as soon as it recelves a larger
share of it and its wages increase in conseguente,
one could only remark that crises are alwa S pre-
pared by precisely:a period in which wages rise
generally and the working class actually gets a larger

share of that part of the annual preduct which is
intended for CONSUMpPtion «.vv... It appears, then, that
capitalist production comprises conditions independ-
ant of good or bad will (emphasis P. S, ), conditions
which permit the working class to enjoy that relative
prosperity only momentarily, and al that always only
as the harbinger of a coming crises, M {*7}

So far, then, without analysing the mechanisms
of crisis, Marx poinis out (i) there Is a limit, imposed
by the very needs of capital accumulation, on the rise
In wage levels (ie, the consumption power of the
masses} and (i) eventually, {over what time scale
depends on countertendencies at work) a greater
share by the workers of total social production must
lead to crisis.

The underconsumptionist view, in one-sldedly
abstracting production from consumptioninevitably

mystifies the central dynamics of the total process.
It lends ilself to notions that there are absaolute
proportions between warkeprs! purchasing power and
the social product for, stability., In daing this, of
course, It teads to distributivist notions, and, in-
evitably, to reformism. It is no acclident that the
social democratic leaderships should be most con-

, cerned with problems of ' income distribution!!; that

—
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almost without exception they subscribe to ideolog-
Ical variants of the greatest under-consumptionist of
them all - John Maynard Keynes,

But from a theoretical polnt of view (a) How can
capitallst stabllity exist at all, given the fact that the
whole history of capitalism has seen a progresslve
lessening in the propartion of living labour In the total,
social production? (b} If stabillty Is acknowledged,
then what is i1 in the very dynamics of capltalist
preoduction that gives rise to the instability and
crises resulting in, on on the one hand a mass of prod-
ucts that can't be bought, on the other a mass of
workers who cannot buy them? The under-consumpt—
lonist thesis is unable to do anything but state the
obvious, the end result, the Mast cause!l, as Mapx
himself called it precisely for that reason, without In
any way contpibuting to an understarding of the
dynamics that necessarily give rise to it,

The Marxist Theory of Crisis

The posslbllity of capitalist crlsis s lacated in
the dual nature of capitallsm's fundamental unit, the
commodity, as both a use-valur and an exchange
value. Insofar as primitive modes of production relied
for exchange on barten there could not be any crises
of production due to the glutting of the ""market!! ag
Production was predominantly for immediate consump-
tion. Exchange was subordinate to this and was, to a
great degree, optional. Not so for the commodity,
which only exists as having use-vatue and exchange
value In conditions where it must be exchanged against
other goods having the same characteristics ie, it
has to be sold of necessity, using the universal med-
fum of exchange-money. Thus ''The general nature
of the metamorphosis of commodities — which includes
the separation of purchase and sale just as it does
their unity..... contains the possibility of a general
aliut, 11 (*g)

Using Marxls terminology C=Commodlty, M=
Money, the chain of production and sale of ohe
commodity and purchase of another can be repres—

" ented by C-M-C. However, the conditions of sale

and purchase are not identlcal logically or in space
and time. Thus the transaction above is best
represented by C-M ,...,, M-C. . Thus capitalism
has inherent In it both the unity and disjunction of
production and consumption.

... the unity of these two phases, which does
exist and which forcibly asserts itself during the
crisis, must be seen as opposed to the separation and
antagonlsm of these two phases, separation and ant-
agonism which exist just as much, and moreover are
typical of bourgeois production, 11{¥g)

This contradiction between sale and purchase,
between production and consumption, between prod-
uction and the circulation of money as a means of
payment, Marx calls the simplest forms of crisis and
to an extent, the simplest content of crisis, But
this does not, as yet explain how and why this crisis
erupts,

.. .. the content is not yet substantiated. Simple
circulation of money and even the circulation of money
as a means of payment - and both came into being long
before capitalist production, while there are no crises -
are possible and actually take place without crisis,
These forms alone, therefore, do not explain why
their crucial aspect becomes prominent and why the
petential contradiction contained in them becomes a
real contradiction ' (%)

So, what is the basis of capitatist production ?
Capltalism exists where commoditly production be-,
comes generalised; therefore a certain amount of
Hprimitive accummulation!! of capital must be a prior
condition for this mode of production. How this takes




place is not the question here.{®11} However, what is
important is that to develop the social productive
power of labour on a capitdlist basis presupposes
methods for the increased production of surplus-
value, which in its turn is the basic element of
accummulation,

The question is, what is the motor of this precess?
The basic answer to this is - competition between
capitalists, Capitalists face ene ancther as independ-
ent commodity producers competing with each other,

In order to survive as a capitalist, it is necess-
ary for the Individual capitalist to sell on the
general markel in opposition ta other capitalists; and
precisely because of the unevenness of capitalist
development, the differential possibility to compete
in the first place, this struggle takes on a particul-
arly intense form, To sell more {or often sven to
sell) on the market the caplitalist is compelled to
attempt to cheapen his commodities, He can only do
this {with exceptions of fraudulence etc - .wvhich cancel
out between capitalists, often with violent diswcrupt-
ions which themselves are stimulated by more fund-
amental forces at work, { as indicated later) by
decreasing the amount of necessary labour time
reqiiired to produce the commodities in question, This
can ohly be performed by increasing the productivity
of labour, which means, on the whole, introducing
more effective Instruments of production, These
techniques become general in response to the
lowering of the price by the particular capitalist
and group of capitalists, Thus, overall the value
of these new means of production embody more
socially necessary labour time than the previous
means of praduction {or augment these means of
production), Furthermore, the increase in the value
of the means of preduction is proportionately greater
than the increase in the value of the labour power
that they can set in motion {as a general rule there
are exceptions to this, but the whole history of the
development of capitalist production is as stated. )

Since machinery and raw materials only repro-
duce their value in being consumed in the production
process, they are called by Marx constant capital
{c). As labour power produces value in the process
(()f)being actualised this is known as variable capital

vl

Most of the surplus value, (which is the difference
between the value after the application of living
labour and the initial value of constant and varjable
capital) is used to acquire more constant and
variable capital, So, capital produces capital on an
ever increasing scale as a necessity, " The reciprocal
influences of the capitalist process of production,

(the inherent competition between capitals) on the
accumulation of capital bring about ..... that change
in the technicaf composition of capital by which the
variable constituent becomes always smaller as
compared with the constant. ! (¥12) The development of
the capitalist mode of production results in an ever
increasing organic composition of capital {c/v) and
together, with the growth of capital, as more variable
capital is set to work a greater mass of surplus value
(s) produced by this.

Now since labour is the source of all vaiue, (since
only variable capital produces value), even though the
mass of surplus value increases, i1s rate in relation
to the total capital employed declines ~ that is the Rate
of Profit unless there is a corresponding
increase in the Fdte of exploitation of labour, in the
proportion of the paid to the unpaid parts of labour
{s/v} - but this can only continue for a greater or
lesser period, not indefinitely : Thus,
the inherent logic of the capitalist process of prod-
uction, with competition as the spur, manifests it-
self in a growing mass of profit and a falling rate
of profit, This is law for capitalism.

"Asg the process of production and accummulat-

ion advances, therefore, the mass of available and
appropriated surplus-labour, and hence the absclute
mass of profit appropriated by the social capital.,
must grow,..... Hence, the same laws produce for
the social capital a growing absolute mass of profit,
and a falling rate of profit, " (¥13)

CAPITALIST CRISIS

Marx calied the law of the falling rale of profit,
tegether with the other "laws!" of rapitalist product -
ion, tendency laws,(*14)

Hence the absclute mass of profit appropriated
by the social capital must grow .,.. Hence, the
same laws produce for the social rzpital a growing
absclute mass of profit, and a falling rate of profi:.

{a) The capitalist who works with improved, but
as yet not generally adopted methods of production, is
able to sell below the market price, as previous!y
indicated, However, he sells above his individual
price of production. Thus his rate of profit rises
until competition levels it out; the new methods of
production become general and the overall rate of
prafit fatls. During this equalisation process the
expansion of the invested capital takes place and
the mass of prefit tends 1o rise,

As the rate of profit falls this hastens the
concentration of capital and its centralisation, as
minor capitalists and certain new independant capit-
als are unable to function at the new rate of profit.
With their given capital, or even with an accummul -
ation of capital they are unable to produce the goods
with the socially necessary amount of labour time,

The fall in the rate of profit is not compensated
by the increased mass of profit. Thus, these cap-
italists go bankrupt or sell off their capital at prices
below their value.

This development is immanent in the capitalist
process of production. BUT IT HAS CERTAIN CON-
SEQUENCES WHICH GIVE RISE TO CARPITALIST
CRISIS.

VAL a ceriatn high point this increasing concen-—
tration in its turn causes a new fall in the rate of
profit, The mass of small dispersed capitals is there-
by driven along the adventuruus road of speculation,
credit, stock swindles and crises, "(*15) They have to
attempt to extract more surplus value oyt of their
existing workforce by intensifying its expioitation.
For a diminished workforce this has CERTAIN

THE LEFT and
THE CRISIS '

TOGETHER WITH TWO REPRINTS FROM
WORKERS! FIGHT MNos 6 and 7:

A GENERAL STRIKE CAN SMASH THE ACT"
) DARE TO FIGHT!

The Left and the Crisis is an examination and critinue of the political line
of a number of preminent Left groups during the week last July when 5
dockers were jailed by the Industrial Relations Coust. The pamphlet is

Laxailable from 99 Gilford Stroct, N




limitations. Thelr capital becomes depreciated,
they cannot meet thelr ebligations (even with ext-
ension of credlt which has lts limits): the condit-
ions of production, presupposing certaln value
relations are disturbed accordingly.

The process of circulation and reproduction of
capital 1s disrupted, men are lald off, capital -
means of labour, and necesslties of life are "over-
produced" - while at the same time there 1s a pel-
ative overpopulation {relative to thalr possibllities
to be employed under.the given conditions of product-
ion), Too Ilttle capltal is the cause of too much
capital.

This overproduction In one sphere can lead to what
Marx called a ""relatlve overproduction” [n others,
If thls effects enough leadlng products, then the crisls
becomes a generallsed crisls of overproduction, The

forcible disjunction between production and consump-

tion. Lt is thus inheraent in the capltallst process of
production.

Embodied In the crists are also the preconditions
for the recovery and boom. Durlng the crisls capltal
values are destroyed, as prices tumble. However,
use values are not necessarily, in fact rarely, dest-
royed. If the bankrupt capitallist has to sell off his
business '"'what one loses the other gains. " Values
used as capital are prevented from acting again as
capital In the hands of the same person .....
large part of the NOMINAL capital of the soclety,
ie. of the exchange value of the existing capital is
once for all destroyed, although this very destruct-
lon, since [t dees not affect the use valug may very
much expedite the new reproduction. ' (*16)

The organic composition {the ratio of constant
to tolal capital) of capital falls, but the soclal prod-
uctivity is dependent on the use values of the capital
and this conslderably rises. Hence, increased surp-
lus labour, an increase in the rate of profit and re-
newed accumulation on an extended basis takes place,
thus setting off the old process, with an Increase
ohce more in the organic compesition of capital and
a falling rate of profit,

(b) Under certain circumstances there can arise
a general overproduction of capital, Of course, cap-
ital consists of commodlties, (ie. It's wrong to talk
about over production of capltal as distinct from
commedities), but general over -prodyction can arise
having its source in an over production of commod-
ities not intended for individual consumption, but for
productive consumption (the baundary line between
the two is shifting and tenuous, but nevertheless,
obvious distinctions can and must be made at any
given time.} This Is the case when the Increased
capftal produces only asmuch, or even less, surplus
value than it did before the Increase, In such
cases there would be a drastic faill In the general
rate of profit, but the source of this is not necess-
arily to be found in the development of the prod-
uctive forces, but in a pise In the money value of
the variable capital {increased wages) and the corres.
ponding reduction in the proportion of surplus labour
to necessary labour time. Clearly, this can be off-
set by extending the absolute workling time of workers,
and not correspondingly Increasing wages, or by
increasing the relative surplus working time ie, the
greater intensity of exploltation., However, when
the limits of these are reached and wages contine to
rise the above effect seis In, There is a tendency
for this to happen precisely as a consequence of
boom, where workers are able to push up wage levels
~ uniess counter tendencies offsel this decline in
surplus labour.

Hence, the progress of capitallst production sets
inherent IImits on the level of consumption of the
masses at any particylar time, in order that crisis
does not erupt in the way described. But, whatever
the level of consumption of the masses, crisis will

eventually erupt anyway, The crisis Is hot to be
offset by Increasing the consumption pm of the
masses within capltallist society.

In the event of general over production of
capital, the partial destructlion of caplial, (exchange
and use value wise) takes place, The loss of each
capltalist would depend on competltive struggle, those
with speclal advantages, previously captured posit-
fons, being the least hit. Thus, the depreclation of
capltal values andsimllar effects as in (a). The tend-
ency here would be, In the crisls sltuation, especialiy
as men are lald off and relative over-population
sets in, to lower wages in order to accumulate more
surplus value, Hence, the over production -~ under
consumption nexus necessarily erupts, conditioning
each other, In this case (b) we withess the phenom.
enon of the falling rate of profit and a falllng mass of
profit. (c) Overproduction of capital can also rise
due to disproportlons In production as between branch~-
es of production, This disproportionality |s bullt
into capitallst production, The coheslon kmposes It
self as a blind law, often as a result precisely of
crisis, which bring about a temporary adjustment of
the branches of production one to the other,

Al equalisations are ACCIDENTAL and
although the proportion of capital employed in indlv.
idual spheres |s equalised by a continuous process,
the continuity of this process [tself equally pre-

suposes the constant disproportion which it has
continuously, often violentiy to even our, " (*17)

These disproportionallitles can be especially
marked between those sectors producing means of
production {dept ! In Marx's terminology) and those
producing means of consumption {Dept 1I1). These
tend to erupt for the followlhg reasons -

{i} Glven the greater organic composfition of
capital In Dept I, the productivity of labour here
tends to be much greater. As such the mass of
products turned cut In Dept | can be very easlily
outstrip their use-value in Dept 1l. TFhus, over-
production of means of production, even with an
increased demand for the mass and value of machin-
ery.

{ii} Since the production of means of production
is loglcally and temporally prior to production of
means of consumptlon, (because these must already
be available on the market}, the production of means
of preduction 1s governed not by the immediate
demand, by the Immedlate Isvel of production or re-

production, but by the rate of expanslon to this

demand,

To Illustrate let us take as an example a man-
ufacturer of machinery. We will assume that he
produces 100 machines a year {at constant value}
and that the Iife cycle of a machine Is flve vears,

In the first year he'll produce 100 machines
which will be ordered by Capitatisi{s). 1. Next
year, in order to sell, the capltalist class wlll
have to be expanding their production at the same
rate, Thus the machine manufacturer will have to
sell 100 machines agaip (to capltalists 2] In order onty
to operate at the same level of production. The same
in the following year untll the sixth year. Hence, so
far there has to be a constant increase in the rate of
accumulation of the values of that machine 1n order
that the manufacturer can stay ln business even at
the same level of productlon. ©Of course, producing
in the dark, In the sixth year, the capitalist will
produce one more machine to take into account the
expected expansion in demand, plus one other to
replace the machine worn out by the caplialists (1),
This process can be represented in the following
wayi-
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3 YEAR CYCLE

Year Supply ~Demand
1 100 100 - ordered by capltallsi{s) 1
2 100 100 - " " " 2
3 100 100 - " i I 3
4 100 too - u " " 4
(] 100 100 - " L " )
] 100 100 - n Ll n 1
{reptacement)
100 100 - " n " 6
7 100 100 - n " "
{raplacement)
100 100 - " L " b
1 100 o - " " n '
{replace~ ant)
100 100 = 1 n 1 6
(replacement)
100 100 - [ n n 11

Obviously Caps (1) (2) {3} etc are not necessarlly
all dlfferent. The same capltallsts can and must exp-~
and business from year to year,

Regardless of whether the values of the machlnes
alter (1@ the example above neods to be translated Into
velue terms), the accumulation by the cop'talists using
the machlnery will have to Increase steadlly In order
that the particular machine-supplylng capltallst can
malntaln production at & steady rate, without himself
sven accummulating, If he 18 to accumulate then the
Therease In accummulation by the machine=-users must
Be aven greater,

£rom the above example, |1 cen be seen that If
the capltallsts who use the machinery In questiion
axpand thalr demand for the machines, but at & siower
rate than in the preceding year, then this can have &
duleterious effect on the machine supplying caplialists,
For exampte, If In year 3 the doemand for new machin-
ary is only 80, Instead of 100, thls cen mean a 50 per
cent drop In the production of machines {on the flow
of production) with men belng lald off, capltal lylng
ldla, Or, even assuming themachinesworn out are
replaced In year 7, an_Increase In demend of 50
Instead of 100 would mean & relatlve averpraduction
of macghlnes by 33& par cent, I this sort of devel-
opment tekes place on a large scale, then overprod-
uction wlii grlp several spheros of production, When
crises of overproductlon take place, the largest fall
In productlon |s always In those sectors producing
means of production, (¥18)

Crlses of overproduction stemming from the falling
pate of profit can become magnified preclisely by the
tal) off In the demand for new capltal, Proportionate
production becomes dlgproportlonate preduction wlith
the progress of the cycle,

{d) A relatlve overproduction of capltal can aisc arlse
wlth anm Increase In the machines put on the market
which outstrlp the level of production of raw materlals
{oven If this rises) le, the soclal use value of the
machinery |s thereby diminighed, The price of raw
materlals will rise, the value relations wlll kecome
disturbed, with the attendant dispuption te production,
The same phenomenon can arlse through scarclty of
raw materials from one year to the next,

{e) WIth the progress of the beom, the axpansion of
production on & broadar basis, with much Increased
productlvity of tabour, the volume of goods wlll tend
to Imcrease not just In preportion to the extra capital
employed, ‘The same axchange value wll! be spread

over many mere use-vatues and wlll have 1o be reallsed
ih order to maintain prdouctlon at the glven rate. In
this sltuatlon, even [f each Indlvidual commodity conl=
alns the necessary labour time to produce (1, 11 |t cen=
talns more than the soclally necessary labour time

{le, more than that which €an be absorbed I demand

ut that time) then there |s overproduction of particular
commodltlos,

8ut, preclsely because the caplialist must continue
to expand to capture as much of tho market as posslible
and lo accummylate 1o gurvive, e mast approprlate
the greatest posslbie amount of surptus labour and
attempt to realise this on the markot with an (neresasing
~umber of commodlties,

The level of production, under capliatism, s
therefore adapted to the scale of production Instoad
of vice verasa,

Whon conslderlng the preduction procoss wWe saw
that tho whole alm of capltalisl production le approprlas
tion of the greatesi pessiblo amoeunt of surplus labour,
In other words Lhe EM__WMML‘%@\E&ME-IPL‘?
amount of Immediate labeur-time wlih the glven caplta
Tovers 1118 thus In the natura of capliallst produstiah,
to produce witheut regard to the limlis of the markeat, 1{* 19}

Crisls of ovarproduction of Individual ceommodliles
{means of productlon Bnd means of cansumption} ean
and muat erupt from time to time,

CllIff's Theor
A& fan as one can letl, the |, S, Group {or the

Soclallst Review Group, as It was called) has held

the permanent arme economy thesls since the early

fiftles, It s we!l known thal |, $,'s early collabor-
ators 'n the LUSA, the Schacimanites daveloped this
theory prler to ClIfHE Co. ("20)

In the abaence of documentation to the esntrary, It
I8 not unreasonable to assume that 1. 8. Ig theorising
was not new, but borrowed from thelr collaborators,
and others guch as Sweezy who had daveloped the
theory a decade before tha SR Group. The Inltlal
blas of all thase theorles was strengly under consumpt-
lonlst.

The early S, R, theory on permanent war economy
can be found in an artlela by CIIT written In 1987, (¥21)
This localed the baslc cause of capltallst erlsla of
overpraduction In the ralatively fow purchasing
power of the masses,

iThe basle cause of capltallat crises of over prdd=
uction 18 relatively low purchasing pawer of the masses
compered with the production capaclty of Indusiry, (%29,

We apre then trealed to exactly the same quotatien
as we recelved from Sweezy to back up this clalm, {*23)
Cl1if alaborates -
lINow the ermament economy has very great Influence
on the level of popular purchaslng power, the level of
real taplial accummulation, and the amount of goods
seeklng & market,

L et us agsume that there ara a mlllton people
saaking employment n & gertaln couniry. Eurther,
that ten per cent of them are employed by the Govern-
ment In producing arms = some 100, 000 people. Thele
purchasing power would bring about the emplayment of
more people elsewhere, The numerlcal rolation bei=
woeen the glze of the flrst areup and the second s called
py the great bourgeols econom! st Keynes, the Muitipiier,
For brevity this term can usefully be borrowed, 1f
the Multipller le 2, the empleyment of 100, 000 workers
by the state wlll Increase general employinant by
200,000, I the multipller 18 3 the Incranss wlll be
300,000 and g0 on,

kence there |8 no doubt that the effect of an
arms bucget of 10 per cent of the national Inceme can
be quite out of propartion to s glze is Incrensing
the purchasing pewer af the masses !'{*q4)

CITIf then goes on to say that arms preduction doas
not necessar!ly lower profits (mass or rate), capltel
Is worklngmere fully then otherwlge, thero Is much
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less capltal worklng at a loss, Its turnover is greater,
"Thus, for Instance, In the years (937-42 gotal wages
In Linlted States Industry rose by 70 per cent, proflis
bv 40% .M (*25),

But, why arms as the "public works!! which have
the stablllsing effect? There are, according to CIIff,
sIx baslc reascons,

[. They do not compete with prlvate Interests which
produce in the same fleld, thus avelding Increasing
the danger of overproduction In the particular fleld [n
question. In the fleld of, say, barrack bullding the
state stands alone,

2. They employ Industries most affected by slumps -
capltal goods Industries, heavy industrles,

3, "That they do not add much ~ In preference should
suttract from- the productive capacity of capitalism and
should, as far as possible, slow down the growth of
soclal capltal, " (*3g)

4, "That they do not add much, [f at atl, to the output
of mass consumer goods and thus are not dependant on
higher wages for an Increasing market, ' (*27)

5, Whlle not adding to natlonal Ereductive capital, .ie
capltalist class should conslder them Important for the
defence of Its wealth and even be a weapon for enlarg-

Ing 1is prospective markets,

€. So thatrelatlvely one major capltallst country shall
not suffer from less resources for capltal accummutation
tts competltors,all major coumr'les,should engage [n
"Publle Works" to an extent corresponding to their

level of natlonal cutputr and wealth,

Cliff then finkshed by hlighlighting 3 basic contrads
Ictions - :

8. The burden of armaments may In certaln clrcumstan-
ces grow faster than the net output, This would
be Ilkely te lead to great soclal upheavals and "even a
soclallst revelution,

b. They eat up a large portlon of the natlonal surplus
value seeking Investment and thus weaken the forces
leadIng to overproduction. But, they may lead to a blg
advance In general technique and with it Increasing
pressure towards a siump. Therefore, In such clpreum=
stances there weuld llkely to be an Increasing prop-
ortlon of natlonal Income on arms, Thls tead to
strong opposltion from workers and lower middle class
people and 'perhaps mild opposition sven among sectors
of the capltalist ¢class who would not beneflt directly
from the armament drive, " (*28)

c. Competition on the world market may become so
flerce, that In order to obtaln the necessary capltal
for accummulation, there would be a competitive
struggle to cut arms expendlture and hence, arms
would become Jess and less a cure for overproduction
and thus, less of a stablliser. CIIff {1957) held out
the prospects for such developmenis In the not too
distant future,

ClIff's use of the multiplier thesls to attempt to
Hlusirate the Increase In the purchasing power of the
masses {even If there was such an Increase, how
would this present the forces for crlisls?} Is somewhat
strange, As we saw In the sectlon on erises, the fall
off In production In one sectop quickly leads to a fall
off In others as demand falls, glving rise 1o a multip-
ller effect In reverses,

SImliarly, at the beglnning of a recovery, the
taking up of capaclty, the renewed use of capltal and
labour power lylng ldle, sets Into operatlon the demand
for more constant and varlable capltal, which In [ts
turn stimulates demand for more means of productfon
and means of consumption,
This operates with armaments, as It does with the
effects of the renewed production of prams, transistor
radlos or anything you llke, However, to what

Thus the multipller cperates,

i

extent does arms production "create! purchasing
power beyond that of wages and revenue galned in such
production?

Insofaras the state guarantees outlets for the
reallsation of surplus value which would not otherwlsa
be realised by purchasing the products of heavy industry
and guaranteeing super profiis to certain sections of
monopely caplital, {for exampie the years leading up to
the flrst world war for the ''great powers', German—
rearmament post 1933, American rearmament 1940),
this was the main stitnulant to the recovery of industry
as the existing productive power was put back Intc
operation, So that, In a certaln sense, this did In-
crease the purchasing power of the masses, and
certain sections of the capltalist class, but only inse
far as it helped to re-establish purchasing power lost
In the slump and stagnatlon. Inscfar as It took res-
ources which, had there been profitable outlets, would
have been accumulated this "created” extra wages,
revenue etc, Insofar as the recovery laid the basls
for renewed accumulation on an extended scale, agaln
extra wages, surplus value stc were generated,

But purchasing power has only been "created!
to the extent that arms productlon has had an anti-
cycllcal effect, both in s*".ulating economlc recovery,
and In the post-war period. However arms production
could only be a pre-conditlon for expansion of the
ecoriomy, provided forces were at work {which Indip~
ectly arms may have aided} In the productive sectors
of the economy, forces which off-get the e ifects of
declining rate of proflt, Armaments production does
not enter Into the reproduction process, It Is a

deductlon from the total surplus value created In the

productlve sectors, le. those sectors which reprod-
uce and expand values, Thus, preclsely because of
this, arms production, In the absence of such off-
setting forces to the declining rate of profit can be a
barrier to economlc recovery),{*29)

s sooh as full employment of means of production
and labour has been achieved, there can be no fresh
expanslion of arms production (and milltary expenditure
generally} without transfer of resources from other
sectors of the economy to the militarised seciors.

Of course, as stated previously,. expanded reprod-
uctlon can stlll take ptace In the productive sectiors,
but this has to cover the Increase In arms prod=-
uctlon as well as that for reproduction on an
exiended scale,

To come on to Cliff's sIx reasons why arms should
be the "public works" which have stabllising effect and
his three contradictions:- )

Numbers 2. 4 and 5§ are true as hitherto stated,
Insofar as arms are a replacement market. They can
guarantee outlets for capital which would not other-~
wlse be reallsed, and high profits for certaln sectors

of the capltalist class, provided that there Is an Indep-
endent dynamlc in the pl%ﬁM‘"'
such clrcumstiances arms acl as a stabll[ser, As wlll
be elaborated in Partll, sihce World War 11 there
have been booms and slumps prior to the present stag-
natlon; arms production has had a role tn preventlng
the slumps sllding Into deep depressions.

Ne, 6 does not take place, as ClIff himgelf admlts
In hls feotnote on p40 of his article, The capitallsts
and thelr states do not have slide rules to apportion
the arms burden equally between then, In fact thls
has been one of the problems of Brltish capitallsm,
The maln questlon Is, glven the way In which military
alllances and burdens have come Into belng, what are
the clrcumstances which allow these to be borne dis-
proportionately at a partlcular perlod In world cap-
[tallst development, And why does thls start to turn
Into 1ts opposlte in another period,,.., for example
the pressures from the U, S, at present to share the
burden more evenly; the pressures 1o reduce arms
spending overall,
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Contradiction (a) Is certalnly posslible. One
consideration In the pull out from Vietnam, apart from
the massive military defeat suffered by the U, S, Is
the prohlbitive cost of the Vietnam war, which, In the
Inltlal perlod gave an impetus to a sllding economy, but
which turned into its oppesite as the war continued,

Contradiction {b} held out the prospect of over-
praduction of commedities due to blg improvement In
technique, glving rise to much increased productivity
of labour. It was sald that the way to overcome this
would be to Increase the arms budget as a propoertion
of the "national income", But there are a number of
difficultles with that. In so far as arms production
Is related to the growth of output, [t Is related to
expactations in this growth. Therefore the overprod-
of commedlties {means of production and means of con-
sumption) would take place before the arms production
could adjust o this,

(11} Once this had happened many of the commoditles
would be unuseable for the arms sector. Hence there
would hot be a mechanlcal transfer of surplus value from
the productive to the non-productive sectors. Ther s
would be dispuptions, cut back n production and re-
cession before any re-adjustment could take place,

(111) The high level of arms production (and in-
creased production of arms If this were feasible)
would prevent a slide Into a deep depression, but,
if arms production can be stepped up, unless this
resulted in contracted reproduction, lowering of wages,
lTving and working cenditions, then why should there be
the sort of resistance envisaged by CIHff on the part of
workers and petty bourgeols elements?

(1VIWhat effect would Increased production of arm-
aments relative to the total soclal product, have on the
falling rate of proflt andmass of profit available to the
capitallst class? This relates to the most Important
aspect of Cilff's theory, reasons No.l and 3.

Number | can only be partlally true, |If the capltal
tled up In armaments were to be invested Iin, say shoes,
then there would be a greater danger of overproduction
of shoes. However, as far as the grganic composition
of capital goes, and thus the rate of profit at a given
level of exploltation, it matters not whether the capltal
is in private or state hands. It's a question of the
overall organic composltion of capital, In this case,
crises of overproduction, resulting from shoes,falls
In the rate of profit would not be averted merely by
the state Investing rather than private capitalists. [t
would here be a question, once more, of forces off-
setting the tendency of the falllng rate of profit. This
Hinks In with No.3.]|f the rate of growth of the social
capltal Is stowed down, then unless arms can possess
some mystleal quallty of squandering value, yet at the
same time preventing the rate of profit from falling,
then arms production can only have a contingent not a
necessary part in the productive mechanism which off-
sets the tendency of the falling rate of profit. In other
words, unless there is something in armaments prod-
uction, which in some way places it cutside the reprod-
uction process and offsets the tendency of the falllng
rate of profit, in which case we would have to throw
overboard the labour theory of value), arms production
can't have the overwhelming role In malntalning capit-
allst stablilty and growth In the post war period that
has been claimed for it by i, S. and its collaborators,

In his articte, CIIff points to the Increasing rate
of profit with the arms«productlon-led recovery of
1937-42. However, his stress Is on the superior util-
Isation of capltal In the recovery period, a develop-
ment that has followed every cllmb out of slump and
speeded recovery on lts way. From that point of view
It is not arms as such which Increases the profits, but

the recovery which increaged arms production stimulat-
ed, However, It would be possible to move from this

to poslting a_necessary role for arms production as
such in relation to the pate of profit.

Net surprisingly, the underconsumptlonist basls
of the permanent arms economy theory has been junked
or pushed into the background. The supposed effects
of armaments on the now acknowledged central motlve
force of capitallst crisis, the talling rate of profit,
have been elaborated, le, the supposed necessary
effects of arms In offsetting the tendency of the rate
of profit to fall, now forms th~ theoretical basls for
the most recent and generally accepted, through I, Sy
version of the permanent arms economy thesls,lhat of
Kidron,

KIDRON's THEORY

The first part of this analysis is given over to a
brief elaboration of the central problem for capltalism
as Kidron sees Marxlsts to have pertrayed ir. This
turns round the questlion of the decllning rate of proflt.
In thls section | Jook merely at Kidron's central thesis
on the role of arms production as offsetting, 'perhaps
permanently, " In Kldron's words, the tendency of the
rate of profit to fall, Since arms are classed, by
Kidron, as belng In the same category as luxury goods,
I look at Marx's analysis of luxury goods production
and its algebraic representation as to how it relates
to the average rate of profit, | then look at modlf-
ications of this by Von Bortkiewlez, on which Kidron
relies for his analysis,

According to Kidron, ‘‘Mapxlsts have [n the past
seen capltalism as having a permanent tendency to-
wards a crisis of overproduction and consequent
slump due o the effects of the tendency of the rate of
proflt to fall." On the other hand, since post-war
capltalism has not had a slump for 25 years, there
must be something wrong with the old theory of cap-
Itallst crisis. This belng the case, Kidron locates
the fault In the upholding of the tendency for the rate
of profit to fall,

Translating some of the terms In 'Western Cap-
Italism! (which are no doubt Inserted to he meaning-
fut to a public versedln bourgeols economlcs) Into
corresponding marxist categories, the following is a
brief exposition of Kidron's maln peints In refuting
the old crisls theory,

I.  The economy was taken as a "closed! system, In
this, all "output" flows back into the system as prod-
uctlve consumption, There are no leakages from thls
system, Total output is allocated between "Investment"
{constant capital reproduced in the final "output") and
necessary consumption'' {means of subsistence of the
laborers ~ haven't Marxists, certalnly Marx, taken the
consumption of the capltalists into account? And of
course costs of production which do not enter Into the
creation of value, but are necessary deduction from
surplus value.)

2. In this "closed" system, there s an increasing
organlc composition of capital(organic composition

of capital = ¢/v le. constant capital forming an In-
creasing proportlon of the whole, Thus without a
correspending Increase in surplus value offsetting
the effect of the Increase In total capltal and the
lncreasing proportlon of constant and varlable cap-
ital, the rate of profit p = s/{ctv) must fall,

Since this just does not happen on the whole, the rate
of proflt will faii,

For Kidron, condlitlon No | Is pivotal, "If dropped,
and the ratlo of the returns of capltal and labour becomes
Indeterminate, the second falls and the 'law' with it, "'{*30)

Before golng on to Kidron's maln assalling of the
concept of the Y'closed system', It might be Instructive
from the point of view of economic method, to see some
of the features that Kidren regards as departing from

'closed system" le. as constitutlng "leaks" from It,
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in order 10 understand his conception of the 'closed
system'! ltself.

This is done In IS No 36 (*31) Briefly, the said
leaks are export of capital, wars, slumps and luxury
good preduction, especially armaments (*32) It is the
latter that mainly concerns us. However, if we look
briefly at the others listed we see a non-Marxist
conception of the "economic system!!,

Export of capltal and its effects are hardly dealt
with in 'Western Capitalism!. This Is perhaps not
surprising in view of the derial of the existence of
imperialism as conceived by Leninists as being the
stage of monopoly capitalism cperating today, However,
in the articie mentioned above, capital exports are
said to have "leaked" from the closed system, ''diverting"
and "freezing" large quantities of capital from it.

The point is, that this can be explained by
capital exports flowing te branches of production and
areas of the wor |d wher e a low oryanic composition
of capital, and for a higher rate of surplus value
prevailed {and hence a higher rate of profit), They
bave not been a leak from the "closed system'' -
unless the "closed system!' is regarded as a single
country, which is nonsense since capitalism is an
international system and the export of capital has been
an essential part of its dynamic, That this is so is not
only acknowledged since Lenin, but Marx never treated
capitalism as a "clogsed system! In the sense mentioned
above, eg. Feotnote | p, 58| Capiial Vol | 1=

"In order to examine the object of our investigation
ri 113 integr ity, free from all disturbing subsiduary
circumstances, we must treat the whole world as one
nation, and assume that caplitalist production is every-
where established and has possessed itself of ever y
branch of industry. " Regardless of the truth of this
statement in 1867, the underlying methodologicai
assumptions are the direct opposite of those of the
"ciosed system! analysis.

Wars, Insofar as they destroyed fixed and consta
stant capital  {they don't always), lower the organlc
composition of caplial thus preventing a fall in the rate
of profit (even reversing the trend). But so what? In—
sofar as wars are an inevitable consequence of capit-
alism, they certainly can’t be considered as being out-
side the "closed system!", any more than can slumps.

Slumps likewise destroy capital as value through
depreciation of stocks of goods (plant and buildings go
te ruin) and of fixed capltal. This leads to a decline in
the organic composition of capital and thus to a tempor -
ary reversal of the tendency of the rate of profii to fall
which sets off the cycle over again, This 1s ne "leak"
from a "closed system", but is built into the economic
system of necessity,

So, the concept of the "closed system" is a
faulty or {dare we say it) a "leaky" one. However,
the main concern is with the effect of arms production
on the organic composition of capital and the overall
rate of profil.

If It were the case that arms production was
somehow "outside! the ''system" and draws capital
off, It would still need to be demonstrated how the
organic composition of capital In the “"system! did
not rise so as to bring about a falling rate of profit,
overproduction etc etc . ,....

So what is this "leak!'? What is its economic
effect?

With respect to arms production as a "eak",
the said phenomenon is supposed to be operative in
virtue of arms coming under the category of tuxury
goods., Being part of what has been called Department
1T [non-productive capltal, personal consumption of
capitalists, gotd production etc, , Dept. [ being necess-
ary means of preduction, Dept. Il necessary means of
subsistence for the workers), the organic composition
of capital in producing such goods is supposed tq play
no part in determining the general rate of profit. MNow
it so happens that Marx included luxury goods as a

—

definite caiegory, in his analysis. Therefore it seems
appropriate that we should start with a {ook at Marxls
ane'ysis of tuxuries,

Marx ang Luxury Good Production

The richness of Marx's method, whether he [g
considering economic, philosophical, historical, or
any other aspect of human existence, consists in his
relating the paris to the whole, Marx always shows how
the whole conditions the parts and the parts condition
the wheole; how the motion of the parts deter mines the
whole and are determined by it. So it is in considering
the dynamics of capitalist pi oduction as embodied in
'Capital', Marx looks at capitalist production as a
whaole, and on the basis of establishing the scientific
concept of commodity, value, surplus value, exploit-
ation, the nature of capital {and its constituent parts)
explains profit and rate of profit in these terms.

The rate of profit is given by p :%xIOO = ® 100

v te

The contradictions emhuodied in this fermula are
developedby Marx in considering the production and
reproduction of commodities, Capitalist production
s braken down into its constituent parts namely -
production of means of production and production of
means of consumption. Here the itwo departments of
production are called by Marx, respectively, Dept

| and Dept |1,

To show how exchange can take place within and
between these Depts, Marx firstly makes a number of
abstractions, later rounding out the picture,

{a} he takes reproduction on a simple scale ie, all that
is produced in any one yedar is cansumed; production

in one year is identical with that of the preceding vear,
[b) products are exchanged at their valyes. There is
no change in the values of the compeonent parts of
productive capitai.

(c) The organic composition of capital (c/v) and the
rate of exploitation {s/v) is the same in both depari-
ments so that the rate of profit in sach department is
equal to the overall rate of profit.

These assumptions do not and cannot apply to any
actually existert capitalism, However, as total price
must equal total value "the fact that prices diverge from
values cannot . ... exept any infivence on the movements
of secial capital. ©On the whole {my emphasis P, S.) there
Is the same exchange of the same quantities of

products., L
1V Although the individuat capitalists are involved in

value relations no longer praportional to their respect-
Ive advances and to the quantities of surplus value
produced singly by gveryone of them. As for pev—
olutions in value, they do not alter anything in the
relations between the value components of the total
annual products, provided they are universally and

evenly distributed, To the extent however, that

they are partiaily and uneven!y distributed, they rep-
represent disturbances which in the FIRST {Marx's
emphasis) place, can be regarded as DIVERGENCIES
from unchanged value relations, but in the SECOND
place, once there is proof of the law according to

which one portion of the vaiue of the annual product
replaces constant, and anather portion variable
capltal, a revelution either in the value of the con-
stant or that of the variable capital would not alter
anything in this law, It would change merely the
relative magnitudes of the portions of value which
funetion in the one or the other capacity, because
other values would have taken the place of the original
ones, ' (%33)

As for the assumption of simple reproduction,
Marx posits it only as part of the picture, which is
nevertheless fruitful to look at because "ag fan as
accumulation does take place, simple reproduction
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is always a part of 1t, andl can therefore be studled
by itself, and Is an aclual factor of accumulation,[*34)
But only a factor, This must be stressed, as it's the
source of one of Kidron's gross errors, This we'll
return to later,

Marx takes the total annual product consumed as
constant caplial {consumed raw materlal golng Into
the finlshed product and wear and tesr of the final
caplial}plus the portion of product devoted to varlable
capital, {vhplus the excess over thls, the surplus
value (s} So annual product = ¢+ v + s,

To take Marx's example {Cap Vol Il pp 40t} Total
annual commodity product = 9000
Of this, capltal = 7500
Surplus value = 1500
"Rate of profit" on flow p| =7|:’,-55-(%% Hsl- or 20%

Dep | - Productlgn of Means of Prauduction

Capital 4000c + 1000v = 5000
Commodity product 4000c + 1000v 4 1000s = 6000
exlsting In means of proudction

Dept. 1l -~ Productlon of Articles of Consumptlon:
Capltal 2000c + 500v = 2500

CommodIty-
Product 2000c + 500s + 500v = 3000

exlsting in articles of consumptlon

Thus p' = 2232 = 5 "8 = 20%
7300 c, te, +v, tv
i It i 11
5i
and p! = e = (990 o 200
ertvi 5000
S
andp' L] 1 = )‘i%% = 20%

St vy

(Subscript refers tp the particular dept. under con-
slderation. )

So far so good. There Is no Inconsistency bet-

capltal {_1} Is the same In each department and

throughout. (¥*see Appendix 2}

Marx then analyses Dept [l articles of consumption
are broken down Into their 2 general compenents ~
necessitles (I1a) and luxurles (lIb),

Those artlcles which the working class consume
and which form part of the consumptlion of the cap-
italist class are necessltles. Those which only the
capitallsts consume are luxurles, Clearly, both
these categories of consumptlon are relative, depend-
Ing very much on the relationship of class forces at
any one time, the state of the economic cycle and
historlcally developed patterns of consumptlon, All
of these affect varlously the rate of exploltation, the
proportion of consumption articles to be only cons-
umed by the caplialists and even, to an extent,
whether certaln articles at different pericds, become
necessities from being luxuries, or fuxuries from
befhg necessities. Thls being the case, Marx!s only
purpose In analysing Dept |1 was In order to claprlfy
the mechanism of commodity enchange to show how {a)
the proletarlat can consume neither goods in Dept |
not those In Dept 11b; (B} all Dept 11b must be
exchanged for part of the surplus value. As such,
luxury goods production in the sense Marx meant Ft,
can only be afractlonof the total surpius value,

These pelnts are Tllustrated In the exchange
relationshlips within and batween Depts, The scheme
Marx adopts is such that luxury good form 2/5 of total
capitatist class consumption, Thus we obtain the

I

ween the whoie and the parts, The return on congsumed

followlng breakdown, uslng Marx's Inltial figures.
{ 4000c + 1000v + 10008 = 6000
Ita i600c + 400v + A400s = 2400
Ilb 400c + 100v + 100s = 600

The polnt about this whole scheme [s that there is no
disparity beiween the whole and the parts, Nar can
there be. Since the totals of the individual depart-
ments and the proportions within them are the same
as those of the whole, 1t I obvious that the rate of
profit [s the same throughout and, slnce Marx posited
the whole economic system and showed how I,uxurles
are a part of thls whole, luxury goods, forMarx, can
be neither "outside!" the sy.iem, nor a '"leak! from It,
nor a "drain'' from It.

{see append|x)

So (1) luxury goods {and the rate of profit on these)
are parti of the total soclal product, thelr distinguishing

feature being only that the capltallst class alone consumes
such goods. Furthermere, the boundary line between
luxurles and necesslties s relative and shifting.

{11) In producing items for Its own consumption
the laws of capitalist ~~oductlon are as appticable as
ever, Value and surplus value are screwed from the
working class so that the capltalists can even make a
profit when theyfre producing solely for thalr own usel

And {1ii} Slnce luxury production must be exchanged
against surplus value produced in Depts | and |1a, the
total value of luxury good dept |Ib must always be less
thar this surplus value,

So far we have been considering an ldealjzed
verslon of simpfe reproduction In which the organic
composltion of capital and the rate of exploitation is
the same In all departments,

To make our scheme of simple reproduction that
much more reallstic it is necessary to postutate dlff-
erent organlc composltions of capltal within the diff-
erent departments, the overall organlc composition
of capltai and "rate of profit'' belng determined by
the totals for the constltuent departments,

Thils can be done in the followlng manner using
3 departments. | make this departure because the
Kldron theorisihg on Permanent Arms Economy utilises
this approach, adopied from Von Bortkiewlcz (*35)
Dept | Is all raw materlals, machinepry, buildings etc,
consumed in production, This is equlvalent to the value
of the constant capltal consumed and re-appearing In

the flnished product. Dept Il is all workers! consumptlon
goods, and ttherefore eaulvalent to the total value of
the varlable caplial {wages), Dept Il Is all caplialists'

consumption, and therefore equlivalent, in simple re-
production, where all values produced are consumed,
to the total surplus value produced, Also, Dept IH

Is here called "luxury goods' by Ven Bortklewlcz,
Sweezy and Kidron, Nete the slightly changed use

of the term "luxury', as compared with Marx!s

usage. The workers don't consume these particular
goods In either case, vet part of Dept 11l would, belng
common types of good for worker and capltallst allke
be placed by Marx in Dept lla {necessities), So much
for that., Let us accept VVon Bortklewicz s categorles
in order to tackie Kidron's analysls.

Thus | ©/ v+ 5,= ¢+ ¢+ ¢, (total constant capital)
1 b vyt 5, = vyt vt vy (total wages (varlable cap)}
N ey v+ 8y = s+ 8.+ 54 {total surpius value)

&g, Value Scheme (*36)

Dept c v =

| 250¢c, 5, 758, = 400

i 50c,  7Bv, 78sy= 200

in IOO(:; 50\/3 5053= 200
400 1 200 1§ 200 (Il

Thls scheme, as before, |Is for the flow of goods not
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. ~|=(sl+52+53} /(c1+cz+c3+vl+v2+v3)
the stock. Thus: p different .
Now, as can be seen above, there is a return
on the capital flow in each department, as each has a
different organic composition of capital, yet the same
rate of exploitation {This need not necessarily be so
but a differential rate of exploitation would not alter
the argument If s/{c+v) is different In each dept.) -

Hence, if there is to be an equal "rate of profit"
() in all departments, equal to that of the general
rate then inevitably one department must subsidize
the others so that a distribution of profit takes place
in proportian to the overall (constant and variable}
capital consumed,

Marx's solution to this problem was merely to
manipulate the prices so that those of constant and
variable capital remained unaltered in relation to
value, while the total price of each department was
made up by adding or subiracting that extra amount in
accordance with their capital consumed,

So the price scheme would look . ke thisi—

C V. Profit Price Devln from val
Dept. 1 250 75 1061/3 433.1/3 +331/3
Dept. 2 50 75 412/3 1662/3 -331/3
Dept. 3 _100_ 50 S50 200 0

400 200 200 800 0

As can be seen, total price = total value ., However
the exchange relationships do not balance, the
equillbrium of simple reproduction is disrupted, The
value of the constant capital produced is 400, It is
priced at 433 1/3, However, the talal price of the
constant capital used up Is In Depts |, 2, 3 is only 400,
Also, the value of wage goods (Dept 2) = 200, the price
is only 166 2/3 yet the price of labour power in Depts
1, 2, 3is 200,

Kidron after Sweezy, adopts von Bortklewiczlg
solution to the price transformation. Assume that
the price of a unit of constant capital is x times [ts
value, the price of a unit of wage goods-is y times its
value, and the price of a unit of "luxur y" goods is =
times its value, If we call the new monetary rate of
profit on the flow of capltal r then we obtain the follow-
ing:—-

Value Rdations

I c:|+v1+s.|=c|,+cz+c3

I + v +52=v1+v2+v3

€2t V2

il c3+v3+53=s1+52+53

Price Relations

| cpxtvy +r(c1x+v1y)=(c|+cz+c3)x-
1! czx+v2y+r°(c2x+vly)=(vl+Vz+v3)y
il (:3x+\,r3y+r~(c3x+u3y)=(s1 + sy tsg)z
These can be rewritten thus:-

[ (I+r-)(q><+v'y]=(-::1 +c2+<:3)x

1] (T+r‘)(c2x+v2y)=(vl+v2+v3)y

N +r) (egx + vyl = {s, + s, +53)z

There are 3 eqguations and 4 unknowns. A fourth one
could be constructed, given total value = total price
viz,

(cI +o,t ca)x+ (v1 +v, +v3)y + (sI +sy+ 53)2 =
)

(c1+cz-l-c3]+(\.r|+\.t‘?.+\;3)+(51+52+s3

What Bortkiewicz did Instead though, was to link the

L W

labour time necessary to produce one unlt of the money
(say 1/35th ounce) commodity 1o the necessary labour
time to produce the other commodities, Hence, the
value scheme can be put in money terms. Then one unit
of gold becomes the unit of value, Also, Bortkiewicz
made the simplification that the units of Muxupry” goods
wer-e so chosen that they all exchange against the unit of
gold on a one-lo-one basis. So that, in going from the
value to price scheme, the unit of gold would be equal
to one in bath schemes, and therefore so would that of
luxury goeds. .This way, z = | and we have three un-
knowns; the equations are soluble. This is obviousiy a
dodge. However if 2 is known, then again we anly have
three unknowns, But anyway z does not have to be
known to derive-this new monetary rate of profit (r),

1fwe let i +r =m, then the three price equat-
ichs look like this:

[N mleg + vy) = (gt ©, + Cqb X

. m(czx + vzy) = (v1 + vt Va) y

1. m(c3x+v3y] =iy + 52+53)

Divide Equation | by ¢, =quation il by Co Equation t11
by Cq- Thus —

+ = +
. mix v'/cl.y)=c!+c teg.x= eyt ts L

2
< M|

I, m(><+vz/::2.y)=vI FVgtvay Tea vy tsay

y Ty
i1, m(x+v3/c3.y)=51+52+s3 = oy tvg g

3 €3
putting f, = V]/C‘I and g, =v  tc, +s,  ele

€1

Our =quations can be rewritten
l. m(x+f|y) = g% el (1)
11, m(x+fzy) = g,y vena (2)

1, m(x+f3y) = g4 rens (3)

Subtract (2} from {1) - m(fly - fzy) = 9y% - 9,y
N :-<=y'/og;1,.(rnf1 —mfz+gz) vees (4)
Substitute (4} In (2) -

my/gi. (mf| - mf, + 92) tmiy = gy .. (5)

Divide (5} throughout by y and we get an equation for m
oh the basis of cur price equations for Depts, | & I,
viz, -

2
moE, - )+ mig, + f,3,) - 99, =0

This gives two values for m:

- + )
m =g, * e, "‘[(gz" fagy)” + 49,91,
2(f2 - f'}

Since the value

2
m =gy * 9, ““92 - f281)" * 499,16 \
2(f2 -1}
to make sense in the context, this must be the solution.

is the anly cne

Sincem = p + |;
thenr =m - I;
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Also from (2} & (3); v =

T (fq - fzim
x = flyrn
§1-m

In the example quoted, x = 9/8, y =4, m= 4/3,
e = 1/3

Thus the price calculation is as follows:

Dept, Constant Var lable PROFIT PRICE
Capltal Capital
I 2814 56 450 11 z'?
1 56 56 150 a7
1 t12} 37% 200 50
450 150 200

As wiil be seen, if the price relations of constant cap—
ital, variatle capital and profit in Depts. 1, 11, and 11i
respectively are:

C\V Py CpvgPy C4P 3V

we see that!

A A TR R
TtV +Py = VPVt
CyaVy tPy = P #P,t Py

Thus simple reproduction is maintained,
And, as can be seen from above, the formula for the

rate of profit in monetary terms in this case, (it
happens to be equa!l to that in value tarms overall,
but this is not necessarilly the case) does not contain
fag 1r8s v3/c , the organic compositio_n of capit'al_ on
tﬁe flow i dept 1l {hot the real organic compasition),
or g, (the ratio of constant capital to total output

in department 111).

Sweezy, and Kidron after him, them make the
biggest mathematical, logical, value, howler of the
iot. Because neither £, 93 appear in the farmula for
the monetary raté of proflt on the flow {r}, Sweezy
maintains that "the oraanic composition of capital in
Dept. 11 {luxury goods) plays po direct role in del-

i a it," And, "To demcnstrate
that there is no necessary connection between
variation in the average organic composition of the
total social capital and variations in the average rate
of profit, one need only assume that the organic com-
position of capital in Dept, 11I rises while everything

i thanged, The aver age organic comp-
osition of capital must rise, but the rate of profit
remains unaffected.” And Kidron: "Since arms are
a 'luxury! in the sense that they are not used either
as instruments of producticn or as means of sub-
sistence, in the production of commodities, their
production has no effect on profit rates «seeasaas M

Wwhat has happened here is that a correct
mathematical conclusion has been wrongly abstracted
from the context In which the mathematical relations
obtained. As we saw, ‘m’can be deduced from the
variables in Dept | and Dept Ll. Mathe matically Dept
I could coniain any relations without affecting Depts
1 & U1; ie. Dept 11l could be completely independent
from Depts 1 & |l in relation to mt. But it would only
follaw that the epganic composition of capital in Dept

11} was of no conseguence in determining the cverall
rate of profit if Dept I11 production was a completely
independent entity, bearing ne necessary [production,
mathematical, value) relationship to the other Depts.
The point is that production in Depts L, 1l and tif is
part of the jotal social production, ail being interelated
and detemmining each other.

it seems very strange that one starts with the
proposition that there must be an equal rate of profit
in all departments, which is equal to the average rate
of profit {the rate of profit the total social capital),
and one cannot acgept Marx!s transformations from value
to price because they destroy the equilibeium, yet
arrive at conclusion which would entail just that. The
conclusion that the srganic composition of capital in
Dept 11 is irrel @vant woulu only apply if production
in Dept 11 was truly independent ie. was not in any way
dependent on Depts | & 11 and vice versa, Then Dept
11l prodyction wouid be lgutside! the economic system
and the organic compaosition of capital and even the
peculiar rate of profit in Dept 11} would be irrefvant;
there would be no need to postulate equilibrium between
Departments of production.

The value and exchange relationships and the
realisation problem ¥ .ve been fost sight of; if the
conclusion acopted by Bortkiewicz ,Sweezy, and
Kidron were accepted, the labour theory of value
would be thrown aut of the window,

Let us look at the reproduction schemes again,

Value Relation

Oept. Constant Variable Surplus
Capital Capital value

1 <4 v s

[} <y Vo So

m Gy Vg Sq

eptvpts) Tt et LA

CZ+VZ+52=VI+V2+V3 vee.-iB)

cgtvytsy = 5, * 5, * 5, veen Q)

From {A) ey = V) ts, - Cy
From (B} vy = oy ¥ By - vy

It follows from this that if €4 0r V3 or bothis

ajtered then if the value relations are to be correct
Yy Sys S1 Sp at least must be attercd. (Thus f, fo

and g9 & 9, will be altered and therefore so will )

But these alterations would be subject to definite laws.
Since we are relating the mathematics lo a simple
reproduction Process, the organic composition of
capital will change in either or both departments | and
11, and since labour is the source of all vatue, not only
would the absolute amount of surplus value be altered
but also (value-wise oh the flo ) the rate of profit in
each Dept. and therefore the whole. 'r!, which is ex-
pressed in terms of c1,v|,c2,v2, would thus be aitered

as they are altered.

e.g. let us assume:

1 250 (c]) + 78 {v,) + 75 (51)

H 50 {c,) + 75 () + 75 (s,)

11§ 100 (cs) + 50 (v3) + 50 (33)
\f the organic compesition of capital in 111 is

changed so that the total capitat remains the same,
f.e. cq = 125, v, = 2%, unless the rate of exploitation
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doubles the surplus value will go down,

(Even if the rate of exploitation were doubled and
the rate of praofit in Dept, ] remained unaltered, the
repr oduction scheme would not baiance, )

Thus Dept. [l wiil now read:

+ .
i'25<:3 + 25\13 2553 so that:

| 250(cr) + ?5(\/]) + ?Slai)
IFl 50{::2) + 75{v,} * 75(s,)
1 125((:3) + 25(v3l + 25(53)

Mot only would, the total surplus value diminish,
but the rate of profit {on the flow) would do so also, as
the total capital remains the same, However, as will be
noticed, the value scheme does not balance, The valye
of capital goods (Dept. 1) is 400, the value of constant

capital used (c] + <, + c3) is 425; ¢ : wages goods prod-

uced are valued at 200, the vaiue of the variable capital
(total wages) is only 175, In Dept. I, either vy oor s; or

both will have to be changed 1o add another 25 to (he

value. Similarly this will, In s turn, alter Sy and Vge

It is feasible, malhematicallxl that the organic

Ccomposition in Dept. [l can be altered, the total capital
in 1l being the same, the surplus value in (11 remaining
unaltered, * Thus the total social production would stil{
be divided Into 200 surplus value, 600 capital and the

"' ate of profit' on the flow would still be 1/3rd, How-
ever, the reproduction scheme would not balance yet
again. Thus the value would not be realised and there-
fore the rate of profit in fact could not be 1/3rd. To
illustrate this the scheme would look like this:-

1 250(c,) 754v,) ?5(s,) 400

It 50((?2) 75(\/2) ?5(52) 200

1 125(c3) 25(\;3} 50(53) 200
425 175 200

The total value of capital goods produced = 400

The total value of capital goods used (c] to, t c3) = 425
Similarly Cp tvgy + g (wages goods) = 200

Total value of wages (v' v, v = 175

2 3)
{* Of course assuming that more constani capital is
forthcoming {from where in simple reproduction 7} for
Dept. 111, it is feasible to increase this, variable capit-
al remaining unchanged, the organic composition of
capital in Depts, | & |l pemain unchanged., Here a
correspondingly equal amount of surplus value would
have to be forthcoming in Dept. [ 1o maintain the rep-
roducticn scheme. In this case the arganic composit—
ion of capital would rise, but so would the rate of
profit, due ic an increase in the rate of exploitation
offsetting that, But how would that arise?

If the organic composition in Dept, Il were
somehow ta be increased, €3 and vy increasing, It is

impossible to balance the scheme, keeping the organic
composition of capital the same in the other two Depts. }

It would be mathematically possible to restore
this equilibrium maintaining the organic compositions
of capital of | & |l and the total social capital., Thus:

! 200 75 100 425%
] 50 75 50 175 %%
ti 125 25 50 200 *FH
435% T75%% 2007k
How could these mathematical possibilities become

actualities? At the same time as the rate of exploitation
in Dept. |1l doubles thow?}, the rate of exploitation

would magically have 1o increase from 100% to 133"/3'.‘(1%
in Dept. 1, while it would have 1o decrease from 100% 1o
662/3rds. % in Dept.ll. All this wiiR & redisteibution of
the total social capitat! Truly absurd!

But, since the value relations have tended to be
lost sight of and the rate of profit exprossed in monetary
terms, since

rTaythe ‘J(gz - f9)" r 49190 b -1
alf, - i3
even in the fairy tale world of rates of exploitation
rising and falling with mathemalicai imperatives, the
maneiary rate of profit on the {ow would be altered,
as g, and g, are altered {from 400/250 to 425/250 and

frem 200/250 to 175/250 respectively, since the
expression for 'r) contains g; and P In this particular

case In! is not very much altered, but as a generality it
would be, )

The point is that mathematical precision cannct be
guaranieed given the available techniques of production
and the rate of expioitation, The praoportions of the
facters of production .re not governed by the imperat-
ives of mathematical relationships!

Similarly, with the price iransformations. If the
price of the constant capital in Dept, | is C,, of the
variable capital in | is V], and of the profit in | is P',

elc., then the price scheme would be expressed as:
l. C| + V] + Pi
1. CZ + \/2 + Pz
1. C3 + V3 + P3
and C' Jr\/1 +P| = C' +C2+C3
C2+V2+P2 = V] +\,u’2+V3
C3+V3+F33 = F:'I +F’2+P3
Again, alterations in 03 and \.:'3 would requrira altezrat-
fons in CZ,’ F’z,v] and Pl' In any case the price relat-

fons are directly determined by the value relations;

C] =Gy Cz = 5% C3 = cy%
Vi v Vg = VeV V3 = vgy
F" = r'(c]x + vly), F’2 = r'(czx + vzy),

F’:3 = r‘(c3x +v3y).

i) Itis quite clear that the organic composition of
capital in Dept. I cannot be Increased, everything
else remaining unchanged.

1) The surplus value, profit, rate of profit will atier
with alterations in Dept. 111, as with alterations in
either {or both} of the other Depts.

ifi} The overall organic compaosition of capital will
change with a change in one or mare Departments
unless there is a corresponding change in the other
Depts., so that the total capital in the three Depts,
and the organic composition of caplital, is obtained by
adding the capital in the constituent Depts and thus the
total surplus value and the rate of profit is that on the

total production,
As a corallary to this, 'r! can be deduced from the

variables in Depts, | & II, using the total production
scheme and the inter-retfation between Depts. E, Il & 111
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because.Dept. Il is directly expressable {and must be)
in terms of Dept. 1 and |l variables and 'r!, This
showed in the Quadratic equation for 'm!, but that cal-
culaﬂon was not necessary te prove this point.

PRICE SCHEME

1
C|+V.I+F’]

1 (_':2+\,.f2+F’2

i
C,+ vy Py
C3+tV3thPy =

P tP, Py

Cy * Vi = P+ P,, since P, - r(c3 + V3)

Then the price scheme can be rewritten:

| (:]+\/]+1=’I

] C o +v,  +tP

2 4 2
11 P1+P2+P(P]+Pa)
Taking the total social producticn, rate of profit
'rt = Total Profil

Tetal capital cansumed
P *P, trlP, +P,)

CrrVyp PtV Py

Rearranging -

r-(C1+v +P,+C,+V, +P

1 1 2 2 2’
+ r-(F" +F='2)

= P +P

1 2
Ve = F’1+F’2

C] +V] +C2+V2

This is obvigus r = P]/(C' + V1) = F‘z/(C2 + Vz)

= F>3/(c3 V.l o= Py + P/ VGt vy)
= Pyt P/C, + Vot Gyt vy)
PP, P,

= = because the monetary
+ + + + + R
C] VI CZ Vz C3 VS rate of profit is the

same for each Cept. and the overall production,

Kidron's theory alliows for a change in the organic
composition of capital in Bept, Il without this affecting
the general rate of profit. This is wrang, What about
production in Depts. | and 11?7 As well as being guilty
of absiracting the mathemaiics from their context as
that of representingValue relalions in simple reproduct-
ion, Kidron's theory [not Bortkiewicztfs or Sweezyls)
implies that the organic composition of capital in Depts.
! & Il remain unaltered; 1, e. do nol increase, Apant
from the fact that it canhai work mathemattcally, this
is indeed a very strange capitalism, in fact a non-
existent capitalism.

In addition 1o the basic error of Sweezy and Kidraon,
as outlined above, there are a number of further
probllems which tend to invalidate the conclusions
drawn from the Bortkiewicz transformations.

(i) The transformations relate to the flow of capital.
The real rate of profit refates to the total capital
employed in preduction, regardless of whether it is
used up or not.{ See section on luxury goods.) As such,
the Bortkiewicz transformations will be wrong, ®{*1
shalt call the rate of profit calculated on the Stow the
"'rate of profit" - p!,)

(ii) The rate of profit Ir! is expressed in price
terms not in value terms. Although all Depts. may have

the same "rate of profit" = r, the real rate of profit {p}
will differ in each Department,

Thus:

Value Price

= v s IS v Eraofit
1 250 75 75 2814 564 1124
1 50 95 75 561 56l 37%
1 100 50 50 1z2: 374 50

Now, since z = 1, the value of the profit will equal that
of the price. However, the value of capital consumed
will not. In Dept. |, price of capital consumed =

2813 + 561 = 3374, “iRate of profit! {price terms) =
1123/337% = 1/3rd,

However, lhe 2811 is only worth 250, in value
terms, and the 564 is worth 75 in value terms. Thus,
the value of the capltal employed = 325 (as in the
value scheme }.

Thercfore, t12} profit {price) 1s worth 1124
(value}, the "rate of profit" in value terms py =
1123/325, i,e. ore than 1/3rd,

Similarly, "rate of profit" in Dept., |l

=r = 1/3rdq, pyllvaluel = 371/125, ie less than 1/3rd,
and "rate of profit" (price} In Dept. 111

= e = 1/3r0, p,'tvalue) = 50/150 = 1/3rd.

So, only in Dept. ([l do the "rates of profit! tally,

It so happens that r = the overall "rate of
profit" (vaiue) in the case in question. However y if
the organic composition of capital in the gold industry
differs from that of the average soclal capital, then
gold will be either under or over priced,

Thus;

{a) if all other commodities are expressed in terms
of the labour time necessary to produce a unit

{1/35th. 0z.) of gold then the total price will differ
from the total value, although whatever the price it
will only be able {o buy the given number of values,
Really the total price cannot differ from the tota

value expressed in socialty necessary labour time, for
the production process not to be disrupted,

{b) In this case 'r! will not equal the "rate of profit!
(value), as well as the "rate of profit" (value) being
different in each Dept. and not tallying with Tp1,

e.9. Value calculation

Dept, Constant Variable Surplus Value
Capital Capital Value
1 225 90 60 375
I 100 120 80 300
i1l 50 90 50 200
Total: 375 300 200 875
Price Caleuiation
c v Profit Frice
I 288 96 96 4E0
1 128 128 64 320
11E 64 96 40 200
Total: 480 320 200 1000
p1 = 200/675, r = 200/800

Marxists have always been concerned with value
relations. It is these that in the long run determine the
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fundamenta! dynamics of productior.. However, as the
rate of profif falls in value terms it must also do s0 in
price terms, though not in direct proportion.

{iii} A far more fundamental eriticism of the
Bortkiewicz transformations is that they are siatic
They are based on simple reproduction, E!ut_ this does
not conform 1o any existing capitalism, and it cannot
(except as a constituent part of the expansion process)
since it lacks the necessary dynamic inherent in cap-
italist production, ie, the dynamic leading to C&D!lai
accumulation - production on an extended scale, in
which the organic composTtion of capital tends to
increase. This being the case, even if thr Bortkiewicz
Sweezy-Kidron theorising on the rate ur profit being
unaffecied by the organic composilion of capital in
Dept, 1l were correct - what about that in Depts.

1& 11?7 Is the "marxist" Kidron going to maintain

that this has not altered (ie has not increased) in the
past-war boom period? Surely not! All evidence
points to the contrary.

Thus the theory woulu pe in tatters, the offsetting
of the tendency to the falling rate of profit would have
to found in other factors [if it is to be found) apart
from the false postulate about Dept. 1l pr-Juction.
{iv} The tendency to the equalised rate of profit was
always, at best an approximation, Certain capitalists
have always been able to enjoy a rate of profit above
the average {see section on capitalist crisis)certain
areforcedto accept a rate of profit below the average,
Thus, apart from the fact that each capitalist does
not carry a slide rule to make sure that he deesn't
exceed or fall befow the general rate of profit,
the overall price of his product being determined by
circumstances beyond his control, there is also no
single rate of profit on account of the fact that under
monopoty capitalism the monopoly sectors enjoy
considerably higher rates of profit than the non-
monopely sectors, Thus the gener al rate of profil
will not be able to he expressed in terms of Dept |
& |l variably., The Bortkiewicz conclusion, rightly
or wrondly interpreted, will not apply either teo
simple or extended reproduction,

ARMS AS LUXURIES

It has been maintained by Kidren that since arms
do not enter into the preoduction and reproduction of
means of production, or means of consumption for the
masses, then they must be classed as "luxuries" -

Dept. I, However, even if we accept Kidronls
conception of arms as "luxuries! there are differences
in terms of effects on the total secial product, surplus
value and rate of profit of items within Dept. Ill. There
are certain goods that are consumed by the capitalists
and, as such, are part of their profit ie, function as
revenue, On the other hand there are other goods
which also de not form means of production, nor

means of consumption for the masses, but which also do
not form means of consumption for the capitalists.

In other words, they are really deduction s from the
sacial product. Deduction incurred from the surplys
value, necessary for the realisation of the product

in its existing form,

"Whatever may be the social form of the product
supply, its preservation requires outlays far buildings,
vesseis etc, which are facilitizs for stering the
product; also for means of producticn and labour, Mmore
or less of which must be expended according to the nature
of the product, in order to combalt injurous influences. ..
These outlays always constitute a part of the social
labour, in either materialised or living for m - hence
in the capitalist form outlays of capital - which do
not enter into the formation of the product i1seif and
thus are deductions from the product.... They are
the costs of preserving the social Product .., (¥39)

Among such costs, in terms of thelr economic

effect are eg. bulldings for storage, advertising etc. T
The fact that a capitalist has to build a sinrage hut
to preserve his product, adds not one bit to the
value of the product. Similarty, advertiising is
merely one of the costs incurred in order to sell the
particular product. It adds nothing to the value and
0 ,must bededucted from the surplus product ar surptus
value of the capitalist class. In monopoly production
employers are very often able to pass on thase costs,
However, if manopely goods are over priced, ithose
from the non-monope'y sectors must be under priced,
Total values and total prices must be equivalent If
the value is to be realised, Hence such costs are
deductions from the total surplus product, regardiess
af whether or not the individual capitalist pays for
them, ie, the empluyers managers, workers engaged
in such activities must be paid for out of the surplus
product of the other, productive sectors (which, for
the capitalists concarned woutd include consumer
goods in Dept, 111}

"The capital spent to meet these costs {including
the labour done under its contrel) belongs among the

"faux frais" of capltalist production. They must be

replaced from the surplus-product and consiitute, as
far_as the ent’ o capitalist class is concerned,
a deduction from the surplus-value or surplus-product,”
{ *a0}.

The same criteria would apply if a certain per-
centage of the total social product were destroyed or
not realised, This is in fact, the situation with grms

production. While representing a portion of the saclal
product, it does not contribute to its productien and

reprodaction., From that point of view, arms are
indeed a ndgrain! or a "leak!", But they are a drain
that must be paid for, Value cannot be squandered
without any effect. As such, arms production, with-
out contingeni forces accompanying it to counteract
its effect will depresss the rate of profit. This can
be seen if we consider the year!s productlion,

If we were to represent the value relations
{after the price operations have been carr ied out)
in the foll swing way, subdividing Dept, |l Into
11l a [capitalists cansumption) and 111 o {non-
preoductive costs and production not realised, the
"faux frais", as Marx called them eg. advertising
much state expenditure arms etc). which must be
a deducticn from the total production in Depts, 1.
11, Hla, we would get the foltowing schemei-

VALLIE RELATIONS

+
3a 3a " P3a

RDEPT
l. < +VI + Py ;
1, c, tv, +p )
2
2 2 ) Productive sectors
ia, ¢ + v )
H

b gy + vy, * pr}

Non-productive sector

Total surplus value = Py + Py + Pya

Nonh-productive costs = Cap + Vgp Pap

. ". Realised surplus

- + -
value = py + o, T g - oy + vyl

Thus, rate of profit = Realised surplus value

Total capital outlay

=Py ey g, - oy, gy

+v, t¢, tv,. + ¢

CpfvpTegTvygtcyty

3a
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PPyt PR3,
C] +V| +c2+v2+c3a+v3

a

= fap V3

(:'+v1+c2+v2+c3

a+v3a

Hence, the effective rate of profit = total surplus value

total capital outlay

- "capital' outlay in non=piroductlve seclun

total caplital outlay

“ap * Vs

produce realisable vafue i.e. are merely necessary
autlays, deductions from the total surplus product.

b do not function as capital in that they do hot

So, 17 s Is the total surplus value, c Is total cap-
Ital, n is the outlay In non-productive "capital! {machinary
raw matarlals, bulldings, wages, goods etc) p Is the
rate of profit,
n

= 2
P c [3

It is only when this relationship s gresped, that
one can possibly make senseof the recent Yantl-
Kaynslan' measures almed at reducing state expenditure
and arms production as a proportion of the national
budgets,

APPENDIX 1

Nete: c in this case |s the constant capltal con-
sumed In productlon, This is not the same as the value
of constant capltal smployed i production. A portion
of the fixed capital eg machines, bulldings etc., continues
to exlst and function the same as before, thiugh depren
fated to the extent of annual wear and tear, The rate

of profit Is calculated on the total capital employed,

5
Thus, the rate of proflt, ——=—— where
c tcoctv

cT 1s the flxed capital not consumed {agssuming no
stockpiling = which wouldn!t take place In simple rep-
raduction)

Now, since a general rate of proflt 1s assumed,
and since prices are taken to be equal to values (for
simplicliy) one unit of caplial produces the same amount
of sur plus value, on average, as well as one unlt of
var lable capltal dolng so, In both departmants of
production, Furthermore, the proportion of capital emp-
loyed but unused [h each department |s proportional to
the amount of constant caplta! consumed.

Hence, 1f the Departments of production are
represented In the following manner -

Dept. | - < +v| + 3y

Dept, 11 - £ +v” +s”

Then,c=cl+c“,v=v]+v“,s=sl+s“. .

And If (:1 Is fixed capltal not consumed In totc, c,l Is

capltal not consumed in Dept. |, 0”1 Is flxed capital not

consumed In Dept, 1, where c'= Cl1 + c”1, ci1 Is

proportional to S o::ii1 Is proporticnal to <

The upshot of all this is the following:-
o= ] s _ ' S5 . Sil
< +C+Vv <

te twv ]+c

i (I i tv

I
For example following marxls numerical analysis
(Capital Val, 1l paot)

Dept.d

Capital used 4000c + 1000v = 5000
Commodity
product 4000c + 1000v + 10005 = 6000

ii

Dept. 11
Capital used 2000¢ + 500v = 2500
Commod(ty

product 2000c + 500v + 500s = 3000

L.et us assume a cohstant capital unused of 12000 (in

the form of flxed capltal). We would then obtaln the fol-
lowlng for the total capltal empioyed, with the fixed
capltal in use, but not consumed, in brackets: -

Dept, !

Capltal (8000) + 4000c + 100Qv

Dept, I
Capltal (4000} + 200Qc + 500v

Thus P = 5600 + 1500 1/13

" o = 1/13
and P = T5E35 F 1060
and p = __5.0_0.___.... = 1/13
6000 + 500

Of course, It Is possible that one department may
have more or less capltal than that stated. But, {
Marxls assumptions of value and price igentity are follow-
ad and If the amounts of constant capital consumed are
proportional to the varlablte capltal, the rate of explolt-
atfon belng the same In both departments, the unconsumed
amounts of fixed capital must also be proportional to the
amounts of uged-up constant (and varlable) capliat,

Hernce, for simple reproduction, If pl Is the pro~

portlon of surplus value to consumed total capltal, the

pate of profit! on the flow p = kpl, where k s a
constant, In other words, the actual rate of profit for
each department of production |Is the same as the
overall rate of proflt. and can be found by multiplying

5 5 s + s
1 11 or ] 11 - p1bya

ar

.
StV Sty - Stentvityg
constant amount (k).

What this means in Marx's example, Is that any
generallsatlon about the return on consumed capltal

(pl) will apply with equal valldity to the actual rate of
P offt.

APPENDIX 2

Lnder slmple reproductlon, everything produced is
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consumed in exactly replacing the amounts of constant
capital! used up and in articles of consumption for the
workers or the capitalists, In the scheme in question,

Dept. | 4000c + 1000w + 10005 6000
Dept. 1! 2000c + 500v + 500s 3000,

In Dept, i1, 500v (workers! wages), and 500s
{surplus value of capitalists) must be spent on articles
of consumption, ie must come out of the product of
3000 in Dept. Il. Thus the wages and surplus-value of
Dept. Il apre exchanged within this department for
praducts of ft.

Similarly the 1000v + 1000s in Dept, | must be ex-
changed for articles of consumption ie for products of
Dept, i1,
of this product, which is equivalent to Cy = 2000c,

nn

*
1000v + 10005 = 2000c (*: means exchanged for)

The remalnlng 4000¢ in | consists of means of production
which are only used in Dept. ! and so (s disposed of by
mutual exchange between the capitalists of Dept. l.

The further breaking down of Dept. I into lia and
iib, assuming that 2/5 of the surptus value is spent on
luxuries, 3/5 oh necesslities, would make the reprod-
uction scheme logk like this: -

Dept. 4000c + 1000v + 1000s = G000
Dept. ila 1600¢c + 400v + 400s = 2400
Drept. 11b 400c + 100v + 100s = 600

This gives the following exchange relations: -

Dept. | 10005 600c (iia) + 400¢ {lib}

1000v = 1000c (iia}

4000c 4000c (1)

Exchange within and between iia and iib S

lia  1800c = 600 (i) + 1000v (i}
400v S 4060v (11a)

400s = 100v (Iib} + 240s (11a) + 60s {11b)

ilb 400c = 400s (1)
100v E 100s (iia)
100s = 60s (iia) + 40s (iib),
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exist in England his reply was "Well, there you arell,

2. see Mandel: "Inconsistencies of State Capltallsi? -
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