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Foreword

TONY KENNEDY

Henryk Grossmann's The Law of Accumulation and Breakdown of the
Capitalist System was first published in 1929 in Leipzig.! Both date and
place are highly significant. This study of capitalist collapse was pub-
lished on the eve of the Wall Street crash that preceded the great world
depression of the 1930s, the most profound and wide-reaching crisis in the
history of capitalism. It was also published in Germany, the country at the
epicentre of the crisis of Europe and the wider intemational balance of
power, a crisis only resolved through a descent into fascism and war and
intercontinental barbarism on a scale unprecedented in human history.

It was an inauspicious moment for the publication of a major contribu-
tion to Marxist theory. The international working-class upsurge that fol-
lowed the end of the First World War and had received a powerful impetus
from the Russian Revolution had everywhere been contained by the mid-
1920s. The Stalinist degeneration of the Soviet Union and the official
communist movement internationally removed the initiative from the left
and put it on the defensive against the rising forces of reaction. In this
climate of defeat and demoralisation, Grossmann’s work was destined at
first to receive a universally hostile response, and then to be ignored for
decades.

Grossmann was already close to 50 when his major work was pub-
lished. He was born in 1881 in Cracow, in what was then Austrian Galicia,
into a Jewish mine-owning family. He studied at Vienna, under both the
conservative economist Bohm-Bawerk and the Marxist historian Carl
Grunberg. After the collapse of the Austro-Hungarian empire in 1918 he
became a professional economist under the newly constituted Polish state,
He had moved towards socialism during the First World War and, sympa-
thetic to the Russian Revolution, he afterwards became a member of the
Polish Communist Party. In 1922 he was appointed professor of eco-
nomics at Warsaw university, where he remained until harassment from
the reactionary Pilsudski regime forced him to emigrate in 1925.
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X The Law of Accumulation

In 1926 Grossmann was invited by his former teachcr Grunberg to join
the newly established Marxist Institute for Social Research at Frankfurt.
The lectures he gave at Frankfurt over the next three years formed the basis
of his 1929 book. Respected for his formidable erudition, Grossmann was
appointed professor in Frankfurt in 1930. In these years, Grossmann is
described as being ‘the embodiment of a Central European academic:
proper, meticulous and gentlemanly’.? Always more of an academic than a
political activist, it seems that Grossmann never joined the Communist
Party in Germany, though he remained a loyal defender of the Soviet Union.

In the 1930s and 1940s Grossmann found himself increasingly
marginalised. He became embroiled in disputes with his colleagues in the
Frankfurt school as they either took up revisionist economic theories or
moved away from the critique of political economy towards studies of psy-
chology and aesthetics. As they became increasingly hostile towards Stal-
inism, he became more isolated in his support for the Soviet Unton. The
biggest problem however was the impact of the triumph of Hitler on the
Frankfurt school. Forced to flee to Paris in 1933, Grossmann moved again
o London in 1935 and then to the USA in 1937, when the remnants of the
Frankfurt school took refuge in New York. With his family in Europe and
at odds with his former colleagues, Grossmann lived ‘a lonely and isolated
existence’.® He suffered a siroke and continuing ill-health before his return
to East Germany at the end of the war. In 1949 he was offered a professo-
rial post in Leipzig, but died the following year, at the age of 69.

Grossmann’s personal tragedy was symbolic of the fate of a generation
of Marxists in the inter-war period. His work on breakdown was repudi-
ated by the social democrat Braunthal, by the Stalinist Varga and by the
left communist Pannekoek with more or less equal vehemence and with
strikingly similar misinterpretations of his central arguments. One of the
few people who recognised the value of Grossmann’s work was the left
communist Paul Mattick, who continued to uphold the Marxist theory of
breakdown up to his death in 1981.

Born in Germany in 1904, Mattick was trained as a tool and die maker
and became active in revolutionary socialist politics in Berlin and Cologne
after the First World War. In 1926 he emigrated to the USA where he
became an influential Marxist propagandist over the next half century. As
an exponent of a libertarian approach that owed more to Rosa Luxemburg
and the Dutch left communists than to Lenin and the Bolsheviks, Mattick
was unsympathetic to Grossman'’s political allegiance to the Soviet Union.
Yet in 1933 he defended the adoption of Grossmann’s breakdown theory
by his small group, as he put it, ‘without, in general, sufficiently knowing
or even wanting to take account of Grossmann’s political interpretation’ of



Foreword Xi

his own theory.* Whatever his reservations about Grossmann’s politics,
Mattick endorsed his theory and he forcefully repudiated the criticism that
came from all sides that it advanced a mechanical and fatalistic conception
of breakdown.

Mattick’s writings, notably his Marx and Keynes, first published in
1969, helped to make Marx’s theory of breakdown, and Grossmann’s
elaboration of it, available in English to a new generation of Marxists.?
With the re-emergence of world recession in the 1970s, this tradition con-
ributed to a revival of Marxist crisis theory and a new interest in Gross-
mann. Just as the financial crash of 1929 led to the depression of the
1930s, the international stock exchange crash of October 1987 was a
harbinger of the global recessionary trends gathering momentum in the
early 1990s. The persistent stagnation and decay of global capitalism pro-
vides a powerful vindication of Marx’s critique of capitalist society.
Grossmann'’s unsurpassed elaboration of this critique offers a rigorous sci-
entific basis from which to interpret contemporary trends.

For Grossmann, writing in the 1920s, re-presenting Marx’s theory of
capitalist breakdown was no mere academic exercise. Nor was he con-
cerned simply with describing tendencies towards periodic economic
crises, of a more or less restricted character, nor even with trends towards
more systematic and global recessions. He aimed to show that the essence
of Marx’s analysis of capitalist society was the identification of the inex-
orable tendency towards breakdown as the fundamental characteristic of
the social system as a whole:

The question I shall examine is whether fully developed capitalism,
regarded as an exclusively prevalent and universally widespread
system relying only on its own resources, contains the capacity to
develop the process of reproduction indefinitely and on a continually
expanding basis, or whether this process of expansion runs into limits
of one sort or another which it cannot overcome.®

Grossmann's book provided an impressive theoretical demonstration of
the latter position, through his presentation of the tendencies towards cap-
italist collapse; the events of the 1930s and 1940s provided an even more
powerful confirmation of these tendencies in practice. Capitalism sur-
vived, but only after two decades of worldwide turmoil and devastation.
Capitalism revived and continued to expand in the post-war era but only
at the cost of reproducing tendencies towards stagnation and decay at a
global level. While capitalism boomed in the USA, Western Europe and
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Japan, backwardness and poverty remained endemic throughout the third
world. Even when a few third world economies underwent rapid expansion
and industrialisation in the 1960s and 1970s, the impoverishment of whole
areas of Latin America, Africa and Asia intensified. The return of financial
instability and economic recession, to plague not merely the backward cap-
italist world, but the system as a whole in the 1970s and 1980s, confirmed
that the tendency towards breakdown — and the recurrent crises that are
both an expression of this tendency and a means of forestalling it — are the
constant features of modern capitalist society. It is these real developments
in world capitalism today that give Marx’s revolutionary critique, and
Grossmann’s unsurpassed elaboration of it, such exceptional pertinence.
The abridged translation presented here was one result of the growing
interest in the Marxist critique of political economy in the 1970s. There
was a particular concern among Marxists in Britain both to develop
Marxist crisis theory in relation to contemporary economic and political
events and to make Grossmann’s major work accessible to an English-
speaking readership for the first time. Jairus Banaji produced this transla-
tion in 1979 for the Platform Tendency — a group of former Trotskyists
then based in Bombay, Bangalore and Delhi, who argued that a renovation
of Marxist theory was essential to any renewa! of the socialist movement
and that this process of renovation would have to start with a critical re-
examination of what was most valuable or most fundamental in that theo-
retical tradition. The general perspectives and intense theoretical life of
the Platform group was the context in which a study of Grossmann seemed
obligatory, like the paralle! discussions of the work of Rubin and Rosdol-
sky which was or would soon become available in English then.
Where possible English editions are cited in references, and corrections
to some minor mathematical errors have been made in the tables.
Acknowledgements are due to Mike Freeman, John Gibson, Phil
Murphy and Katia Mecklenberger.
Tony Kennedy
London, January 1992

Notes
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2. Martin Jay, The Dialectical Imagination: A History of the Frankfurt School
and the Institute for Social Research 1923-50, London: Heinemann, 1973,
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Henryk Grossmann and the
Theory of Capitalist Collapse

TONY KENNEDY

The survival of capitalism over the past century is widely held to be the
most damning refutation of Marxism. The popular view is that Marx’s
prediction that the capitalist system was destined to collapse under the
weight of its internal contradictions has been falsified by events. What
better vindication could there be for the existing order, and what better
repudiation of its critics? Indeed, in recent years many authoritative com-
mentators have argued that, not only has capitalism survived since Marx’s
death, but that today it is stronger than ever before, They point to 40 years
of unprecedented prosperity and stability in the West; to the dramatic
expansion of ‘newly industrialising countries’, particularly in Asia and
Latin America; and they celebrate the ascendancy of market forces over
the stagnant Stalinist economies of the Soviet Union and Eastern Europe.
The apparent success of capitalism has given a new confidence to right-
wing critics of Marxism. In his 1986 book, The Capitalist Revolution:
Fifty Propositions about Prosperity, Equality and Liberty, Boston eco-
nomics professor Peler L. Berger dismisses what he takes to be the central
theses of Marxism:

The list of ... falsified Marxist propositions is long and embarrassing -
to mention but a few of the most important ones, the deepening ‘immis-
eration’ of the working class and the consequent ever-sharper polarisa-
tion of society, the inability of ‘bourgeois’ democracy to cope with
modemn class conflicts and the consequent ascendency of dictatorial
regimes in the heartlands of capitalism, or the progressive exclusion of
the working class from the culture of the capitalist classes.!

By the close of the 1980s the scale of the capitalist triumph appeared to
be so great that even former Marxists were inclined to agree with critics
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2 The Law of Accumulation

like Peter Berger that Marx had got it all wrong. Prominent New Left his-
torian Gareth Stedman Jones conceded despondently that ‘Marx was far
more successful in evoking the power of capitalism than in demonstrating
in any conclusive fashion why it had 10 come 10 an end.’? The influential
‘regulation school’ Marxist Michel Aglietta emphasised the regenerative
capacities of the capitalist system, arguing that ‘it is possible to speak of
an organic crisis of capitalism without implying its inevitable disappear-
ance’.? The “analytic’ Marxist John Roemer summed up the prevailing
consensus that ‘the key economic models and theories that Marxism
champions, such as the labour theory of value and the falling rate of profit,
are simply wrong’.*

Yet developments in the capitalist world in the 1980s and 1990s have
undermined the complacency of the right and suggested that the left’s
abandonment of Marx might be premature. The world capitalist recession
has turned into a slump and confounded all the confident promises of an
early return Lo stable and sustained growth. Meanwhile the transition from
Stalinism to capitalism in the Soviet Union, Eastern Europe and China is
proving to be highly volatile, with unpredictable consequences for the sta-
bility of the world capitalist order. A growing awarcness that develop-
ments in the former Eastern bloc raise the likelihood of major tensions and
realignments in the post-war international balance of power has done
much to mute the celebrations over the collapse of Stalinism. Despite
Berger’s bold title, ‘prosperity, equality and liberty’ are still denied to mil-
lions, not only in the third world, but among the growing numbers of
unemployed and homeless in the heartlands of his much vaunted “capital-
ist revolution’. Indeed, while Marx’s theory of immiseration meets with
derision in some quarters, the fact remains that the numbers facing starva-
tion and disease on a world scale today exceed the entire global population
in Marx’s time.

Yet despite the widespread recognition that capitalism faces serious
problems, most radical critics of the system regard Marx’s critique as
obsolete and as of little use in interpreting contemporary patterns of devel-
opment. In fact, the last few years have seen many erstwhile critics of cap-
italism naively swallow the right’s line on rejuvenated capitalism and
abandon opposition altogether. Marx’s own prognosis for the capitalist
system was proclaimed in categorical terms in a famous passage in the
chapter ‘The historical tendency of capital accumulation® at the close of
the first volume of Capital:

Along with the constantly diminishing number of the magnates of
capital, who usurp and monopolise all advantages of this process of
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transformation, grows the mass of misery, oppression, slavery, degra-
dation, exploitation; but with this 100 grows the revolt of the working
class, a class always increasing in numbers, and disciplined, united,
organised by the very mechanism of the process of capitalist produc-
tion itself. The monopoly of capital becomes a fetter upon the mode of
production, which has sprung up and flourished along with, and under
it. Centralisation of the means of production and socialisation of labour
at last reach a point where they become incompatible with their capital-
ist integument. This integument is burst asunder. The knell of private
property sounds. The expropriators are expropriated.’

Today’s commentators on Marx reject his theory of capitalist collapse.
They insist that his analysis bears little correspondence to the reality of
capitalist production. In their repudiation of Marx’s theory by reference to
coniemporary economic trends modern commentators follow a similar
approach to that taken by a number of influential Marxists in the two
decades after Marx’s death. In a series of articles first published in the late
1880s, Eduard Bemnstein, a leading theoretician of German social democ-
racy, sought 10 repudiate Marx’s theory by reference to the current stabili-
sation of the capitalist system:

Signs of an economic worldwide crash of unheard-of violence have not
been established, nor can one describe the improvement of trade in the
intervals between the crises as particularly short-lived, Much more
does a ... question arise ... (1) whether the enormous extension of the
world market, in conjunction with the extraordinary shortening of the
time necessary for the transmission of news and for the transport of
trade, has so increased the possibilities for adjustment of disturbances;
and (2) whether the enormously increased wealth of the European
states, in conjunction with the clasticity of the modem credit system
and the rise of industrial cartels, has so limited the reacting force of
local or individual disturbances that, at least for some time, general
commercial crises similar to the earlier ones are to be regarded as
improbable.6

Bemstein concluded that the socialist movement could no longer base its
activity on the anticipation of capitalist collapse and intensifying class
conflict. Instead it should seek to achieve gradual improvements within
the existing order through collaborating with other classes and through
parliamentary reforms. The bulk of the socialist movement rejected
Bernstein’s reformist perspectives. However, the leading theoreticians of
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the left, notably Karl Kautsky, were unable to advance a coherent defence
of Marx’s theory of breakdown. Indeed Kautsky went so far as to dismiss
the whole issue, arguing that ‘a special theory of breakdown was never
proposed by Marx or Engels’.’

Bemstein’s ‘revision” of Marxism provided the theoretical foundations
for reformism and set the terms for the debate about crisis theory and
political strategy that continues to this day. Henryk Grossmann’s The Law
of Accumulation and Breakdown of the Capitalist System was a decisive
intervention in what he described as the ‘fierce controversies’ raging
around the status of the theory of breakdown in Marx’s system that con-
tinued from the tum of the century into the 1920s. Grossmann emphasised
the point that, though Bemstein’s opponents rejected his reformist per-
spectives, they were unable to challenge the logic of his position:

Bemstein was perfectly right in saying, against social democracy’s
views about the end of capitalism; ‘If the triumph of socialism were
truly an immanent economic necessity, then it would have to be
grounded in a proof of the inevitable breakdown of the present order of
society’.®

Grossmann contended that the socialist movement’s commitment to the
overthrow of capitalism required a theoretical proof of the system’s ten-
dency towards collapse. He insisted that if, by contrast, capitalism showed
a consistent ability to develop the productive powers of society, and
improve the conditions of the working class, then there was no material
justification for socialism. Grossmann argued that in the long-running
Bemstein-Kautsky debate ‘there was no real dispute about the theory of
economic breakdown of capitalism.’® In fact apart from a laudable, but
ultimately ill-conceived, attempt by Rosa Luxemburg — the leading theo-
retician of the left — to provide an explanation of capitalist breakdown,
Grossmann observed that the ‘debate itself revolved around less important
issues.” The result was ‘an absolute chaos of conflicting views’ on Marx’s
critique, ‘quite irrespective of whether the individuals concerned are bour-
geois writers or belong to the radical or moderate wing of the workers’
movement’, 10

Grossmann believed that the absence of any serious assessment of the
theory of breakdown reflected a broader lack of interest in the structure
and content of Marx’s critique. At the same time he stressed that this had
important political consequences inside the socialist movement. Thus by
the late 1920s Kautsky could conclude that the First World War and the
economic chaos and revolutionary upheaval that followed, far from
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indicating the capitalist system’s tendency towards breakdown, confirmed
that “its capacity to adjust to new conditions was much stronger than its
vulnerability’. Two years before the worldwide collapse of the financial
system in 1929 Kautsky insisted that capitalism ‘stands today, from a
purely economic point of view, stronger than ever’.!1

In introducing Grossmann’s work we begin with his challenge to the
superficial approach of contemporary theorists to Marx’s theory and their
general neglect of the method underlying Marx’s Capital; the same defi-
ciencies continue to dominate commentaries on Marxism today. We can
then proceed to outline the place of the law of the tendency of the rate of
profit to fall in his theory of breakdown and the importance of various
counteracting tendencies in modifying the expression of this law in reality.
Finally, we discuss the role of the class struggle in the breakdown of capi-
talism before finally reviewing the views of some contemporary Marxist
scholars on the prospects of modem capitalism.

Marx’s method

Grossmann maintained that the content and significance of the theory of
breakdown could only be clarified through a ‘reconstruction or definition
of its place in the system as a whole’.12 By this he meant that the key to the
analysis lay in the totality of Marx’s presentation founded on the law of
value as the basic law of capitalist production:

Under capitalism the entire mechanism of the productive process is
ruled by the law of value, and just as its dynamic and tendencies are
only comprehensible in terms of this law, its final end, the breakdown,
is likewise only explicable in terms of it.!3

Grossmann’s emphasis on the importance of Marx’s analysis of the inner
laws governing capitalist production arose from his belief that both fol-
lowers and opponents of Marxism had lost sight of the historically con-
structed character of capitalist production and the specific character of the
social laws by which the system is govemned. He insisted that the disputes
surrounding the interpretation of Marx’s work were largely rooted in the
almost universal failure to appreciate the importance of its structure as the
theoretical reflection of the internal dynamics of capitalist production. The
source of many controversies, according to Grossmann, was a ‘general
tendency 1o cling to the results’ of Marx’s theory and an ignorance of ‘the
method underlying Capital’ *



6 The Law of Accumulation

Marx's method involved a presentation of the structure of capitalist
society in terms of a theoretical movement from its simplest, and most
fundamental, social relations towards progressively more complex and
developed relations. To reveal the basic relations of capitalist society
Marx used a method of abstraction which began by leaving aside the more
complex and developed features of reality. Through a succession of stages
Marx introduced these more complex rclations so that the theoretical rep-
resentation of capitalist production becomes a progressively fuller depic-
tion of the system’s developmenial tendencies. Marx’s method was thus to
ascend from a simple, abstract presentation of capitalist production
towards a successively fuller, concrete presentation. Grossmann charac-
terised the movement as a process in which ‘the investigation as a whole
draws nearer to the complicated appearances of the concrele world’ 1>

The significance of Marx’s theory lay in its totality. Marx’s method of
presentation, his practice of isolating specific social relations and
analysing their characteristic movement, was not meant to suggest that
capitalist reality itself was simply an aggregate of cssentially compart-
mentalised phenomena whose interactions were arbitrary. His aim was to
provide a comprehensive theoretical reproduction of the social laws gov-
emning the system. Hence every stage of Marx’s analysis, and every for-
mulation, has a provisional character in relation (o capitalist reality.
Marx’s formulations cannot, therelore, be applied directly to any particu-
lar set of economic circumstances — not least because Marx’s method itself
assumnes that the laws of capitalist production operate in a dynamic way,
continually generating new trends and patterns of development. The utility
of Marx’s approach lies in a method that stresses the need to grasp the spe-
cific social character of the capitalist mode of production. Any discussion
of prevailing patterns of capitalist development must appreciate the
abstract nature of Marx’s presentation. The problem of comprehending
ncw developments involves cstablishing a series of mediating links which
reveal their origins in the inner movement of capitalist production rather
than trying to fit reality into the analysis presented in Capitai.

Grossmann’s awareness of these methodological principles formed the
basis of his challenge to the opponents of the theory of breakdown. His
main objection was that the [ailure to comprehend the mecthod underlying
Marx’s work meant that the critics of breakdown at that time based their
assessments of his theory on whether or not it directly corresponded to the
prevailing economic circumstances. Grossmann argued that this approach
involved two fundamentsl errors,

First it meant introducing into Marxist analysis the uncritical attitude ol
bourgeois economics towards the surface appearances of capitalist society.
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Both Bernstein and his opponents regarded new developments within the
system as self-evident facts requiring little further investigation, This led
10 a second mistake, that of searching Marx’s work for formulations which
seemed to correspond to the latest patierns of economic development.
Instead of approaching new theoretical problems from a critical angle with
the aim of developing an interpretation founded on the dynamic and con-
tradictory movement of capitalist production, the new generation of Marx-
ists tended to extract themes from Marx’s analysis that seemed to provide
a useful model for characterising the latest economic developments. This
selective approach also encouraged a tendency to dispense with aspects of
the analysis which seemed to be in conflict with immediate circumstances.

Grossmann pointed out that the desire to find some facet of Marx’s
theory which seemed to correspond to the most recent trends revealed
little about the trends themselves. The main result was to generate doubts
about the credibility of Marxism as a mode of analysis. Grossmann argued
that this selective approach to Marx’s theory, the tendency to divorce a
given thesis ‘from the path that led to its formulation’, was ill-founded.!$
It meant converting abstract formulations, which had a provisional
explanatory role in a broader theoretical system, into comprehensive por-
trayals of capitalist reality. For Grossmann this was bound to create the
impression that Marx needed revising because an isolated thesis would
always prove inadequate for comprehending the complex and changing
patterns of capitalist development. The procedure necessarily led to the
production of inflexible models of capitalist development. Nothing could
be easier than to refute a formulation that was only meant to figure as a
provisional conclusion within a broader theoretical system. The inflexible
character of such models therefore tended to encourage yet further revi-
sions of the theory. As Grossmann observed, this approach reinforced the
view that Marxism had little definite content and that it had become little
more than ‘a matter of interpretation’.!?

The logical form which Marx used in Capital — the dialectical method
of presentation — was designed to lay bare the inner nature of capitalist
production. Marx aimed to depict in theoretical form the development of
a social system which is simultaneously a process of producing the mate-
rial needs of socicty and a process for ensuring the profitable expansion of
private capital. He maintained that there was a real, living contradiction in
this twofold character of capitalist production. Capitalism cannot fulfil
both the social and the private objectives of production in a stable and
harmonious way. The criterion of profitability tends io create barriers to
fulfilling social need and the consequent clash between the needs of society
and the constraints on capitalist production threatens its very survival.
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The dialectical method forms the foundation of Marx’s theory of a
system characterised by a fundamental conflict between the interests of
private capital and those of society as a whole. A revised Marxism which
ignores the methodological basis of the theory necessarily loses sight of
this contradiction. Grossmann criticised the neglect of Marx’s method
because this meant separating the examination of economic developments
from Marx’s conception of the contradictory nature of capitalist produc-
tion. The inevitable outcome was a version of Marxism which could not
sustain a coherent anti-capitalist outlook.

The theory of breakdown

Grossmann observed that Marxists had often criticised Marx because he
‘nowhere ever produced a comprehensive description of his theory of
crisis’. But, Grossmann continued, ‘this objection rests on a crude misun-
derstanding: the object of Marx’s analysis is not crisis, but the capitalist
process of reproduction in its totality’.'® The theory of breakdown was, for
Grossmann, something more than the conception of capitalist crisis. In
fact he indicated that the idea of economic crisis found a parallel formula-
tion in bourgeois cconomics (business cycle theory) whercas the theory of
breakdown definitely did not. The theory of breakdown, as formulated by
Grossmann, is a theory of the limitations of capitalism as a mode of pro-
duction capable of ensuring social progress. At its heart lies Marx’s analy-
sis of the contradictory naturc of capitalist production.

Marx’s Capital opens with a presentation of the contradiction of capi-
talist production in its simplest form -~ the commodity. A product of
human labour takes the form of a commodity not because it fulfils some
human need, but because it is sold on the market. As a commodity the
product therefore possesses a twofold character: it is both useful (a use
value) and exchangeable (a value). The distinction within the commodity
between its material, bodily, form and its socially-constructed existence as
a product for exchange is the most elementary form of the contradiction of
capitalist production.

Marx cxamines the simple exchange between two commodities to show
how the contradiction develops. The commodity, in being exchanged for
another of equivalent value, expresses its value in the material form of
another commodity. The social aspect of the commodity is therefore
expressed in the use value form of another commodity. Thus the use
value/value relation internal to the commodity form develops, in the act of
exchange, into a contradictory relation between two commoditics. At this
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level of simple exchange the significance of the contradiction is not appar-
ent. After all, the question of which of the two commaodities is expressing
its value in the useful form of the other is accidental: either can change
places without affecting the character of the relationship.

Marx moves on to consider the situation in which one commaodity (the
money commadity) comes to function as the bodily expression of the
value not of one other but of all commodities. Here the contradiction
between value and use value acquires a clearer expression. The money
form tends to become attached to one or two commodities (gold or silver)
which are universally accepted as the material representatives of value. In
effect, the contradiction between use value and value assumes a fixed
form in the exchange of commodity for money. However, the contradic-
tion between the technical and social aspects of capitalist production is
still not fully apparent and appears to have a purely formal character.

At this early stage of his presentation Marx points out that the very sep-
aration of the economic process into two phases — production and exchange
— creates ‘the possibility and no more than the possibility” of crises, since
there can be no guarantee that production will be followed by sale. At the
same time he warns that ‘the conversion of this mere possibility into a
reality is the result of a long series of relations, that, from our present stand-
point of simple circulation, have as yet no existence’.!® To discover this
series of relations we have to investigate the contradiction further.

The formal possibility of crisis begins to emerge as a reality when the
production of value begins to take precedence over the production of use
value. This is the result of the further extension of commodity exchange,
involving the transformation of human labour power itself into a commod-
ity. This apparently formal process involves a profound social and histori-
cal change through which producers are converted into a class of
propertyless wage labourers, while ownership of the means of production
becomes the preserve of a non-producing capitalist class. As the
capital-wage labour relation becomes dominant in society, the motive of
production changes. The objective is now the reproduction of this social
relation on an expanded scale through the appropriation of surplus value
from the wage labouring class. The creation of value and surplus value,
rather than the production of use values, now becomes the system’s defin-
ing motive. From this moment the contradiction between the narrow
motive of capital accumulation and the broader material interests of
sociely emerges as a living contradiction.

In his exploration of the way the production process is subordinated to
the interests of capital, Marx introduces a number of new categories. Thus
the concept of constant capital, that portion of capital invested in means of
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production, reveals the fact that under the rule of capitalist social relations,
the productive forces of society are employed for the purpose of enriching
capital rather than society. In a similar way, the concept of variable
capital, the portion of total capital spent on living labour power, reveals
how human labour is organised for capital rather in the interests of
workers. Conservative, as well as radical, critics have dismissed such con-
cepts as ingenious creations of Marx’s mind. For Marx however, the sub-
ordination of society’s productive powers to the interests of capital is a
real feature of capitalist production. Theory is obliged to grasp this pecu-
liar aspect of capitalist social reality.

In his presentation of the theory of breakdown Grossmann continually
emphasises the importance of Marx’s focus on the twofold nature of capi-
talist production. He points cut that the ability of the individual labourer to
set in motion a greater mass of means of production is the fundamental
indicator of progress because it reflects the possibility of producing more
in a given expenditure of Iabour time:

Ever since the beginnings of history it has always been the capacity of
the individual worker with his labour power L to set in motion a greater
mass of means of production M that has signalled technological and
economic progress.2

The rationale for socicty devoting more and more of its labour time to
the production of means of production is that it enables more than propor-
tional increases in the generation of consumable wealth. For example, if
under a given set of conditions 10 cars could be produced in 10 working
days of 8 hours it would be in the interest of society to devote 5 working
days to producing a better machine if this allowed the production of more
than 10 cars during the other 5 days. The tendency to devote more of
society’s labour time to the production of means of production is con-
firmed by the growing mechanisation of the process of producing means
of production.

The expansion of the means of production relative to living labour is a
self-evident feature of economic progress. It is also evident that capitalism
develops society’s impetus to extend its productive powers more rigor-
ously than all previous modes of social organisation. In doing so,
however, capitalism endows the productive powers of society with a spe-
cific social character: “The elements of production M and L figure not only
in their natural form, but at the same time as values ¢ [constant capital] and
v [variable capital]’.2! Grossmann went on to argue that ‘Marx emphasises

.. not the changes in the technical composition of capital (M:L) but
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changes in the organic composition of capital (c:v).” This is because ‘the
valorisation process, and not the technical process of production, is the
characteristic driving force of capitalism’. 2

Grossmann pointed out that organic composition of capital ‘is a value
composition determined by the technical composition and reflecting its
changes’23 For him the problem was to identify the specific capitalist
form of the general tendency towards the development of society’s pro-
ductive forces, the drive to increase the mass of means of production set in
motion by each labourer. In other words, how is the tendency for M to
increase relative to L reflected in the social relationship c:v? For Gross-
mann it was evident that under capitalism the general tendency to
economise on living labour by using more means of production must lead
to a tendency towards a rising organic composition of capital, or an
increase in the ratio of constant to variable capital.

Grossmann noted a widespread lack of interest among commentators
on Marx with his discussion, in Capital Volume Three, of the rising
organic composition of capital. He regarded it as symbolic of a general
failure to appreciate Marx’s emphasis on the twofold social character of
capitalist production. For Grossmann the rising organic composition of
capital was crucial to Marx’s whole presentation of the laws of capilalist
development. In techaical terms living labour and means of production
may be regarded as mere factors of the production process; their material
functions within production are obviously distinct but such technical dif-
ferences are of no particular scientific interest. But this is far from the case
when we consider the matter from the point of view of capitalist produc-
tion and the distinct social functions which constant and variable capital
perform for the capitalist production process.

The employment of labour power — purchased out of the variable com-
ponent of capital — is the source of the surplus value required to sustain the
process of capital accumulation. Yet the variable portion tends to decline
in relation to constant capital, and therefore total capital. This means that
as capital accumulation proceeds there is a tendency for the mass of
surplus value to increase at a slower rate than the total capital required to
generate that surplus value.

The employment of better production methods in the production of
goods consumed by the working class does have an indirect effect on
increasing the mass of surplus value. Higher productivity cheapens the
value of such goods and thereby reduces the cost of acquiring labour
power for the capitalist class. More of the product of a given working day
can therefore be appropriated as unpaid surplus value. Yet the working
day is finite. Such increases in the rate of surplus value extracted from
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each worker cannot equal the rate of increase in the constant capital
employed by each worker.

The tendency for the mass of surplus value to increase at a slower rate
than the total capital employed is expressed in the tendency of the rate of
profit to fall. The rate of profit is the total mass of surplus value, or profit,
as a portion of the total capital employed. According 1o Marx; “The pro-
gressive tendency of the general rate of profit to fall is ... an expression
peculiar 1o the capitalist mode of production, of the progressive develop-
ment of the social productivity of labour’.2* For Marx the tendency of the
rate of profit to fall is the form in which the general development of
human productive powers appears when organised under the sway of cap-
italist social relations. Grossmann viewed Marx’s discussion, in Capital
Volume Three, of the tendency of the rate of profit to fall as the proof that
Marx’s critique is a theory of the breakdown of the capitalist system. The
central theme of Grossmann’s presentation of the theory of breakdown is
that barriers to the generation of wealth emerge out of the capital accumu-
lation process itsclf.

Capital accumulation generates enormous tncreases in the production
of social wealth. Indeed it appears to capitalist entrepreneurs and their eco-
nomic commentators that capital accumulation and increasing wealth are
by nature the same process. But in reality capitalism provides merely a
glimpse of society’s productive potential. The development of society’s
productive mechanism comes into conflict with the specific aim of capital-
ist production — the production of surplus value for the purpose of further
capital accumulation. In the course of accumulation a growing scarcity of
profits emerges in relation to the size of the capital seeking a profit.

This produces a paradoxical ‘overproduction’. Overproduction does
not take place with respect to any measure of social need; indeed the over-
production of capilal is always accompanied by generalised want. Capital
is overproduced in the sense that the avaiiable surplus value is insufficient
to reproduce the entire capital on a profitable basis. In such a situation pro-
ductive resources are allowed 10 lie idle and further expansion is delayed
until the conditions of profitability improve. According 1o Grossmann the
very existence of overproduced, idle capital in a situation where wants go
unsatisfied confirms the validity of the theory of breakdown. It shows that
the systematic development of society’s productive powers is, indeed, a
profound threat to capitalism. Grossmann emphasised that e¢conomic
crises both expressed the tendency towards breakdown and acted to offset
it: *crises are stmply a healing process of the system, a form in which equi-
librium, that is, valorisation, is again re-established, even if forcibly and
with huge losses. From the standpoint of capital every crisis is a “crisis of
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purification” ... {a] form in which the breakdown tendency is temporarily
interrupted and restrained from realising itself completely’.?

No other aspect of Marx’s theory has provoked more confusion and
hostility than his elaboration of the law of the tendency of the rate of profit
to fall. This is not surprising since, as Marx states, beneath the

horror of the falling rate of profit is the feeling that capitalist produc-
tion meets in the development of the productive forces a barrier which
has nothing to do with the production of wealth as such; and this pecu-
liar barrier testifies to the limitations and the merely historical, transi-
tory character of the capitalist mode of production.?6

However, exponents of Marxism too have renounced the thesis, declaring
that no capitalist would rationally invest if it led to a fall in the rate of
profit. But the rational calculation of the individual capitalist does not
enter into the question of the tendency of the rate of profit to fall. Marx’s
analysis is concemed with the dynamics of the sysiem as a whole. The ten-
dency of the rate of profit to fall indicates that the very conditions for the
continuation of capital accumulation, the generation of an increasing mass
of surplus, also throws up obstacles to the preservation of the accumula-
tion process. The tendency of the rate of profit to fall shows that produc-
tion for profit is an inadequate basis for the consistent development of
society’s material conditions of life.

Much of the confusion around the tendency of the rate of profit to fall
stems from a misunderstanding of the structure of Marx’s work. Gross-
mann argued that the falling rate of profit is a tendency that arises out of
the capital accumulation process conceived in its pure operation. In other
words it illustrates the tendency towards the breakdown of the capitalist
system presented theoretically in terms of its pure operation. Grossmann
stressed that an ‘abstract, deductively elaborated theory never coincides
with actual appearances’ and that the further analysis must examine ‘how
far the tendency of the pure law is modified in its realisation’. Indeed the
question that concerned Grossmann was not so much whether or not the
capitalist system exhibited a tendency to breakdown but ‘why has capital-
ism not already broken down?’.2” We will return to this issue in the dis-
cussion on the countertendencies to capitalist collapse.

The reproduction schemes

The debate around the reproduction schemes in Capital Volume Two is a
classic itlustration of the danger of extracting a formulation from the body
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of Marx’s work and trying (o use it directly as some sort of model of eco-
nomic realities. In Capital Volume One, Marx presents an analysis of the
process of capitalist production, touching on questions of exchange only
to highlight the outward forms taken by the relations of production. In
Capital Volume Two he focuses on the circulation process, analyses its
specific characteristics and assesses the extent to which propositions in
Volume One have to be modified.

The purpose of the reproduction schemes, which appear in Volume
Two, is to emphasise that although capitalist production is above all con-
cemned with the production and expansion of value, the reproduction of
this process necessitates the production of particular use values in deter-
minate proportions. There are two main aspects to the schemes. First Marx
assumes that the process of social reproduction in value terms, whether in
a simple form or an expanded form, proceeds in harmony. The purpose of
this assumption is to isolate the impact of value reproduction on the use
value side of production. Second, Marx presents the use value aspect of
reproduction in terms of two broad social categories — the production of
means of production and the production of means of consumption. The
total production process is depicted as an interaction between two depart-
ments of production, department I producing means of production and
department Il producing means of consumption.

The basic error of commentators on the reproduction schemes from
Bernstein to the present is to take them as a faithful description of the
actual process of capitalist reproduction. They interpret a highly abstract
conceptual device as a model that is direcily applicabie to the real world.
The result is that they use Marx’s provisional and artificial assumption of
a stable process of social reproduction as a proof that capital accumulation
really does proceed harmoniously.

The assumption of the possibility of a harmonious reproduction process
was common to leading authorities within the European Marxist move-
ment such as Rudolf Hilferding and Otto Bauer in the early decades of the
twentieth century. Even Rosa Luxemburg, who firmly rejected any notion
of stable capitalist development, shared the harmonist interpretation of the
schemes. She argued that Marx, when constructing the schemes, had
forgotten one crucial factor — the problem of realising surplus value. She
insisted that the schemes were faulty because, in considering only the
relations between capitalists and workers, the issue of realisation was
irresolvable. Workers obviously could not constitule a market for the
surplus product since it had been appropriated from them without
payment. Nor could capitalists constitute a market for one another’s
surplus product. The implication, she insisted, was that surplus value
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could only be realised outside the capitalist system, in markets provided
by ‘non-capitalist’ regions of the world. Luxemburg's view was that the
scheme for extended reproduction was therefore unable to explain ‘the
actual and historical process of accumulation’.?® In her view, ‘it falls
down so soon as we consider the realisation of surplus value’.2*

That the reproduction schemes do not resolve the problem of realisa-
tion or explain the real process of accumulation is undeniable. The
problem however lies not in the reproduction schemes but in Luxemburg’s
critique. As we have seen, the schemes are an examination of the circula-
tion process in its pure form, holding consideration of the interaction of
production and circulation until Capital Volume Three. Why Marx should
have discussed the contradiction between the production and realisation
processes of capital in the context of an examination of the circulation
alone is a mystery to which Luxemburg never gave an answer. In fact, by
using Marx’s discussion of the problem of realisation contained in Capital
Volume Three 1o dismiss the reproduction schemes, Luxemburg merely
followed her harmonist opponents in imagining that Marx’s schemes
atlempt to portray the capitalist production process in its totality.

The outcome was not merely confusion about the schemes and Marx’s
method. Luxemburg also converted Marx’s analysis of the inner contra-
dictions of capitalist production into one of an external contradiction
betwecn two separate processes — capitalist production and non-capitalist
realisation. While Grossmann acknowledged Luxemburg’s subjective
commitment to the theory of breakdown, he considered that her attempt to
establish a rigorous materialist basis for this position had failed:

Her deduction of the necessary downfall of capitalism is not rooted in
the immanent laws of the accumulation process, but in the transcenden-
tal fact of an absence of non-capitalist markets. Luxemburg shifts the
crucial preblem of capitalism from the sphere of production to that of
circulation.*?

The Austrian Marxist Otto Bauer set about defending Marx's reproduc-
tion schemes from Luxemburg’s attack. Taking account of Luxemburg’s
technical criticisms of Marx’s schemes he produced the most elaborate
harmonist reproduction scheme. Grossmann argued that Bauer’s scheme
matched ‘all the formal requirements that one could impose on a schematic
model of this sort’ ! Bauer concluded that a harmonious process of accu-
mulation was possible. To explain the occurrence of crises, he resorted to
the idea of potential imbalances or disproportions between the rate of accu-
mulation and the growth of the wage labour force. Grossmann upbraided
Bauer for his ‘underlying lack of methodological clarity’:
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He confuses the purely fictitious trajectory of accumulation represented
by the scheme with the actual trajectory of accumulation ... His
mistake lies in his supposing that the scheme is somehow an illustration
of the actual processes in capitalism and in forgetling the simplifica-
tions that go together with it.32

Despite Grossmann’s insistence that the schemes cannot be used to depict
the actual development tendencies of capitalism, Paul Mattick — who oth-
erwise regarded Grossmann’s work as a major contribution to the defence
of the theory of breakdown — argued that he made an ‘unnecessary con-
cession’ to the view that the reproduction schemes could ‘demonstrate the
possibility of frictionless exchange between the departments of produc-
tion’ .33 In seeking to demonstrate the possibility of equilibrium Baver had
followed the operation of his scheme for only four years. Grossmann con-
tinued the calculations over a period of 35 years. Without changing any of
the specifications outlined by Bauer, Grossmann showed that the scheme,
far from proving the possibility of harmonious expansion, eventually
broke down.

It is important to clarify that Grossmann’s demonstration of the impos-
sibility of equilibrium is nof an arithmetical proof of the tendency towards
capitalist breakdown. To claim this would be to make the same method-
ological mistake as Bauer and others in drawing conclusions about reality
directly from the abstract reproduction schemes. Grossmann’s treatment
of Bauer simply proves the impossibility of equilibrium even in his
abstract model, with all its simplifying assumptions. Given the prevailing
confusions about Marx’s method it is not surprising that many readers of
Grossmann interpreled his academic exercise of arithmetically disproving
Bauer’s already methodologically flawed analysis as a proof of the theory
of breakdown. This perhaps explains Mattick’s impatience with Gross-
mann’s indulgence in the exercise.

Counteracting tendencies

Grossmann repeatedly emphasised that Marx’s theory of breakdown does
not ‘directly correspond with the appearances of bourgeois society in its
day to day life’ 3* He observed, in presenting the theory of breakdown,
that ‘many real factors pertaining o the world of appearances are con-
sciously excluded from the analysis.”>® While this method allowed Marx
‘to determine the direction in which the accumulation of capital works’ it
nevertheless meant that ‘the results of this analysis have only a provisional
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character.’36 The objective of representing the workings of the capitalist
system in a comprehensive form therefore requires that the analysis be
pursued further.

Marx moved further in this direction in Capital Volume Three, sub-
titled ‘capitalist production as a whole’. As Grossmann observed, this
meant that in addition to discussing the tendency of the rate of profit to fall
it was also necessary to consider ‘several countertendencies that hinder the
complete working out of the breakdown’.>” Grossmann'’s work is divided
equally between a discussion of the fundamental tendency to breakdown
and an claboration of various countertendencies. The formal division in
the mode of presentation, however, is not meant to suggest that the two
conflicting movements rclate to one another in an external and arbitrary
fashion. The countertendencies are generated in the course of the accumu-
lation process itself. Grossmann discusses a series of countertendencies in
terms of two broad categories; those which are intemal to the mechanism
of capital accumulation and those which arise through the world market
and the global extension of capitalist social relations. The implications of
Marx’s method emerge most forcefully in Grossmann'’s analysis of the
world market, a subject that has caused confusion among Marxists since
the tum of the century.

Grossmann pointed out that, in the course of his analysis of capitalist
production, Marx abstracted from the issue of foreign trade. He goes on to
note that subsequent commentators regarded this as a major omission that
implied that Marx had ‘built his system on the unproven and improbable
assumption that there are no non-capitalist countries’. Grossmann insisted
that this objection arose out of an ignorance of Marx’s method:

The grotesque character of the entire exposition is quite obvious. It is
the product of a whole generation of theoreticians who go straight for
results without any philosophical background, without bothering to ask
by what methodological means were those results established and what
significance do they contain within the total structure of the system.33

Marx did not forget the question of the world market; he consciously left
the issue aside because it is irrelevant to the task of conceptualising the
fundamental contradictions of capitalist production. However he fully
recognised the importance of the world market as an integral feature of
capitalist development:

Capitalist production rests on the value or the transformation of the
labour embodied in the product into social labour. But this is only
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[possible] on the basis of foreign trade and of the world market. This is
at once the pre-condition and the result of capitalist production.>®

As we have scen, under capitalism the products of labour share a
common social character as values despite their different useful proper-
ties. The world market is contained in the very concept of value because it
is the fullest development of this social form of the product. The conver-
sion of the product of the whole world of producers into commodities for
exchange is the highest expression of the social character of value produc-
tion. Furthermore, the fundamental objective of capitalist production — the
continual expansion of capital through the appropriation of the social
product as surplus value — gives an impetus to the extension of commodity
relations on a global scale. There is in effect an inherent universalising
tendency within capitalist production.

Nevertheless, in terms of the structure of Marx’s analysis of capitalist
society, a detailed investigation of the world market must follow the
exploration of the inner nature of capitalist production. This is because the
global extension of exchange relations, though posed abstractly in the
concept of value, is concretely realised in the form of counteracting ten-
dencies to capitalist breakdown. It is not the inner nature of the value form
itself that provides the practical impetus to the formation of the world
market and the globalisation of capitalist production relations. It is the
concrete development of that form, in the tendency of the rate of profit to
fall and capitalist breakdown, that prompts the extension of capitalist
social relations.

Grossmann’s discussion of the globalisation of capitalist production in
terms of counteracting the tendency to breakdown yielded useful insights
into the dynamics of modern imperialism. He noted that there was ‘a big
difference between the capital exports of today’s monopoly capitalism
and those of early capitalism’, that unlike the modemn era the export ‘of
capital was not “typical” of the capitalism of that cpoch, it was a tran-
sient, periodic phenomenon’ 4% By contrast, in contemporary conditions
the overproduction of capital had ceased to be a ‘merely passing phe-
nomenon’, and had started ‘to dominate the whole of economic life’.*!
He concluded: ‘Under these circumstances the overabundance of capital
can be surmounted only through capital exports. These have thercfore
become a typical and indispensable move in all the advanced capitalist
countries.” 42

Grossmann provided a theory of imperialism organically linked to
Marx’s theory of the fundamental tendencies of capitalist production.
While recognising the dynamic character of new patterns of capitalist
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development, he showed that these could be explained in terms of the
underlying social laws governing capitalist production that were presented
in Marx’s Capital. Grossmann’s demonstration of the capacity of Marx’s
theory to take account of new developments in capitalist society was one
of his most important contributions. By showing how new trends modified
the tendency to breakdown he demonstrated the open-ended and dynamic
character of Marxist theory. He confirmed the vitality of Marxist theory
by showing how it could grasp changing patterns of development on the
basis of its understanding of the totality of capitalist social relations.

Breakdown and class struggle

Grossmann’s presentation of the theory of breakdown provided the basis
for restoring the connection between the critique of political economy and
the theory of revolution that was at the heart of Marx’s work. For Gross-
mann class struggle was the ‘subjective bearer of change’ within the
objective conditions provided by the emergence, stagnation and break-
down of the capitalist system. Marx had a twofold interest in the class
struggle. He was concemed with studying the class struggle as an expres-
sion of the existing conflict in society. But, more importantly, he was con-
cerned with informing the active participation of the working class in the
historical process. Marx’s theory of class struggle was not merely a
description of the existing state of society, but that ‘part of his historical
theory which endows it with concrete and profound meaning’.*? In a
society in a constant state of transition, the working class was the dynamic
force for progress.

Grossmann emphasised that in discussing the trends towards break-
down it was not a question of the effect of economic factors on class rela-
tions, but of the totality of capitalist relations of production:

In the materialist conception of history the social process as a whole is
determined by the economic process. It is not the consciousness of
mankind that produces social revolutions, but the contradictions of
material life, the collisions between the productive forces of society
and its social relations.*4

For Grossmann the historical limit of capitalist society lay in proletarian
revolution; the tendency towards breakdown, while an objective tendency
of the system, is fully realised only in the overthrow of capitalism. It is
thus impossible to abstract the class struggle (politics) from the tendency
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towards breakdown (economics). Just as capital itself is both the driving
force and the limitation of capitalist development, so proletarian revolu-
tion offers the potential to unleash the productive potential of society from
the constraints imposed by capitalist social relations.

In a letter to Mattick in 1931 Grossmann clarified his position against
those who alleged that his book contained a theory of the ‘automatic break-
down’ of capitalism independent of the intervention of class struggle:

1t should be evident that the notion that capitalism must ‘by itself” or
‘automatically’ collapse is alien to me ... But I did wish to show that
the class struggle alone is not sufficient ... As a dialectical Marxist, 1
know that both sides of the process, objective and subjective elements,
mutually influence each other. In the class struggle both these factors
blend. Onc cannot ‘wait’ until first the ‘objective’ conditions are met,
and only rhen let the ‘subjective’ elements go 1o work. That would be
an insufficient and mechanical interpretation which is alien to me ...
My breakdown theory does not intend to exclude the active interven-
tion, but rather hopes 1o show when and under what conditions such an
objective revolutionary situation can and will arise.*3

Grossmann’s dialectical approach thus enabled him 10 advance a coherent
revolutionary perspective on the transformation of capitalist society. He
transcended the mechanical and fatalist perspective on capitalist break-
down offered by Luxemburg in the earlier debate. He reminded those who
would underestimate the role of the subjective factor that ‘obviously, as
Lenin remarks, “there are no absolutely hopeless situations™.*¢ In the
final analysis, capitalism will not collapse by itself, and if it is not over-
thrown, there is always the possibility it will continue.

Marxism today

The method of producing theories by generalising from the most striking
features of the contemporary capitalist economy has produced a spiralling
instability among radical critics of the capitalist order over the 60 years
since Grossmann’s work was published. The career of the British
economist John Strachey well exemplifics the results of this approach in
the three decades after 1929. In response to the world slump of the 1930s,
Strachey argued that the collapse of capitalism was imminent and took up
a political position close to the official communist movement. Once the
post-war boom was underway, Strachey argued that the capitalist system
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had overcome its problems and could continue indefinitely. He ended his
political career on the right wing of the British Labour Party.*’ _

In the 1950s and 1960s the continuation of the post-war expansion in
the advanced capitalist world encouraged theories such as *state monopoly
capitalism’ and the ‘permanent arms economy’ which interpreted this
phase of relative stability as a new epoch of capitalist development. A
focus on technical factors, such as the growth of state intervention, the
spread of multinational corporations and the arms race, rather than on
questions of production and class conflict, was characteristic of these the-
orics. Meanwhile the continuing backwardness of the third world led to
theories of ‘underdevelopment’ and *unequal exchange’ which anticipated
that continuing prosperity in the North would coexist with continuing
impoverishment in the South,*3

The re-emergence of recessionary trends in the advanced capitalist
countries in the 1970s, at the same time as a number of formerly backward
countries underwent a process of rapid industrialisation and development,
threw radical theory into disarray. The result was further variations of ver-
sions of Marxism that had already been revised so far as to become
scarcely recognisable. The fragmentation of radical economic theory was
apparent in the increasingly rapid turnover of theories such as ‘Fordism’,
‘peripheral Fordism’, ‘post-Fordism’, ‘the new international division of
labour’ and so on. Each only claimed to offer a partial explanation of
global trends and consistently emphasised technical factors — changes in
the labour process, the globalisation of production, the impact of high-tech
communications systems on the financial markets — rather than offering
any wider social analysis.*?

The more radical economists fixed on superficial aspects of society the
more quickly their theories were repudiated. Rather than reconsider their
own method, they moved away from an untrustworthy empirical reality
towards pure theory. Desperate to escape the dead-end that all various
revisions of Marxism had reached and despairing of the possibility of pro-
ducing a coherent and unified theory of complex economic trends, they
sought to reorient the intellectual project. The objective of comprehending
capilalist society was replaced by an obsession for testing propositions in
isolation from any social considerations.

The new wave of academic Marxists set about applying the rules of
formal logic to Marx’s theory and they were soon able to declare central
tenets of Marx’s theory disproven. In fact, it was fairly easy to dismiss
Marx by using a system of logic which started from the presumption of an
essential harmony in the relations among varied phenomena: their conclu-
sions were already assured by the simple act of starting out with the
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method of formal logic. Exponents of this approach merely pronounced as
conclusions what was already given in their methodological assumptions.
The outcome of this speculative exercise was to replace Marx’s emphasis
on the contradictory, socially-constructed, character of capitalist produc-
tion relations with an idealist conception of capitalism as a process of
formal interaction among technically defined factors of production.

The desire to abandon the realm of capitalist social relations and
embrace the academic form exemplifies the latest school of ‘analytic
Marxists’, The analytical school has systematised the introduction of all
the fundamentals of bourgeois economics into a Marxist framework.
Whereas earlier schools rejected Marx’s theory of breakdown, they
retained some notion of crisis, even if this was relegated (o the sphere of
circulation. By contrast the analytic Marxists explicitly reject the notion
that capitalism is a contradiclory system. They celebrate the role of pure
theory and, in doing so, presume that capitalism is a harmonious economic
system. Their project is to assimilate into Marxism elements of all the frag-
menlted theories that are currently popular among the liberal intelligentsia.

According to John Roemer, Marxism must embrace ‘general equilib-
rium theory, game theory and the arsenal of modelling techniques devel-
oped by neoclassical economics’. He goes on (o state: “The revised
Marxism I present is shaped by the insights that the tools of contemporary
economics — that is, neoclassical economics — can bear.’>® Elsewhere
Roemer provides a flavour of how this new brand of Marxism differs from
other schools of thought: “‘what distinguishes Marxism ... from these other
approaches, is not easy to define.’>! John Elster, another leading exponent
of the analytical approach, laments: ‘Although I remember being upset by
Paul Samuetson’s statement on the centenary of the publication of Capital
1 that Marx was basically “a minor post-Ricardian”, I now largely sub-
scribe (o that view, if taken exclusively as an evaluation of the economic
theories found in Capital II and [11.’ For Elster, Marx’s ‘most important
achievement was the analysis of the capitalist factory and the capitalist
entreprencur’.>? On the other hand, the ‘quasi-deductive procedure used in
... the opening chapters of Capital I ... is barely intelligible’ > In other
words, according to Elster, Marx’s insights amount to a few descriptive
passages, the rest is dead wood.

In his critique of bourgeois economics, Marx wrote that ‘the last form
is the academic form.” He characterised this as systematising a tendency in
the bourgeois outlook 0 deny ‘actual contradictions in the life of
society’.>* For adherents of the academic form, economic contradietions
and social conflict were of no interest; their preoccupation was with
learned discourse and formal rigour. Marx ridiculed the scientific preten-
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sions of the academics, arguing that they merely replaced the polemical
style of earlier apologists for capitalism with a spurious erudition. He
noted that the academic form included what it took to be ‘the “best” from
all sources ... peacefully gathered together in a miscellany’ with little dis-
crimination between insights and confusions.? The result, as he observed,
was that real insights simply floated ‘as oddities in its mediocre pap’. In
the academic form even ‘the genuine thought of a Smith or a Ricardo, and
others — not just their vulgar elements — is made to appear insipid.*> Little
could Marx have anticipated that the academic form would be embraced
by those calling themselves Marxists. The analytic Marxists have even
succeeded in making Marx's theory of exploitation appear insipid.

In adopting the idealist method of bourgeois apologists for capitalism,
the analytical Marxists in the 1990s imagine that the scientific status of a
theory depends on its intemal logical coherence. Whether or not it reflects
the actual course of social development becomes irrelevant. Nevertheless,
the academic form of radical economic theory differs in one crucial
respect from bourgeois economic theory. Bourgeois economists do not
have to account for the theoretical deficiencies of their approach. In
periods of economic crisis the capitalist class does not admit the faulty
character of its ideology. Indeed, it declares the correctness of its ideas
more forcefully, blames rival social interests for economic ills and pre-
pares to fight to defend its system. By contrast, theories that are critical of
capitalism, no matter how tame, cannot rely on the patronage of ruling
interests, Capitalism has not created an alternative social constituency
whose material interests are reflected in a theory which sets out to re-work
the idealised conception of the capitalist system held by capitalists.
Marxism is obliged to seek its confirmation in material reality and found
itself on social forces which have an active interest in challenging the rule
of capital. A Marxism which celebrates the realm of pure speculation is
simply waiting to be discredited by developments in social reality and
ridiculed by its bourgeois opponents. Indeed the striking feature of ana-
lytic Marxism is that it has a narrower basis than any of its predecessors
and thus its appeal is likely to be even more transient. Analytical Marxism
symbolises little more than the shift of an increasingly isolated radical
intelligentsia towards an accommodation with a pro-capitalist world view.

The irony of today’s radical academic critics of Marx is that their criti-
cisms have much in common with those of generations of right-wing
critics of Marx. Conservative commentators have long attempted to dis-
credit Marxism by questioning the scientific status of the method inform-
ing his work. Such a criticism of Marx was made in 1896 by the Austrian
economist Eugen von Bohm-Bawerk, in one of the first and most famous
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conservative critiques of Capital. Bohm-Bawerk claimed that Marx
founded his theory ‘on no firmer ground than the formal dialectic’.5
Reality, he ingisted, was ‘turned and twisted’ to make it conform to the
dialectic. Grossmann cites a contemporary right-wing commentator who,
though impressed by the ‘grand style’ of Marx’s theory of crisis, argued
that it *flowed from his application of the “dialectical method™’ rather than
a concrete investigation of capitalism.>® In similar erms the leading pre-
war American economist Joseph Schumpeter ctaimed that Marx’s views
on crisis could not ‘be made w follow logically from his “laws” of the cap-
italist process’.5

Right-wing commentators contend that there is a dualism in Marx’s
theory. On the one hand, Marx claims to investigate a concrete social phe-
nomenon — capitalist production. On the other hand, he employs a philo-
sophical method to order the concepts used to depict the system. In their
view Marx’s theory is not a study of the real character of capitalist pro-
duction, but an exercise in dialectical reasoning. They go on to argue that
concepts such as value, surplus value, constant and variable capital have
nothing to do with grasping reality; they were invented by Marx to make
his peculiar brand of speculative thinking hang together. The dualist inter-
pretation of Marx, in effect, argues that contradictions do not exist within
capitalism. Rather there is a contradiction between the nature of capitalist
production and Marx’s abstract, dialectical mode of presenting economic
reality. Today’s academic Marxists in their rejection of Marx’s conceptual
framework share this view that Marx merely indulged in an illogical mode
of reasoning.

Such an assessment of his work was, in fact, already familiar to Marx.
In the 1873 ‘afterword’ to the second German edition of Capital Volume
One, he discussed the apparcnt conflict betwecn the “severely realistic’
character of the material analysed and the abstract form in which it is pre-
sented.® Marx defended his method by pointing out that capitalist produc-
tion itsclf is a contradictory social process. He insisted that the descriptive
and formal methods of bourgeois economics were reatly the highest form
of idealism since they failed o grasp the contradictory nature of capitalist
production. The dialectical method, he claimed, was undeniably abstract
in form. But its content was the conception of capitalist production in its
concrele existence as an economic order fraught with contradictions.

Marx recognised that his method of presentation ‘may appear as if we
had before us a mere a priori construction” in the sense that the entire
argument in Capital seems to be determined by an arbitrary choice of
method.®! Yet in contrast to today’s revisionists with their unsustained
assertions in favour of the formal logical approach, this is not the case.
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Marx’s method of presentation is not his starting point but the result of his
enquiries into capitalist production. In his investigations into capitalist
production he first sought o ‘appropriate the material in detail, to analyse
its different forms of development, to trace out their inner connection’ 62
Only then did he seek to present the ‘actual movement’ in theoretical
form. Marx adopted the dialectical method because it was the only means
adequate to depict the fundamental conclusion of his enquiries — that cap-
italism is an internally contradictory mode of production.

Grossmann’s work is a challenge to the schematic approach to theoret-
ical investigation that has dominated the Marxist movement for most of
the twentieth century. He shows that the quest for definitive conclusions in
the investigation of capitalist social reality is antithetical to Marxism. Cap-
italism, as a system in which the basic social contradictions are both gen-
erated and contained in new and complex economic forms, embodies an
inherent dynamic for change. The theoretical reflection of capitalist social
reality must be able to comprehend the fundamental nature of these social
contradictions and recognise their evolving character. Only a theory
founded on a method that embraces the social contradictions of the capi-
talist order can hope to explain the source of contemporary economic
problems. In doing so it can give direction to the quest to resolve those
contradictions in the interests of society. Grossmann’s great service was to
have shown that Marx’s method is the essential foundation of a revolu-
tionary critique of capitalist society.
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Introduction

HENRYK GROSSMANN

The present book forms part of a larger work (0 appear soon on the ten-
dencies of development of capitalism in the theory of Marx. The origins of
this work lie in lectures prepared in the course of 19267 at the Institut fur
Sozialforschung for the University of Frankfurt.

The results of my research arc twofold: (1) for the first time ever the
method underlying Capital has been subjected to a reconstruction and (2) on
this basis important arcas of Karl Marx’s system of theory have been pre-
sented from a fundamentally new perspective. One of the new findings is
the theory of breakdown which is expounded below and which forms the
comerstone of the economic system of Marx. For decades this theory was at
the centre of fierce controversies of theory. Yet in all that ime no one ever
attempted a reconstruction or definition of its place in the system as a whole.

It would be a useless task to increase the dogmas surrounding Marxism
with a new interpretation and simply reinforce the view that Marxism has
become purely a matter of interpretation. My view is that the unsatisfac-
tory state of the literature on Marx is ultimately rooted in the fact — which
will appear strange (o some — that until today no one has proposed any
ideas at all, let alone any clear ideas, about Marx’s method of investiga-
tion. There has been a general tendency to cling to the results of the
theory: these have been the focal point of interest, on the part of both
critics as well as defenders. In all this the method has been totally ignored.
The basic principle of any scientific investigation — that however fascinat-
ing a conclusion might appear, it is worthless divorced from an apprecia-
tion of the way in which it was established — was forgotten. A conclusion
can after all only become a matter of conflicting interpretation when it is
completely divorced from the path that led (o its formulation.

A proper exposition of Marx’s method of investigation will have (o be
left to my major work. The short methodological remarks that follow
appear to me to be indispensable only insofar as they bear on the undes-
standing of the argumenits of this book.

29



30 The Law of Accumulation

The real world of concrete, empirically given appearances is that which
is to be investigated. But in itself this is much too complicated to be
known directly. We gain an approach to it only by stages. To this end we
make various simplifying assumptions that enable us to gain an under-
standing of the inner structure of the object under investigation. This is the
first stage of cognition in Marx’s method of approximation to reality. It is
the particular methodological principle that finds its specific reflection in
Marx’s reproduction schemes, which form the starting-point of his entire
analysis, and which already underlie the arguments of Capital Volume
One. Among the numerous assumptions connecled with the reproduction
schemes are the following: that the capitalist mode of production exists in
an isolated state (foreign trade is ignored); that society consists of capital-
ists and workers alone (abstract from all so-called *third persons’ in the
course of our analysis); that commodities exchange at value; that credit is
ignored; that the value of money is assumed constant, and so on and so
forth,

It is clear that thanks to these fictitious assumptions, we achieve a
certain distance from empirical reality, even while the latier remains the
target of our explanations. It follows that conclusions established on such
a structure of assumptions can have a purely provisional character and
therefore that the initial stage of the cognitive process must be followed by
a second, concluding stage. Any sct of simplifying assumptions will go
together with a subsequent process of correction that takes account of the
elements of actual reality that were disregarded initially. In this way, stage
by stage, the investigation as a whole draws nearer to the complicated
appearances of the concrete world and becomes consistent with it.

Yet an almost incredible thing happened — people saw that Marx works
with simplifying assumptions but they failed to notice the purely provi-
sional nature of the initial stages and ignored the fact that in the method-
ological construction of the system each of the several fictitious,
simplifying assumptions is subsequently modified. Provisional conclu-
sions were taken for final results. Otherwise it is quite impossible to
understand how E Lederer could criticise Marx's method the way he does.
He argues that simplification is part of any theory but he himself would
not wish to go as far in this direction as Marx because ‘excessive simplifi-
cation only creates problems in the way of our understanding. If, like
Marx we suppose the whole economic universe to be composed only of
workers and capitalists, then the sphere of production becomes too simple’
(1925, p. 368).

This pure misunderstanding of Marx’s method explains why F Stern-
berg reproaches Marx for ‘having analysed capitalism under the quite
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unrealistic assumption that there is no non-capitalist sector. Such an anal-
ysis works with assumptions that have not been demonstrated’ (1926,
p. 301). K Muhs goes so far as to say that ‘Marx obviously indulged in
massive orgics of abstraction’ and introduced ‘impossible because irra-
tional assumptions that were bound to defeat any analysis of the historic
process’ (1927, p. 10).

Anyone who has grasped the essence of Marx’s method will immedi-
ately be struck by the (otally superficial character of these criticisms, and a
critique of them would be quite superfluous. It is also not difficult o see
why in the existing debates on Marx’s theory the greatest confusion could
and was bound to arise. Marx’s method of approximation to reality is
defined by two stages, sometimes even three, Entire phenomena and prob-
lems are tackled at least twice, initially under a set of simplifying assump-
tions, and later in their final form. As long as this remains an obscure
mystery, we shall repeatedly run up against contradictions between the
individual parts of the theory. To take one example, this is the source of
the famous ‘contradiction’ discovered by Bohm-Bawerk between Capital
Volumes One and Three.

The problem analysed in this book was tackled by Marx in three stages.
Initially he examines the contradictions that define the process of repro-
duction in its normal trajectory, or he examines simple reproduction. At a
second stage of his analysis, he focuses on the impact of the accumulation
of capital with its resulting tendency towards breakdown. Finally, in the
third stage Marx investigates the factors that modify this tendency.

The question 1 shall examine is whether fully developed capitalism,
regarded as an exclusively prevalent and vniversally widespread eco-
nomic system relying only on its own resources, contains the capacity to
develop the process of reproduction indefinitely and on a continually
expanding basis, or whether this process of expansion runs into limits of
one sort or another which it cannot overcome. In examining this problem
the moments specific to the capitalist mode of production have to be
drawn in. Ever since the beginnings of human history it has always been
the capacity of the individual worker with his labour power L to set into
motion a greater mass of the means of production M that has indicated
technological and economic progress. Technological advance and the
development of mankind's productivity are directly expressed in the
growth of M relative to L. Like every other form of economy, socialism
too will be characterised by technological advance in its immediately
natural form M:L.

The specific nature of capitalist commodity production shows itself in
the fact that it is not simply a labour process in which products are created
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by the elements of production M and L. Rather the capitalistic form of
commodity production is constructed dualistically — it is simultancously a
labour process for the creation of products and a valorisation process. The
elements of production M and L figure not only in their natural form, but
at the samc time as values ¢ and v respectively. They are used for the pro-
duction of a sum of valucs w, and indeed only on condition that over and
above the used up value magnitudes ¢ and v there is a surplus s (that is, s =
w — ¢ + v). The capitalist cxpansion of production, or accumulation of
capital, is defined by the fact that the expansion of M relative to L occurs
on the basis of the law of value; il takes the specific form of a constantly
expanding capital ¢ relativc to the sum of wages v, such that both compo-
nents of capital are necessarily valoriscd. It foliows that the reproduction
process can only be continued and cxpanded further if the advanced, con-
stantly growing capital ¢ + v can secure a profit, s (surplus value). The
problem can then be defined as follows — is a process of this sort possible
in the long run?

The foliowing study is divided into three chapters. The first chapter
surveys the existing literature on Marx’s theory of breakdown and
describes the views of more recent Marxists about the end of capitalism.
The second chapter is an attempted reconstruction of the Marxian theory
of accumulation and breakdown (this being the basic element of the theory
of crisis) in its pure form, unaffected by the operation of ‘counterienden-
cics’. The concluding chapter attempts to grasp these countcracling ten-
dencics which modify the law of breakdown in its pure form. By this
means it seeks to establish a certain basic consistency between the actual
reality of capitalism and the law in its pure opcration.

Here it is not a matter of describing in detail the actual processes that go
on in the environment of capitalism. On principle 1 shall abstain from pre-
senting the extensive and rather exhausting factual material. The work is
intended to bear a theoretical character, not a descriptive one. To the
extent that faclual material is presented, the aim is to illustrate the various
theoretical propositions and deductions. I have only tried to show how the
empirically ascertainable tendencies of the world economy which are
regarded as defining characteristics of the latest stage of capitalism
(monopolistic organisalions, export of capital, the struggle to divide up the
sources of raw materials, etc) are only secondary surface appearances that
stem from the essence of capital accumulation as their primary basis.
Through this inner connection it is possible 10 use a single principle, the
Marxian law of value, 1o explain clearly all the appearances of capitalism
without recourse to any special ad hoc theorics, and to throw light on its
latest stage — imperialism. I do not need to labour the point that this 1s the
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only form in which the tremendous consistency of Marx’s economic
system can be clearly drawn out.

Because 1 deliberately confine myself to describing only the economic
presuppositions of the breakdown of capitalism in this study, let me dispel
any suspicion of ‘pure economism’ from the start. It is unnecessary to
waste paper over the connection between economics and politics; that
there is a connection is obvious. However, while Marxists have written
extensively on the political revolution, they have neglected 1o deal theo-
retically with the economic aspect of the question and have failed to
appreciate the true content of Marx’s theory of breakdown. My sole
concern here is to fill in this gap in the Marxist tradition.



1 The Downfall of Capitalism in the
Existing Literature

The point at issue

Already prior to Marx certain representatives of political economy had a
clear presentiment of the historically ephemeral character of the bourgeois
mode of production. Jean C L Simonde de Sismondi was the first to
uphold it against David Ricardo. He argued that in the course of time
every mode of production becomes ‘intolerable’ and ‘the social order,
continually threatened, can only be maintained by force” (cited Gross-
mann, 1924, pp. 63-4). However, in terms of capitalism, this conclusion
was based not on an economic analysis of its mode of production but
purely on historical analogies. Therefore Marx was right to say that:

at the bottom of his |Sismondi’s] argument is indeed the inkling that
new forms of the appropriation of wealth must correspond (o produc-
tive forces and the material and social conditions for the production of
wealth which have developed within capitalist society; that the bour-
geois forms are only transitory and contradictory forms. (1972, p. 56)

A quarter of a century after Sismondi, Richard Jones developed the same
insights when he described capitalism ‘as a transitional phase in the devel-
opment of social production’ (cited Marx, 1972, p. 428). But like Sis-
mondi, Jones gained his insight into the historically transitory character of
capitalism through a mainly historical-comparative analysis of successive
forms of economy.

The development of the productive power of social labour is the
driving force of historical evolution. When the earliest modes of produc-
tion proved unable to develop the productive forces of socicty any further,
they were bound to disintegrate:

35
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Hence the necessity for the separation, for the rupture, for the antithesis
of labour and property (by which property in the conditions of produc-
tion is to be understood), The most extreme form of this rupture, and
the one in which the productive forces of social labour are also most
powerfully developed, is capital. (Marx, 1972, p. 423)

Elsewhere Marx wriles:

It is one of the civilising aspects of capital that it enforces this surplus-
labour in a manner and under conditions which are more advantageous
to the development of the productive forces, social relations and the
creation of the elements for a new and higher form than under the pre-
ceding forms of slavery, serfdom, etc. (1959, p. 819)

At a certain point in its historical development capitalism fails to encour-
age the expansion of the productive forces any further. From this point on
the downfall of capitalism becomes economically inevitable. To provide
an exact description of this process and to grasp its causes through a sci-
entific analysis of capitalism was the real task Marx posed for himself in
Capital. His scientific advance over Sismondi and Jones consisted pre-
cisely in this. But how did Marx carry through this analysis? He says, at a
certain stage:

The monopoly of capital becomes a fetter upon the mode of production
which has flourished alongside with and under it. Centralisation of the
means of production and the socialisation of labour at last reach a point
where they become incompatible with their capitalist integument. This
integument is burst asunder, The knell of capitalist private property
sounds. (1954, p. 715%)

Marx refers to an antagonism between the productive forces and their
capitalist shell. What is this, however? There is nothing more erroneous
than the prevalent identification of the development of productive forces
with the growth of ¢ in relation to v. This simply conluses the capitalist shell
in which human productivity obtains a form of appearance with the essence
of that productivity itself. The development of productivity has in itself
nothing to do with the capitalist valorisation process which, as a process of
formation of values, has its roots in abstract human labour. The antago-
nism that Marx refers to is between the forces of production in their mate-
rial shape as clements of the labour process — as means of production and
labour power — and these same {orces in their specifically capitalist shell, in
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the shape they assume as values ¢ and v in the valorisation—process. In
Capital Volume Three Marx attacks:

the confusion and identification of the process of social production
with the simple labour-process ... To the extent that the labour-process
is simply a process between man and nature, its simple elements remain
common to all social forms of development. But each specific histori-
cal form of this process further develops its material foundations and its
social forms. Whenever a certain stage of its maturity has been reached,
the specific historical form is discarded and gives way to a higher one
... A conlflict then ensues between the material development of produc-
tion and its social form. (1959, pp. 883-4)

The form of the productive forces peculiar to capitalism, their capitalist
shell (c:v) becomes a fetter on the form they share in common with all
modes of production (M:L). The solution of this problem forms the spe-
cific task of this book.

It is quite characteristic of the intellectual crisis, even decay, of contempo-
rary bourgeois economics that it denies that there is any such problem as
accumulation. The apologetic optimism of bourgeois economics has
simply extinguished all interest in a deeper understanding and analysis of
today’s mechanism of production. Economists like J B Clark {1907) and
Alfred Marshall (1890) imagine that the psychological and individual
motivations driving capitalists to ‘save’ account for the entire problem of
the accumulation of capital. They do not bother to ask if there are objec-
tive conditions that determine the scope, the tempo and finally the
maximal limits of the accumulation of capital. If accumulation is purely a
function of the subjective propensities of individuals and the number of
these individuals grows constantly, how do we explain the fact that the
tempo of accumulation shows periodically alternating phases of accelera-
tion and slow down? How do we account for the fact that the tiempo of
accumulation in the advanced capitalist countries is often slower than that
in the less developed, although the number of those individuals is obvi-
ously greater in the former?

Elsewhere Marshall tries to explain things with the banal observation
that the extent of the demand for capital depends on the level of the rate of
interest. But Marshall breaks off his analysis where the real problems
begin. Prior to the First World War the USA was massively in debt to
Europe despite high domestic interest ratcs. On the other hand, in 1927 the
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USA exported capital sums totalling 14.5 billion dollars, and this export of
capital showed no signs of abating, although the rate of interest at home
had already fallen to 3.5 per cent. This also contradicts the analogous view
of G Cassel that the ‘low rate of interest that prevails during a depression
obviously acts as a powerful stimulus to the expanded production of fixed
capital’ (1923, p. 570).

Why, despite the low rate of interest in the USA, did the expansion of
production come to a halt in that country, or why was capital exported and
not invested at home? If one answers that higher rates of interest prevailed
abroad, the problem is only displaced. For why did the rate of interest fall
in the USA? Because of an ‘oversupply’ of capital there? Then under what
conditions does such an oversupply of capital arise?

This brings us back to the problem that is completely ignored in con-
temporary economics. In this respect Marx was closer lo classical
economy in the way he posed the problem. But whereas classical cconomy
presumed the possibilities of an unlimited accumulation of capital, Marx
predicted insuperable limits to the development of capitalism and its
inevitable economic downfall.

How did Marx conduct this proof? This brings us to the well-known
debate regarding the form in which Marx grounded the ‘necessity of
socialism’. K Diehl tells us that ‘Marx’s theory of value never formed the
fundamental basis of his socialistic principles’ (1898, p. 42). According to
him, Marx’s socialism is grounded not in the Marxist law of value, but in
his materialist conception of history. As proof of the argument that the
labour theory of value contains little that is specifically socialist, Diehl
cites the case of Ricardo who likewise saw in labour the most suitable
measure of value, For Diehl the moral postulate of a just distribution of
income forms the only possible link between socialism and the law of
value. However, as there is no such postulate in Marx, Diehl rejects the
idea that Marx himself draws any such connection.

This widespread conception is totally false. Under capitalism the entire
mechanism of the productive process is ruled by the law of value, and just
as its dynamic and tendencies are only comprehensible in terms of this law
its final end, the breakdown, is likewise only explicable in terms of it. In
fact Marx provided such an explanation.

The idea that capitalism ‘creates its own negation with the inexorability of
a natural process” was already enunciated in Capital Volume One in the
section on the historical tendency of capitalist accumulation (1954, pp.
713-15). But Marx did not explicitly state how this negating tendency
asserts itself, how it must lead to breakdown of capitalism or through what
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immediate causes the system meets its economic downfall. If we then turn
to the corresponding chapter of Capital Volume Three dealing with the
‘law of the tendency of the rate of profit to fall’, we are immediately dis-
appointed (1959, pp. 207-26). The very causes that affect the process of
accumulation also produce the fall in the rate of profit. But is this fall a
symptom of the breakdown tendency? How does this tendency work itself
out? Methodologically speaking, this is where Marx should have demon-
strated the breakdown tendency. Indecd Marx does ask, ‘Now what must
be the form of this double-edged law of a decrease in the rate of profit and
a simultaneous increase in the absolute mass of profit arising from the
same causes?’. We feel now the decisive answer will come. But it does
not.

Already in 1872 a Petersburg reviewer of Capital Volume One wrote:
“The scientific value of such an inquiry lies in the disclosing of the special
laws that regulate the origin, existence, development and death of a given
social organism and its replacement by another, higher one’ (Marx, 1954,
p. 28). Citing these words with the comment that they provide ‘a striking
description” of his own method, Marx says about the dialectical method
thar

it includes in its comprehension and affirmative recognition of the
existing state of things, at the same time also, the recognition of the
negation of that state, of its inevitable breaking up; because it regards
every historically developed social form as being in fluid movement,
and therefore takes into account its transient nature not less than its
momentary existence. (p. 29)

In this sense Eduard Bernstein was perfectly right in saying, against social
democracy’s views about the end of capitalism: ‘If the triumph of social-
ism were truly an immanent economic necessity, then it would have to be
grounded in a proof of the inevitable economic breakdown of the present
order of society’ (Vorwarts, 26 March 1899). However Bernstein himself
believed that such a proof was impossible and that socialism could not
therefore be deduced from any economic compulsions. In Marx’s theory of
the ‘negation of the negation’ Bemstein could see only the “pitfalls of the
dialectical method of Hegel’, a product “‘of one of the residues of Hegel’s
dialectic of contradictions’, a ‘schema of development constructed on
Hegelian lines’ (Bernstein, 1899, p. 22). The theory of breakdown was,
according to him, a ‘purely speculative anticipation’ of a process that had
barely sprouted. This critique was based exclusively on the empirical fact
that the material position of certain strata of the working class had
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improved. For Bemstein this was proof that ‘the actual development had
proceeded in a quite different direction’ to that predicted by Marx. As if
Marx had ever denied the possibility of such improvements in the position
of the working class at specific stages of capitalist development.

How did Karl Kautsky answer Bemsiein’s critique? If Kautsky had
tried to show that relative wages may fall even while real wages (mea-
sured in product terms) risc, and that even in this favourable situation the
social misery and dependence on capital of the working class increase, he
would have contributed to deepening Marx’s theory. But Kautsky simply
rejected the theory of breakdown, arguing that ‘a special theory of break-
down was never proposed by Marx or by Engels’ (1899, p. 42). Kautsky
rejected the notion that the Marxist theory of breakdown cstablishes a ten-
dency for the position of the working class under capitalism ultimately to
deteriorate, in the strong sense of an absolute worsening of its situation, an
absolute growth of its economic misery.

In fact Kautsky proposed the very opposite idea. According to him
Marx and Engels were distinguished from the other currents of socialism
by the circumstance that apart from the tendencies that depress the prole-
tariat, they also foresaw, unlike other socialists, positive tendencies that
elevate its position. They forecsaw ‘not simply an increase in its misery ...
but also an increcasc in its training and organisation, its maturity and
power’ (p. 46). ‘The notion that the proletariat increases in maturity and
power is not only an essential part of Marx’s theory of the breakdown of
capitalism, it is its defining part’ (p. 45). Thus Kautsky quietly ignored
Bemstein’s argument that for the triumph of socialism to be an immanent
economic necessity it would have to be traced to underlying economic
Causcs.

Yet the same Kautsky, who in dealing with Marx’s theory one-sidely
accentuated the tendencies that elevate the working class, would obscrve
some years later that from a certain stage on these positive tendencies
come 1o a standstill, that a retrograde movement gains the upper hand:
“The faclors that led to an increase in real wages in the last [ew decades
have alrcady been wiped out’ (1908, p. 54). Kautsky analyses these
various factors. He shows that the trade unions have been continuously
pushed back on the defensive while the capilalists, united in various asso-
ciations, have cnormously ¢xpanded in strength:

All of which means that the period of rising real wages for one stratum
of the working class after another has come to an end, and many sections
will even face a period of wage cuts. This holds true not only for periods
of temporary depression, but even for periods of prosperity. (p. 549)
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A year later (1909) Kautsky noted that:

It is remarkable that already in the last few years of prosperity, when
industry worked continuously and there was a constant complaint of
labour-shortage, workers proved unable to increase their real wages,
and that they even fell. For various strata of the German working class
this has been proved in unofficial studies. In America there is an official
acknowledgement of this fact for the entire working class. (1909, p. 87)

Kautsky sees the facts, but his description does not go beyond this purely
empirical level. Having rejected Marx’s theory of breakdown, he finds it
impossible to account for them in terms of Marxist theory. What deeper
causes govern the movements of wages and what their fundamental ten-
dency is he does not explain. Thus in the famous ‘debate on revisionism’
there was no real dispute about the theory of the economic breakdown of
capitalism because both Kautsky and Bemnstein abandoned Marx’s theory
of breakdown; the debate itself revolved around less important issues that
were partly terminological.

This remarkable result of the Bemnstein—Kautsky debate was not the
only consequence of the fateful omissions in the exposition of Capital
Volume Three. Right down to today there rules an absolute chaos of con-
flicting views, quite irrespective of whether the individuals concerned are
bourgeois writers or belong to the radical or moderate wing of the
workers’ movement. Both the ‘revisionist’ professor M Tugan-Bara-
novsky and the ‘Marxist’ Rudolf Hilferding rejected the idea of a break-
down of capitalism — of absolute, unsurpassable limits to the accumulation
of capital — replacing it with the theory of a possible unlimited develop-
ment of capitalism. It was a great historical contribution of Rosa Luxem-
burg that she, in a conscious opposition to the distortions of these
‘neo-harmonists’ adhered to the basic lesson of Capital and sought to rein-
force it with the proof that the continued development of capitalism
encounters absolute economic limits,

Frankly Luxemburg’s effort failed. According to her exposition, capi-
talism simply cannot exist without non-capitalist markets. If this line of
reasoning were true, the breakdown tendency would have been a constant
symptom of capitalism from its very inception, and it would be impossi-
ble to explain either periodic crises or the characteristic features of the
latest stage of capitalism called ‘imperialism’. Yet Luxemburg herself
had the feeling that the breakdown tendency and imperialism only appear
at an advanced stage of accumulation and find their sole basis in this
stage. ‘There is no doubt that the explanation for the economic roots of
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imperialism musl be deduced from the laws of capital accumulation’
(Luxemburg, 1972, p. 61).

However Luxemburg herself provided no such deduction and even
made no attempt in this direction. Her own deduction of the necessary
downfall of capitalism is not rooted in the immanent laws of the accumu-
lation process, but in the transcendental fact of an absence of non-capital-
ist markets. Luxemburg shifts the crucial problem of capitalism from the
spherc of production to that of circulation. Hence the [orm in which she
conducts her proof of the absolute economic limits o capitalism comes
close to the idea that the end of capitalism is a distant prospect because the
capitalisation of the non-capitalist countries is the task of centuries. More-
over the collapse of the capitalist sysiem is conceived in a mechanical
fashion. Once capital rules the entire globe, the impossibility of capitalism
will become evident. The result is to anticipate in thcory a situation in
which capitalism will be automatically destroyed, although we know that
there are no absolutely hopeless situations. Luxemburg thus renders the
thcory of breakdown vulnerable to the charge of a quictist latalism in
which there is no room for the class struggle.

No other attempts were ¢ver made to examine the problem of the
‘catastrophe’ of capitalism, as the nco-harmonists deliberately called it
Some cxamples will show the fantastic confusion that prevails today on
this decisively important aspect of Marx’s theory.

The conception of breakdown in the existing literature

First I shall deal with VG Simkhovitch, professor at the University of
Columbia, New York, then with the German professors Werner Sombart
and A Spicthoff and finally with the Frenchman Georges Sorel. Then 1
shall deal with the socialists H Cunow, A Braunthal, G Charasoflf, Boudin,
M Tugan-Baranovsky, Otto Bauer and Rudolf Hilferding.

Simkhoviich rightly disputes the view of Anton Menger that Marx’s
socialism is rooted in the moral interpretation of the theory of value.
According to him this would simply wipe out the distinction between the
carly utopian socialism and modern scientific socialism (Simkhovitch,
1913, p. 2). Like Dichl, Simkhovitch argues that the Marxist notion of
breakdown is anchored not in the theory of value but in a historically con-
structed proof. The decisive element is the malerialist conception of
history expounded in the Communist Manifesto which, Simkhovitch
argues, ‘contains no reference at all to any theory of value’ (p. 4). Thus
while Bemnsiein saw in the Marxist theory of breakdown a schema of
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development constructed on Hegelian lines, derived in a purely specula-
tive manner from Hegel’s dialectic, Simkhovitch sees in it a reflection and
generalisation of actual circumstances and tendencies that prevailed
empirically at the time of the writing of the Manifesto. Marx’s theory of
immiseration was, accordingly, drawn from historical experience.

In Capital, according to Simkhovitch, ‘Marx remained in his theory a
typical free trader of the classical variety’ (p. 69). Only this position could
allow Marx 10 establish his theories of immiseration and breakdown. Of
course, Marx lived to see the introduction of the ten-hour day and factory
legislation. ‘But it was too late; Marx’s theory had acquired a finished
shape and formulation. As a theory it was profound, but it bore no relation
whatever to the social changes going on before his very eyes’ (p. 70).
From the wage fund theory Marx accepted the assumption that the
working class could never improve its situation. To support this view he
used Andrew Ure’s theory of the impact of machinery on labour (p. 70).
‘Marx constructed his theory of wages and population around these facts.
This data tended to suggest that in industrial society technological
improvements led to a surplus population, immiseration of thc unem-
ployed and low wages’ (p. 71). Through the setting frec of workers such
improvements would lead to the formation of a reserve army which would
in turn keep wages low. Hence Marx, according to Simkhovitch, “pre-
cluded the possibility of any wage increases that might threaten the contin-
uous expansion of capital’ (p. 73). According to Marx, says Simkhovitch,
‘the progress of accumulation sets free an ever greater mass of workers,
the result is an increasing pauperisation of the working class’ (p. 76).

Afier this description of Marx’s theory, its critique becomes all too
easy. Simkhovitch claims to test the theory in the light of data on wages.
He concludes that the ‘experience of all the industrial countries without
exception shows a continuous and unprecedented improvement in the
position of the working classes’ (p. 93). With this reference to empirical
facts Simkhovitch imagines he has disposed of the whole of Marx’s
sysiem, ‘because its comerstone is the theory of immiseration’ (p. 82).

Simkhovitch does not notice that he has confused two things which
have nothing to do with one another and which, in Marx, stand quite inde-
pendent of one another. The empirical fact of the displacement of workers
through machinery has nothing to do with the Marxist theory of immiser-
ation or with the process by which workers are ‘set free’ due to the general
law of capitalist accumulation and its historical tendency. The setting free
of workers through machinery which Marx describes in the descriptive
portion of his book is an empirical fact. The theory of immiseration and
breakdown as expounded in the chapter on accumulation is a theory
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derived in a deductive manner, on the foundation of the law of value, from
the fact of capitalist accurmulation. It is a theory that makes no sense apart
from the law of value.

The setting free of workers through the introduction of better machin-
ery is a result of the technological relation M:L. It is an expression of tech-
nological advance, and as such something characleristic of any mode of
production, including the planned economy of socialism. The Marxist
theory of immiseration and breakdown, on the other hand, flows from the
fact that in the capitalist accumulation process means of production and
labour-power are applied in their value forms ¢ and v. These value forms
are the primordial source of the absolute necessity for valorisation, with
all its consequences: imperfect valorisation, the reserve army, efc:

The fact that the means of production, and the productiveness of labour,
increase more rapidly than the productive population, expresses itself ...
capitalistically in the inverse form that the labouring population always
increases more rapidly than the conditions under which capital can
employ this increase for its own self-expansion. (Marx, 1954, p. 604)

Sombart’s treatment of the theory of breakdown is characterised by
superficiality and an almost incredible ignorance of the facts. According
to him, Marx founds the necessity for the proletartan revolution on his
theory of crises and his theory of immiscration. He claims that the theory
of crises was proposed initially in the Manifesto and not developed by
Marx or Engels or by anyone after that. The same is supposed to hold rue
of the theory of immiseration. It is a siriking sign of Sombart’s theoretical
illiteracy that in a work of two volumes running into a thousand pages and
devoted to the theme of ‘Marxism’, the Marxist theory of accumulation is
nol mentioned once with the problem of the downfall of capitalism.
Sombart’s hopeless empiricism is obvious in the way he tries to finish off
Marx’s theory. The two theories in question are described as an expression
of the ‘situation’ or the ‘mood’ generated by the ‘circumstances of that
time’. This epoch has been relegated to the past, however, and recourse o
experience is enough 10 establish the weakness and untenability of those
theories.

Sombart’s claim that after its formulation in 1e Manifesto, the theory
of crises was never developed any further by Marx, can be shown to be
baseless by a mere glance at the dozens of important passages in Capital
Volumes Two and Three and the pages of the relevant section of Theories
of Surplus Value (Part 2, Chapter 17) . Later we shall see that the Marxian
theory of immiseration was not a formulation based on the ‘circumstances
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of the time’ but a deduction drawn logically from the Marxian theory of
value and accumulation.

A Spiethoff’s great ‘discovery’ in the field of crisis theory is his
altempt to explain crises in terms of the overproduction of means of pro-
duction relative t0 means of consumption. Spicthoff tries 10 present
Marx’s own theory as an underconsumplionist one; the final breakdown of
capitalism is supposed 10 follow as a consequence of the insufficient con-
sumption of the masses (1919, p. 439). Where Spiethoff finds such a for-
mutation in Marx he does not say. But it enables him to prove Marx’s
theory false by recourse 10 facts. ‘The aclual course of development was
quite different to the one Marx supposed’ (p. 440). Capitalism does not
suffer from restricted consumption, according to him. The sharpest market
fluctuations are found in the spheres of industry that produce means of
production, not in those that produce the means of consumption.

Elsewhere Spiethoff adds some further elements to his description of
Marx’s theory of crises; ‘Marx’s starting point is the falling tendency of
the rate of profit’ (1925, p. 65). Whether and what sort of connection there
is between this tendency of the rate of profit and crises — the question
which is so fundamental to any understanding of the Marxian theory of
crises — is quietly ignored. He simply produces a few quotations from
Capital and then explains that Marx confused general tendencies pertain-
ing to the final collapse of capitalism with short-term fluctuations. But
because Spiethoff himself cannot grasp the logical relationship between
these two elements he passes over the real kemel of Marx’s theory of crises
and breakdown without the least understanding and interprets the theory as
ong¢ of disproportionality and underconsumption at the same time.

Whatever Sorel has to say aboul the theory of breakdown only proves
that for him the economic side of Marx’s system remains a closed book.
He tries to justify his own lack of comprehension by raising it to the status
of a general principle. In other words, one does not really need to under-
stand the Marxian theory of breakdown, for the ‘final catastrophe’ is
simply a ‘social myth’ designed to rally the proletarian masses for class
struggle. The basis of this entire conception is the view that ‘men of action
would lose all sense of initiative if they reasoned things out with the rigour
of a critical historian” (Sorel, 1907, p. 59).

To take yet another version of bourgeois criticism, Thomas G Masaryk
(1899) argues that Marx and Engels expected the collapse of bourgeois
society in their own lifetime. He ascribes o Marx the argument that the
ever-growing concentration of capital would lead to a breakdown. In fact,
Masaryk’s view is gratuitous and false. Marx argued only that due to the
process of concentration, compelitive capitalism is transformed into a
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monopoly capitalism. The breakdown was derived by him from com-
pletely different causes. To refute Marx, Masaryk appeals to the fact that
the middle classes have not in fact disappeared and that even the position
of the working class has improved. 1n his conception Marx supposedly
derived the necessity of a breakdown from the proletarianisation of the
middle classes. There could not be an easier refutation of Marx’s system.
But as for theoretical arguments against the theory of accumulation and
breakdown Masaryk can think of none. Joseph A Schumpetecr repeats the
same banal dogmas against Marx. For him Marx was an underconsump-
tionist — he derived crises from the ‘discrepancy between society’s capac-
ity to produce and its capacity to consume’ (1914, p. 97).

Among Marx’s critics Robert Michels takes special place as he has
devoted a whole book (1928) to the question of immiseration and break-
down. In this book Michels proposes to clarify the issues involved once
and for all and to show that Marxism has been ‘scientifically overvalued’,
a fact which is only explicable, according to him, due to the ‘crass igno-
rance’ that prevails about Marx’s predecessors and contemporaries. A
comparison between Marx and writers of the seventeenth and eighteenth
centuries would prove that Marx was hardly original. Most of Marx is to
be found not only among the socialists, but cven among contemporary lib-
erals and clericalists. Indeed, as early as 1691, John Locke had a certain
presentiment of the existence of a reserve army and its tendency to
become pauperised (p. 55).

Yet in direct contradiction to the view that Marx simply plagiarised the
early theory of pauperisation from writers of the past, Michels expounds
the opposite view that Marx’s theory was simply a reflection of the specific
relations in which the young industrial countries of Europe found them-
selves on the outbreak of the February revolution in Paris, 1848 {p. 195).
Still, Marx had a lot to reccommend him over countless numbers of his pre-
decessors. What the latter often stated only in the form of isolated observa-
tions, cmpirical accidents and even episodes, appeared in Marx in the form
of ‘the causal connections and overall plasticity of a system’ (p. 196).

About what sort of ‘causal connections’ or what ‘system’, you find in
Michels not even a dying word, as he is thoroughly incapable of any theo-
retical analysis. Michels obviously belicves that independent ideas are
quitc unnecessary for a writer and are infiniiely replaceable by ‘erudition’.
He can think only politically and historically. To him knowledge contains
no room for theory. Can we wonder that with such an attitude Michels is
quite incapable of grasping the simplest clements of theory and fills hun-
dreds of pages in his book, in one massive confusion, with things that have
absolutely nothing to do either with Marx or with the Marxist ‘thcory of
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immiseration’? Anyone at all who has ever written about poverty becomes
immediately transformed into a ‘predecessor’ of Marx.

Because Michels ignores the specific nature of Marx’s theory of
immiseration (its derivation from the specific moments of the capitalist
process of reproduction), and because his study concentrates on an amor-
phous ‘poverty’ (the opposition of rich and poor), he can trace the *prede-
cessors of Marx’ back into the seventeenth century and even further back,
into antiquity and the bishops of the ancient church. Finally because
Michels has no notion of the theory that was worked out by Marx,
nowhere mentions the actual moments that lead to a disruption of the cap-
italist mechanism in the course of accumulation, he secs *poverty’ as the
sole source of the revolutionary hopes of Marxist socialism. But he knows
that Marx himself supported trade union struggles as a means of improv-
ing the position of the class and is therefore forced to conclude that ‘there
is an indisputable contradiction here’ (p. 127).

Even more strange than the interpretation of the theory of breakdown
by the bourgeois economists was its description in the writings of Marxists
and socialists,

The oldest representative of the theory that traces the breakdown of
capitalism to a lack of non-capitalist market outlets is H Cunow. Marx’s
diagnosis of the tendencies of development of capitalism was basically
correct Cunow argues, but he misjudged their tempo because he regarded
the market outlets of that time as given. Capital’s ability to win new
spheres for investment and trade in the final decades of the century had a
mitigating impact on the breakdown tendency. The expansion of foreign
markets ‘not only created an outlet that could absorb the constantly recur-
ring superabundance of commodities’ but could also, through this mecha-
nism, ‘diminish the tendency towards the outbreak of crises’ (Cunow,
1898, p. 426). Without the conquest of new markets in the 1870s and
1880s, English capitalism would long ago have faced a contradiction
between the absorptive capacities of her existing markets and the gigantic
growth of her capitalist accumulation.

Cunow criticises Bemnstein for mistakenly generalising from a specific
stage of development and projecting its special tendencies across all stages
without asking whether the conditions would always exist for an extension
of the world market to keep pace with the expansion of production (p. 424).
Cunow himself ruled this out. Up to the 1870s England enjoyed a
monopoly on the world market, after which Germany and the United States
emerged as industrial competitors. This in turn was followed by the indus-
trialisation of India, Japan, Australia and Russia, and would soon be fol-
lowed by that of China (p. 427). To Cunow the breakdown of capitalism
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was only a matter of time (p. 427). Fifteen years later Luxemburg took over
this theory word for word and tried to deepen it theoretically.

The theory of breakdown developed by Cunow and later defended by
Luxemburg and her followers, such as F Sternberg, is the only one dealt with
by A Braunthal. He knows of no other theory of breakdown, and he regards
the very conception as fundamentally incompatible with Marx’s system. He
accentuates the tendencies towards the concentration and centralisation of
capital and the polarisation betwecn the classes, and rejects a theory of
breakdown because it is incompatible with Marx’s theory of class struggle.

For any work in the present a theory of breakdown clearly leads to pure
passivity ... If one took the theory to its logical conclusion, the prole-
tariat’s present lask would consist only of organisational and educa-
tional preparation for the revolution. Any activity immediately directed
to the present, any class struggle for the present goals would be basi-
cally useless. For in that case all objective development leads to a pau-
perisation of the proletariat, and it makes no sense to put onesclf into
opposition to such development. (Braunthal, 1927, p. 43)

Nikolai Bukharin likewise [ails 1o provide a serious account of the theory
of breakdown and simply ends up with nebulous phrasecmongering about
‘contradictions’. Bukharin tears all the threads that tie the breakdown of
capitalism to actual tendencies of economic development. His theory of
breakdown is the following:

Capitalist society is a ‘unity of contradictions’. The process of move-
ment of capitalist society is a process of the continual reproduction of
the capilalist contradictions. The process of expanded reproduction is a
process of the expanded reproduction of these contradictions. If this is
$0, it is clear that these contradictions will blow up the entire capilalist
system as a whole. (1972, p. 264)

Satisfied with the results of his analysis, Bukharin then proclaims, ‘We
have reached the limir of capitalism’ (p. 264). ‘Even this general ... expla-
nation of the collapse of capitalism postulates a limit which is in a certain
sense objective. This limil is given to a certain degree by the tension of
capitalist contradiciions’ (pp. 264-5). He decrees: ‘It is a fact that imperi-
alism means catastrophe, that we have entered into the period of the col-
lapse of capitalism, no less’ (p. 260).

The exactness of Bukharin’s analysis is amazing. He obviously
believes that pure assertions will do by way of proof. Bukharin calls his
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‘contradiction’ phrascology dialectical. The lack of any concrete proof-
procedure, the complete inability to conduct a theoretical analysis, is
covered up with the term dialectical and this is the ‘solution’ of the
problem. Bukharin’s statement that it is a fact that we have entered a
period of the breakdown of capitalism may very well be true, but it is pre-
cisely a question of explaining this fact causally, of establishing by way of
theory, the necessity for a tendency to break down under capitalism. As
for what kind of sharpening of ‘contradictions’ we might expect, Bukharin
naturally refers us to his book Economics of the Transformation Period,
where his hopes about the breakdown of capitalism are shifted on to a
‘second round’ of imperialist wars and the gigantic destruction of produc-
tive forces caused by war. Bukharin’s theory of breakdown turns out to be
nothing but a reformulation of Russia’s own experiences during the War:

Today we are able to watch the process of capitalist collapse not merely
on the basis of abstract constructions and theoretical perspectives. The
collapse of capitalism has started. The October Revolution is the most
convincing and living expression of that. {1971, p. 266)

As for the causes of this collapse in Russia:

The revolutionisation of the proletariat was doubtless connected to the
economic decline, this to the war, the war to the struggle for markets,
raw materials and spheres of investment, in short with imperialist poli-
tics in general. (p. 267)

So according to Bukharin, the collapse of capitalism flows from the
destruction of the economic base. But this latter is not grounded in eco-
nomic forces, in inexorable economic laws of the capitalist mechanism
itself, but in war, in a force that exists outside the economy and which
exerts a disintegrating influence on the apparatus of production from the
outside. It would be useless to search Bukharin for any other cause of the
breakdown of capitalism than the ravages created by war. The breakdown
flows from transcendental causes whereas, for Marx, it is an immanent
consequence of the very laws that regulate capitalism.

If, like Bukharin, we expect the breakdown of capitalism to flow from
a second round of imperialist wars, then it is necessary to point out that
wars ar¢ not peculiar to the imperialist stage of capitalism. They stem
from the very essence of capitalism as such, during all its stages, and have
been a constant symptom of capital from its historical inception, Later I
shall show that far from being a threat to capitalism, wars are a means of
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prolonging the existence of the capitalist system as a whole. The facts
show precisely that after every war capitalism has entered on a period of
new upsurge.

In a more profound study than anything offered by Bukharin, G Chara-
soff correctly underlines the strict connection between Marx’s theory of
breakdown at the end of Capital Volume One and the theory of the falling
rate of profit: Al the propositions of the theory of breakdown arc basically
intended to be only different expressions of a single fundamental fact — the
fall in the rate of profit’ (Charasoff, 1910, p. 3). The fall in the rate of profit
is according to Marx only an expression of the fact that with the advance of
technology an ever smaller mass of living labour is required to set capital,
or dead labour, into motion. With the incessant development of social pro-
ductivity, the rate of profit must fall and capitalism becomes intrinsically
unstable. There is an intensified competition and concentration of capitals,
‘overproduction becomes incvitable, the reserve army forms with the force
of a natural law and the final catastrophe supervenes’ (p. 4).

However Charasoff himself disputes the correctness of this idea, on
two grounds. First he disputes the fact of the falling rate of profit
(pp. 294-7). This law in his opinion is obviously wrong. Sccondly hc
doubts whether the breakdown as such can be deduced from the tendential
fali in the rate of profit (p. 299). Charasoff fcels that in Marx the break-
down is connected to the falling ratc of profit, but what this connection is
he himself cannot show. In this sense he fails to demonstrate the economic
necessity of the breakdown from the laws pertaining to the system itself.
Therefore he ends up saying that ‘the fall (in the rate of profit} has to be
consciously produced’ (p. 316). This alone will cnable Marxism to over-
come its ‘fatalistic character’ according to which socialism is a product
‘mainly of the external collapse of capitalism and not of the conscious
assaulls’ of the masses (p. 318). By struggling on its wage demands, Lhe
working class consciously reduces the rate of profit and prepares the
ground for the generalised crisis.

Boudin likewise accepts the idea that the downfall of capitalism is
inevitable. He correctly says that this can only be undersiood and
explained with the help of Marx’s theory of value. *According to the theory
of Marx’, he writes, ‘the purely economic-mechanical breakdown of capi-
talism is a result of the inner contradictions of the law of value’ (1909, p.
173). But Boudin offers no proof of this. He simply offers a description of
the concentration and centralisation of capital that flows from competition
in which the bigger capitalists beat the small, and concludes that if the laws
of capital were to operale unhindered, no capitalists would be left to form
any sort of social class (p. 172). Boudin does not get past generalities of
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this kind. It is not surprising, therefore, that he finally falls back on
Cunow’s theory of the necessity for non-capitalist markets as a condition
of existence of capitalism. The industrialisation of non-capitalist countries
is ‘the beginning of the end of capitalism’ (p. 264). Capitalism’s inability
to find outlets for its surplus product is the basic cause of periodic distur-
bances ‘and will finally lead to its breakdown’ (p. 255).

It should be obvious that not only Tugan-Baranovsky but also the
socialist neo-harmonists Rudolf Hilferding and Otto Bauer are completely
hostile to the idea that capitalism contains unsurpassable economic limits.
Tugan-Baranovsky says that

the absolute Jimit to any further expansion of production is given in the
quantum of productive forces at the disposal of society; capitalism is
defined by an incessant but futile striving to reach these limits. Capital
can never actually reach them. (Tugan-Baranovsky, 1901, p. 31)

Therefore ‘capitalism can never collapse from purely economic causes,
whereas it is doomed for moral reasons’ (Tugan-Baranovsky, 1904,
p. 304). Elsewhere he says that there “are no grounds for supposing that
capitalism will ever meet with a natural death; it has to be destroyed
through conscious, human will, destroyed by the class exploited by
capital, by the proletariat’ (Tugan-Baranovsky, 1908, p. 90).

Tugan-Baranovsky upholds this idea because he opposes the material-
ist conception of history and grounds socialism moralistically in the con-
scious will of the proletariat as something divorced from the objective
course of economic development. Yet the same idea is taken over by
Bauer, Hilferding and Kautsky, who stand on the terrain of historical
materialism. According to Bauer, objective limits are indeed imposed on
accumulation by the size of a given population. Within these demographic
limits unfettered accumulation occurs. Of course in reality accumulation is
accompanied by violent crises, but only because accumulation surpasses
the given demographic limits; in relation to the population at the disposal
of capital there is either an overaccumulation or an underaccumulation of
capital. Yet these periodic crises are only momentary disruptions of the
equilibrium of capitalist accumulation.

The periodic occurrence of phases of prosperity, crisis and depression
is only the empirical expression of the fact that the mechanism of the
capitalist mode of production automatically eliminates over- or under-
accumulation, and always adjusts the accumulation of capital to the
growth of population. (Bauer, 1913, p. 871)
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Thus for Bauer crises are passing phenomena that are automatically
overcome by the mechanism of capitalist production. The schematic equi-
librium of the reproductive process is also Hilferding’s peculiar obsession;
crises are a reality only because production is not regulated. With a pro-
portional distribution of capital in the individual branches of industry,
there would never be overproduction. In a case like that capitalism could
expand without limits; ‘production can be expanded indefinitely without
leading to the overproduction of commodities’ (Hilferding, 1981, p. 241).
On the few occasions that Hilferding refers to breakdown, he hastens o
add that it will be ‘political and social, not economic; for the idea of a
purely economic collapse makes no sense’ (p. 366). When the bourgeois
economist Ludwig von Mises argues that the modem organisation of
exchange and credit are a threat to the continued existence of capitalism,
that ‘the development of the means of circulation must necessarily
produce crises under capitalism’ (Mises, 1912, p. 472), Hilferding can
only deride this ‘latest representative of the breakdown theory’ (Hilferd-
ing, 1912 p. 1027). Far from leading to the breakdown of capitalism, the
credit system is to him a means of transferring the entire productive mech-
anism from the hands of the capitalists into those of the working class:

The socialising function of finance capital facilitates enormously the
task of overcoming capitalism. Once finance capital has brought the
most important branches of production under its control, it is enough for
socicty, through its conscious executive organ — the state conquered by
the working class ~ to seize finance capital in order to gain immediate
control of these branches of production ... Even today, taking posses-
sion of six large Berlin banks would mcan taking possession of the most
important spheres of large-scale industry. (Hilferding, 1981, pp. 367-8)

This entire conception corresponds to the dream of a banker aspiring for
power over industry through credit. 1t is the putschism of Auguste Blanqui
translated into economics.?

The breakdown of capitalism was either rejected completely, or
grounded in a political voluntarism. No economic proof of the necessary
breakdown of capitalism was ever attempted. And yet, as Bernstein
reaiised in 1899, the question is one that is decisive to our whole under-
standing of Marxism. In the materialist conception of history the social
process as a whole is determined by the economic process. It is not the
consciousness of mankind that produces social revolutions, but the contra-
diciions of material life, the collisions between the productive forces of
society and its social relations:
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If one wants to prove that capitalism cannot continue for ever, one has
to prove the necessary breakdown of capitalist economy and its
inevitable transformation into socialist economy. Once this is estab-
lished, one has proved the necessary transformation of capitalism into
its opposite and on¢ has then brought socialism out of the realm of
utopia into that of science. (Tugan-Baranovsky, 1905, p. 209)

I shall show later that Marx provides all the elements necessary for this
proof.

How Kautsky finally abandoned Marx’s theory of accumulation and
of breakdown

In his latest book (1927) Kautsky abandons his earlier method of distort-
ing Marx under the guise of defending him, in order openly to oppose the
basic ideas of Capital. In the chapter called ‘the downfall of capitalism’,
he asks, ‘will capitalism end the same way that feudalism did before it?’
That it will is a pure assumption, according to Kautsky, and one which
‘Marx and Engels never completely rid themselves of’ (p. 539). Here we
have a good example of Kautsky’s method of distortion. He tries to create
the impression that at one time Marx and Engels supported the idea of the
economically necessary downfzll of capitalism, but tried to rid themselves
of it without ever fully succeeding. In fact the idea of the necessary down-
fall of capitalism is absolutely basic to Marx’s theory of accumulation and
crises in both Capital Volumes One and Three.

According 1o Kautsky, the notion of breakdown contradicts the facts.
Like the bourgeois critics of Marx he argues that the Marxian theory of
immiseration is an empirical deduction from the conditions prevailing in
the 1840s. It was valid in the terms of the frightful ravages caused by cap-
italism in the working classes of the early nineteenth century. But afier
1847, Kautsky continues, England saw the repeal of grain tariffs, the insti-
tution of a ten-hour working day and the beginnings of a new epoch of
expanding industry and unicnism: ‘In industries covered by the Factory
Acts the condition of the working class improved significantly’ (p. 541).
Political methods likewise contributed to improving the economic posi-
tion of the workers:

As democracy expanded the proletariat of the large towns increasingly
gained control of their administration and, even in the midst of bour-
geois society, gained the capacity to improve their conditions of
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welfare and life to such a degree that their general conditions of health
improved perceptibly. (p. 542)

Kautsky concludes that ‘it is no longer possible to maintain that the capi-
talist mode of production prepares its own downfall through the very laws
of its own development’ (p. 541). Kautsky's argument is based entircly on
the fact that the position of the working class improved after the condi-
tions described in the Communist Manifesto. From this fact he draws the
conclusion that Marx’s theory of the development of the productive forces
under capitalism is untenable, especially the idea, basic to Marx, that from
a certain stage onwards capitalism is a fetter on the productive forces. To
this Marxist theory Kautsky counterposes the directly opposite concep-
tion: ‘If earlier modes of exploitation ultimately led to a destruction of the
productive forces, despite short spasms of expansion, industrial capital is
defined by its tendency to augment them’ (p., 539).

A few pages later Kautsky says that in ‘Capital Volume One, 1867,
Marx spoke an entirely different language’ (p. 541) to that of two decades
earlier. In Capital Marx is supposed to have abandoned the theory of pau-
perisation. Yet the essential aspects of Marx’s theory of immiseration and
breakdown were first presented only in Capital. This was possible, despite
his acknowledgement that the position of the working class had improved,
because he did not derive the inevitable pauperisation of the working class
under capttalism from the empirical conditions of England in the 1840s,
but by way of a deduction from the very nature of capital or the law of
accumulation peculiar to capitalism.

The worsening position of the working class and the growth of the
reserve army are certainly not the primary facts from which the break-
down is deduced; rather they are the necessary consequences of the accu-
mulation of capital at a specific stage of capitalism. It is the accumulation
of capital that forms the primary cause that leads ultimately to the eco-
nomic failure of capitalism due (o an imperfect valorisation of the accu-
mulated capital. Characteristically Kaulsky completely ignores the theory
of accumulation and breakdown formulated in the chapter on the general
law of capitalist accumulation. This is especially obvious in the way he
refutes Luxemburg’s view as:

Yet another hypothesis that attempts to deduce the ineluctable neces-
sity for a final economic breakdown of capitalism from the conditions
of its process of circulation — despite, or rather precisely because of its
cxpansion of the productive forces — in direct opposition to Marx who
proved the exact opposite in Capital Volume Two. (p. 546)
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So in Volume Two Marx is supposed to have proved the possibility of an
unfettered development of the productive forces under capitalism,
Kautsky finally has to appeal to Bauer’s reproduction scheme, describing
it as ‘the most important critique’ (p. 547) of Luxemburg’s theory. Bauer
likewise defends the thesis of a possible unlimited accumulation (Bauer,
1913, p. 838).

Tugan-Baranovsky was the first to suppose that Marx’s reproduction
schemes at the end of Capital Volume Two are proof that Marx himself was
convinced of the possibility of a crisis-free, unlimited development of the
productive forces of capitalism. Tugan-Baranovsky admits that Marx never
explicitly formulated the thesis of equilibrium that allegedly underlies the
reproduction schemes and that these schemes were never developed logi-
cally by Marx: ‘“The logical deductions that flow from them, which Marx
himself totally neglected, are a blatant contradiction with the ideas he pro-
fessed before constructing the schemes’ (1913, p. 203). Natrally Tugan-
Baranovsky has to clarify this astonishing contradiction, and he tries to do
this by seeing the system prior to the construction of the schemes as an
older, outdated draft of Marx’s theory. Because Marx never reworked this
earlier portion his earlier ‘analysis remained incomplete’ (p. 203).

In accepting Bauer’s theory Kautsky rejects the notion of a final limit
to capitalist accumulation, and stands on the same ground as Tugan-Bara-
novsky 25 years earlier.2 But if Tugan-Baranovsky was at least aware of
the contradiction contained in an harmonist interpretation of the reproduc-
tion schemes, it is characteristic of Kautsky, Bauer and Hilferding that
they are not in the least bothered by it. When the contradiction is apparent
they abandon Marx’s theory and stick to their own harmonist interpreta-
tions. To Kautsky crises are only temporary disruptions caused by the lack
of proportionality between individual branches. But ‘the correct propor-
tionality is always re-established’ (1927, p. 548).

Kautsky is not content simply with abandoning Marx’s theory of the
final economic end of capitalism. He becomes an unconditional admirer of
capitalism. During the great catastrophe of the War:

capitalism did not collapse. It showed us that its ¢lasticity, its capacity
to adjust to new conditions, was much stronger than its vulnerability. It
stood the test of war and stands today, from a purely economic point of
view, stronger than ever. (p. 559)

Kautsky’s faith in the economic future of capitalism, his optimistic enthu-
siasm for it, are carried so far that like Bemstein he concludes that capital-
ism is always capable of surmounting all obstacles; that not only has no
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one ever produced a theoretical proof of its economically necessary down-
fall, but that such a proof is impossible. The practical experiences of capi-
talism ‘more than testify to ils capacity to survive and to adjust to the most
manifold and even desperate situations’ (p. 559). ‘Three decades ago’,
Kautsky says:

I dealt with the problem of crises. Since then capitalism has survived so
many crises, has shown its capacity to adapt to so many ncw, often
quite astonishing and extraordinary demands that today it seems to me,
from a purcly economic point of view, far more capable of survival
than it did some decades back. (p. 623)

It is guite sad to watch a thinker of such exceptional merit, towards the
closing stages of his active life, rejecting his entire life’s work at a single
stroke. The conclusions Kautsky draws constitute an abandonment of sci-
entific socialism. If there is no economic reason why capitalism must nec-
essarily fail, then socialism can replace capitalism on purely
extra-economic — political or psychological or moral — grounds. But in
that case we abandon the materialist basis of a scientific argument for the
neccessity of socialism, the deduction of this necessity from the economic
movement. Kaulsky himself senses this:

The prospects for socialism depend not on the possibility or necessity
of a coming collapse or decline of capitalism but on the hopes we must
have that the proletariat attains sufficient strength, that the productive
forces grow sufficiently to provide abundant means for the welfare of
the masses ... finally, that the necessary economic knowledge and con-
sciousness develop in the working class to ensure a fruitful application
of these productive forces by the class — these arc the preconditions of
socialist production. (p. 562)

Kautsky displaces the question from economics o politics, from the
sphere of economic laws to the sphere of justice. Once problems of distri-
buticn become decisive, socialism retrogresses three-quarters of a century
to its historical starting-points, to Pierre Joseph Proudhon and his demand
for just distribution, To abandon materialism as our basis is to abandon
socialism in favour of reformism.

Once the economic basis for the destruction of capitalism is given up,
where is the certainty that the proletanat, having become the decisive
class, will define ils goal as the destruction of capitalism? Will it not
perhaps prefer to reconcile itself with the existing order of society? Why
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should the working class come out against capitalism when it is not only
capable of an unfettered development of the forces of production, but
secures for it a constant improvement in its conditions of life and ever
increasing protection through social reforms?

Capilalism is doing all that, Kautsky assures us, and yet the working
class will realise socialism. According 10 Kautsky — despite all the devel-
opments of the productive forces, despite all the improvemenits in the posi-
tion of the working class, despite all advances in social legislation — class
antagonisms become progressively sharper, not milder, under capitalism
so that the conscious intervention of the proletariat is something
inevitable. Kautsky enumerates a series of subsidiary moments that will
lead to a sharpening of class antagonisms: ‘Here, and not in the accumula-
tion of capital or the growth of crises, will the fate of socialism be decided’
(p. 563). Kautsky fails to realise that he is simply moving in circles. If the
causes of sharper class struggle are economically conditioned, then his
own standpoint proves the necessary collapse of capitalism, with only this
difference; that the causes given by Marx (growing accumulation and its
consequences in insufficent valorisation and crises) are replaced by other
causes. Or — and this is the second altemative — these causes are not eco-
nomically conditioned, in which case the growth of class oppositions are
traced to the consciousness of the working class as something pure, some-
thing cut loose from the economic movement. In truth this is the ultimate
basis on which Kautsky’s socialism is grounded - the realisation of social-
ism purely voluntaristically, through the conscious will of the workers,
without any economic failure of capitalism and despite improvements in
the conditions of life of the proletariat.

Notes

1. At the Kiel convention of the Social Demnocratic Party (May 1927) Hilferd-
ing explained in his report:

I have always rejected any theory of economic breakdown. In my opinion
Marx himself proved the falsehood of all such theories. After the War a
theory of this sort was represented mainly by the Bolsheviks who thought we
were on the verge of the collapse of the capitalist system. No such collapse
followed. There is no reason to regret that | have always been of the opinion
that the downfall of the capitalist system is not something one wailts for fatal-
istically, not something that will flow from the inner laws of this system, but
that it must be the conscious act of the will of the working class. Marxism has
never been a fatalism but, on the contrary, the most intense activism.
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With the same logic Hilferding might have argued that the conscious will of
workers who force wages up through strike action proves that there are no
economic laws governing the movement of wages.

At that time Kautsky had attacked Tugan-Baranovsky, from an undercon-
surnptionist standpoint, in his articles on theories of crisis.



2 The Law of Capitalist Breakdown

Is there a theory of breakdown in Marx?

Even if Marx did not actually leave us a concise description of the law of
breakdown in any specific passage he did specify all the elements required
for such a description. It is possible to develop the law as a natural conse-
quence of the capitalist accumulation process on the basis of the law of
value, so much so that its lucidity will dispose of the need for any further
proofs.

Is it correct that the term ‘theory of breakdown’ stems from Bemnstein,
not Marx? Is it true that Marx nowhere ever spoke of a crisis that would
sound the deathknell of capitalism, that ‘Marx uttered not a single word
that might be interpreted in this sense’, that this ‘stupid idea’ was smug-
gled into Marx by the revisionists? (Kautsky, 1908, p. 608) To be sure,
Marx himself referred only to the breakdown and not to the theory of
breakdown, just as he did not write about a theory of value or a theory of
wages, but only developed the laws of value and of wages. So if we are
entitled to speak of a Marxist theory of value or theory of wages, we have
as much right to speak of Marx’s theory of breakdown.

In the section on the law of the iendency of the rate of profit to fall in
the course of accumulation where Marx shows how the accumulation of
capital proceeds not in relation to the level of the rate of profit, but in rela-
tion to its mass, he says, ‘This process would soon bring about the collapse
of capitalist production if it were not for counteracting tendencies that
have a continuous decentralising effect alongside the centripetal one’
(1959, p. 246). So Marx observes that the centripetal forces of accumula-
tion would bring about the breakdown of capitalist production, were it not
for the simultaneous operation of counteracting tendencies. However, the
operation of these counteracting tendencies does not do away with the
action of the original tendency towards breakdown: the latter does not
cease to exist So Marx’s statement is only intended to explain why this

59
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tendency towards breakdown does not enforce itself ‘soon’. To deny this
is to distort the clear sense of Marx’s words.

However it is scarcely a matter of words which ‘might be interpreted in
this sense’, and so on. Where the mere interpretation of words leads to is
quite obvious from the directions in which Kautsky drags Marx’s theory.
For us the question is: suppose initially we abstract from the counteracting
tendencies that Marx speaks of, how and in what way can accumulation
bring about the breakdown of capitalist production? This is the problem
we have to solve.

Preliminary methodological remarks

We have to show how, as a result of causes which stem from the economic
process itself, the capitalist process of reproduction necessarily takes the
form of cyclical and therefore periodically recurring movements of expan-
sion and decline and how finally it leads to the breakdown of the capitalist
system. However if the investigation is to be fruitful and to lead o exact
results, we shall have o choose a method that can ensure this exactness.

What should we regard as the characteristic, determining condition of
the reproductive cycle? Lederer identifies this as the price movements in
the course of the business cycle: in periods of expansion commodity
prices, including the price of labour power, rise; in periods of crisis and
depression they fall. Therefore his way of posing the question is the fol-
lowing: how is a general increase of prices possible in periods of expan-
sion? Expansions in the volume of production such as characterise periods
of boom are, according to Lederer, only possible due to price increases.
Therefore price increases are what he has to explain first. Lederer sees the
creation of additional credit as the sole impulse behind price increases.
Consequently he attributes to this factor the major role in determining the
shape of the business cycle.

Spiethoff’s explanation is quite different: ‘An increase in capital
investments forms the true hallmark and causal factor of every boom’
(1925, p. 13). Here not one word is said about price increases and we
could just as well choose a whole series of other forces as our basic indi-
cators without moving one step further in explaining the problem. For the
question is not one of which appearances are characteristic or typical of
the business cycle, but which are necessary to it in the sense that they con-
dition it. That price increases generally occur during an upswing does not
mean that they are necessarily connected with it. If like Lederer, we were
to assume that upswings presuppose rising prices we would be totally
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stumped by the American booms which were sometimes characterised by
falling prices. That a wrong starting-point has been chosen is obvious.
Both rising prices and expanded outlays on production are in themselves
matters of indifference to the capitalist entrepreneur.

The capitalist process of production has a dual character. It is a labour
process for the production of commadities, or products, and it is at the
same time a valorisation process for obtaining surplus value or profits.
Only the latter process forms the essential driving force of capitalist pro-
duction, whereas the production of use values is for the entrepreneur only
a means to an end, a necessary evil. The entrepreneur will only continue
production and extend it further if it enables him to enlarge his profits.
Expanded outlays on production, or accumulation, are only a function of
valorisation, of the magnitude of profits. If profits are expanding produc-
tion will be expanded, if valorisation fails production will be cut. Further-
more, both situations are compatible with constant, falling or rising prices.

Of these threc possible price situations the assumption of constant
prices is the one most appropriate to theory, in the sense that it is the sim-
plest case and a starting point from which the other two more complicated
cases can be examined later. The assumption of constant prices thus forms
a methodologically valid theoretical fiction with a purely provisional char-
acter; it is, so to speak, a coordinate system within economics, a stable ref-
erence point that makes possible exact measurement of quantitative
variations in profitability in the course of production and accumulation.

The basic question we have 1o clarify is how are profits affected by the
accumulation of capilal and vice versa. Do profits remain constant in the
course of accumulation, do they grow or do they decline? The problem
boils down to an exact determination of variations in surplus value in the
course of accumulation. In answering this question we also clarify the
cyclical movements or conjunctural oscillations that define the process of
accumulation,

These considerations underlie Marx’s analysis: ‘Since the production
of exchange value — the increase of exchange value - is the immediate aim
of capitalist production, it is important to know how to measure it’ (1572,
p- 34). In order to establish whether an advanced capital value has grown
during its circuit or by how much it has grown in the course of accumula-
tion, we must compare the final magnitude with the initial magnitnde.
This compariscon, which forms the basis of any rational capitalist calcula-
tion, is only possible because — in the form of costs of production and
prices of the end product — value exists under capitalism as an objectively
ascertainable independent magnitude. As something which is objectively
ascertainable on the market, value constitutes both the basis of capitalist
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calculation and its form of appearance. Its explanation is thus the starting-
point of any theoretical analysis.

From the very beginnings of free¢ capitalism attempts were made to
grasp the independent character of value - its aspect as an objective, exter-
nal entity — in numerical terms. H Sieveking tells us that ‘the rational
approach to economics was enormously speeded up by the introduction of
book-keeping’ (1921, p. 96). The ability to calculate the yield on a sum of
values originally invested is a vital condition for the existence of capital:

as value in motion, whether in the sphere of production or in either
phase of the sphere of circulation {[money phase or commodity phase -
TK] capital exists ideally only in the form of money of account, pni-
marily in the mind of the producer of commodities, the capitalist pro-
ducer of commodities., This movement is fixed and controlied by
book-keeping, which includes the determination of prices, or the calcu-
lation of the prices of commodities. The movement of production,
especially of the production of surplus value ... is thus symbolically
reflected in imagination. (Marx, 1956, p. 136)

Through prices the fluctuations of a given capital value in the course of
its circuit become expressed in money, which serves as measure of value
required for accounting. And with respect to this measure of value Marx
proceeds from the assumption, which is purely fictitious and which forms
the basis of his analysis, that the value of money is constant. At first sight
this appears 1o be all the more surprising in the sense that, in his polemic
with Ricardo’s ‘invariable measure of value’, Marx emphasised that gold
can only serve as a measure of value because its own value is variable. In
reality the values of all commodities, including gold, are variable. But
science needs invariable measures: ‘the interest in comparing the value of
commodities in different historical periods is, indeed, not an economic
interest as such, but an academic interest’ (Marx, 1972, p. 133).

From historical surveys of the development of thermometry we know
that a reliable measure of heat variations was established through the fun-
damental work of Amonton, with the discovery of two fundamenial points
(boiling-point and the absolute null point of water) for any liquid used as
the measure of heat variations. This alone could establish the constant ref-
erence points with which it became possible to compare the variable states
of heat (Mach, 1900, p. 8).

There are no such constant reference points for gold as the measure of
value. So an exact measurc of the value fluctuations of commodities
would be impossible. On the one hand changes in the value of the money
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commodity may differ from the changes in the value of individual com-
modity types. In this case we have no exact measure (o ascertain how far,
say, the rising prices of a given commodity have been caused through
changes in its own value and how far through changes in the value of the
money commodity. In this case, suppose we were studying variations in
the magnitude of surplus value; then, with a variable value of money, it
would be difficult to tell whether a given increment in value (or price) was
not something merely apparent and caused purely by changes in the value
of money:

In all these examples there would, however, have been no acwal
change in the magnitude of capital value, and only in the money
expression of the same value and the same surplus value ... there is,
therefore, but the appearance of a change in the magnitude of the
employed capital. (Marx, 1959, pp. 139-40)

Altemmatively the value of money varies in the same proportion as the
values of other commodities, for instance due to general changes in pro-
ductivity — a limiting case that is scarcely possible in reality. In that case
there would have been enormous absolute changes in the real relations of
production and wealth, but these actual changes would be invisible on the
surface, because the relative proportions of individual commodity values
would remain the same. The price index would not register the actual
changes in productivity.

Thus it was entirely valid for Marx to substitute the ‘power of abstrac-
tion’ for the missing constant reference points, so falling into line with
Galileo’s principle: ‘measure whatever is measurable, and make the non-
measurable measurable’. For instance to ascertain the impact of changes
in productivity on the formation of value and surplus value, Marx is forced
to introduce the assumption that the value of money is constant. This
assumption is therefore a methodological postulate that equips Marx with
an exact measure for ascertaining variations in the value of industrial
capital during its circuit. It is an assumption underlying all three volumes
of Capital.

The variability of the measure of value, or of money, is only one of the
causes of price changes. Such changes can just as well stem from causes
that lie on the commodity side of the exchange relation. Here we should
distinguish two cascs. Either these variations of price are, from a social
point of view, consequences of actual changes in value. (This is the case
that preoccupies Marx initially, and it is these changes he wants to
measure.) Or these variations of price represent deviations of prices from
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values, which do not in any case affect the total social mass of value
because price increases in one sector of society correspond to price reduc-
tions in another,

The specific task that Marx set himself of measuring as exactly as pos-
sible increases in value over and above the initial magnitude of the
advanced capital, forced him to exclude price changes of the latter sort.
Price fluctuations that represent deviations from value are the result of
changing configurations of supply and demand. Now if one proceeds from
the assumption that supply and demand coincide then prices will coincide
with values. Motivated by specific methodological considerations, Marx
starts off his analysis with the assumption that supply and demand coin-
cide. He assumes a state of equilibrium with respect to supply and
demand, both on the commodity market and on the labour market, in order
to be able to cover the more complicated cases later. Hence whenever pro-
duction is expanded it is presupposed that this occurs proportionally in all
the spheres so that the equilibrium is not destroyed. The reverse case,
where production expands disproportionally, is taken up later.

Variations analysed at later stages are likewise exactly measurable only
due to the simplifying assumptions that define this hypothesised state of
equilibrium, which is not only directly reflected in the reproduction
schemes but which forms the starting-point of the analysis as its coordi-
nate system. Marx’s Capital has a mathematical-quantitative character.
Only thesc methodological devices allow an exact analysis of the accumu-
lation process.!

Can accumulation proceed indefinitely without halts in the process of
reproduction? To say ‘yes’ and to regard this as something self-evident
without undertaking an actual analysis is to misunderstand the question
completely. For instance professor Kroll argues that if commoditics were
exchanged at equilibrium prices, where supply equals demand, then there
would be no conjunctural oscillations. He supposes that any decline in
profitability is because wages are t00 high (Kroll, 1926, p. 214). But why
were they not 100 high previously? What can ‘too high’ mean when we
have no basis of comparison in the form of a ‘normal case’ such as repre-
sented by the reproduction scheme? If all the elements are variable, then
the influence of any individual factor is impossible to assess. The causal
relation that Kroll observes between the level of wages and falling prof-
itability is not something we can presuppose; it has to be demonstrated.
Therefore a scientific analysis is in principle bound to take as ils slarting
point the case where wages are held constant in the course of accumula-
tion, and it has to find out whether in such cases profits do not fall in the
course of accumulation.
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if they do, then it would be a logically exact proof that falling prof-
itability, or crises, bear no causal connection with the level of wages but
are a function of the accumulation of capital. The assumption of equilib-
rium, or of constant prices, is nothing but the method of variation applied
to the problem of the business cycle in a form that excludes from the anal-
ysis all oscillations produced by changes in the volume of credit, prices,
etc; it studies only the impact of the accumulation of capital, on quantita-
tive changes in surplus value.

This is the assumption behind Marx's analysis of the crisis; “The
general conditions of crises, in so far as they are independent of price fluc-
tuations ... must be explicable from the general conditions of capitalist
production’ (1969, p. 515). According to Marx crises can result from price
fluctuations. But they were of no concem to him. Marx takes as the object
of his analysis ‘capital in general’; he is concemed only with those crises
that stem from the nature of capital as such, from the essence of capitalist
production. However this essence is only penetrable when we abstract
from competition and thus confine ourselves to ‘the examination of capital
in general, in which prices of commodities are assumed to be identical
with the values of the commoditics’ (p. 515). This identity of price and
value is in turn only possible if the apparatus of production is assumed to
be in a state of equilibrium, Marx makes an assumption of this sort. The
same holds for credit. Credit criscs are possible and do occur. But the
question is, are crises necessarily connected with the movement of credit?
Hence on methodological grounds we must first exclude credit and then
see whether crises are possible. Marx says:

In investigating why the general possibility of crisis tums into a real
crisis, in investigating the conditions of crisis, it is therefore quite
superfluous to concern oneself with the forms of crisis which arise out
of money as means of payment [credit — HG]). This is precisely why
economists like to suggest that this ¢bvious form is the cause of crises.
(pp- 514-5)

Once we have shown that even in a state of equilibrium, where prices and
credit are ignored, crises are not only possible but inherent, then we have
proved that there is no intrinsic connection between the movement of
prices and credit on the one hand and crises on the other; ‘that is to say,
crises are possible without credit’ (p. 514).

Bourgeois economists try to explain the movement of market prices by
competition or the changing relations of supply and demand. But why
does competition exist? This question they do not pose. Competition
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becomes some mysterious quality that one simply assumes or submits to
without exploring its causes. ‘Competition ¢xists only in industry’, Stern-
berg tells us, ‘because the law of rising retums is fully valid for industry,
or individual entreprencurs struggle to control the market by cheapening
their commodities’ (Stemberg, 1926, p. 2). But why should they struggle
to control the market, why should there not be outlets for the ‘rising
returns’ of industry? This is not something logically necessary or obvious,
and simply to assume it is 10 start off by presupposing what has to be
proved. With this mystical force which has been left unexplained, he then
tries to explain all other phenomena.

Marx was perfectly right in saying that ‘compeltition has 10 shoulder the
responsibility of explaining all the meaningless ideas of the economists,
whereas it should be the economists who explain competition’ (1959,
p. 866). In fact:

a scientific analysis of competition is not possible, before we have a
conception of the inner nature of capilal, just as the apparent motions of
the heavenly bodies are not intelligible to any but him, who is
acquainted with their real motions, motions which are not directly per-
ceptible by the senses. (Marx, 1954, p. 300)

But how do we grasp the inner nature of capital? Marx's answer is, since
individual capitalists ‘confront one another only as commodity owners,
and everyone seeks to sell his commodity as dearly as possible ... the inner
law enforces iwself only through their competition, their mutual pressure
upon each other, whereby the deviations are mutually cancelled’ (1959, p.
880). So in reality the inner law of capitalism enforces itself through the
mutual cancellation of deviations of supply and demand, which oniy means
that it is through this process that the mechanism preserves its cquilibrium.

The inner law only works itself out in reality through the constant devi-
ation of prices from valucs. But in order to gain a theoretical perception of
the law of value itself, we have o assume it as already rcalised, that is, we
abstract from all deviations from the law. This does not mean that compe-
tition is discarded; rather it is conceived in its latent state, as a special case
where ils two opposing forces are in equilibrium. Only this ‘normal case’
draws out the various economic calegories — value, wages, profit, ground-
tent, interest — in their pure form, as independent categories. This is the
starting point of Marx’s analysis. He states:

let us assume that the component value of the commodity product,
which is formed in every sphere of production by the addition of a new
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quantity of labour ... always splits into constant proportions of wages,
profit and rent, so that the wage actually paid always coincides with the
value of labour-power, the profit actually realised with the portion of
the total value that falis to the share of each independently functioning
part of the total capital by virtue of the average rate of profit, and the
actual rent is always limited by the bounds within which ground rent on
this basis is normally confined. In a word, let us assume that the divi-
sion of the socially produced values and the regulation of the prices of
production take place on a capitalist basis, but with competition elimi-
nated. (1959, pp. 869-70)

Starting from this methodological basis is it possible to ask — what is
the impact of the accumutation of capital on the process of reproduction?
Can the equilibrium which is presupposed be sustained in the long run or
do new moments emerge in the course of accumulation which have a dis-
ruplive effect on it?

The equilibrium theory of the neo-harmonists

In approaching this problem I shall refrain from constructing any schemes
of my own and demonstrate the real facts through Bauer’s reproduction
scheme (see Table 2.1). In Chapter 1 we saw the neo-harmonists Hilferd-
ing, Bauer and others join the company of Tugan-Baranovsky in repro-
ducing a version of JB Say’s old proportionality theory in order to prove
that capitalism contains unlimited possibilities of development.

No doubt, as an answer to Luxemburg’s theory, the reproduction
scheme constructed by Bauer represents a distinct progress over all earlier
attempts of this kind. Bauer succeeded in constructing a reproduction
scheme which, apart from some mistakes, matches all the formal require-
ments that one could impose on a schematic model of this sort.2

Bauer’s scheme shows none of the defects that Luxemburg ascribed to
the reproduction scheme of Marx. First it takes account of incessant tech-
nological advances and incorporates this in the form of an ever-increasing
organic composition of capital. Consequently what Luxemburg calls the
‘comerstone of Marxist theory’ is preserved. Second, it avoids Luxem-
burg’s criticism that ‘there is no obvious rule in this accumulation or con-
sumption’, for Baner’s scheme does specify rules to which accumulation
must correspond — constant capital grows twice as fast as variable capital
— the former by ten per cent, the latter by five per cent per annum. Third,
although capitalist consumption increases absolutely, increases in produc-
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tivity and the mass of surplus value allow a progressively greater portion
of the surplus value to be earmarked for the purposes of accumulation.
Fourth, Bauer’s scheme preserves the symmetry between Departments T
and /I required by Luxemburg. In Marx’s scheme Department I always
accumulates half its surplus value, whereas accumulation in Department If
is anarchic and jerky. In Bauer’s scheme both departments annually
devote the same percentage of surplus value 1o accumulation. Finally the
rate of profit behaves according to the Marxist law of its tendential fall. No
wonder Luxemburg herself preferred the cautious warning:

Naturally I shall not let myself be drawn into a discussion of Bauer’s
tabulated calculations. His position and his critique of my book depend
mainly on the theory of population which he counterposes to my ideas
as the basis of accumulation, and which in itself really has nothing to
do with any mathematical models. (1972, p. 90)

Table 2.1: Bauer’s reproduction scheme

Year Dept. ¢ v k a a AV ks  a,ta,is

[= v

1. One 120000+ 50000+ 37500+ 10000+ 2500= 220000
Two BOO0OO+ 50000+ 37500+ 10000+ 2500 = 180000
200000 +100 000 + 75000+ 20000+ 5000= 400000 75.00% 25.00%

2, One 134666+ 53667+ 39740+ 11244 + 2683 = 242 000
Two 85334+ 51333+ 38010+ 10756+ 2567 = 188 000
220000 +105000 + 77750+ 22000+ 5250= 430000 74.05% 25.95%

KX One 151048 + 57567+ 42070+ 12638 + 2868 = 266 200
Two 90952+ 52674+ 38469 + 11 562+ 2643 = 196 300
242000 +110250+ 80539 +24200+ 5511 = 462500 73.04% 26.96%

4. One 169124+ 61738+ 44465+ 14 186+ 3087 = 292 600
Two 96876+ 54024+ 38909+ 12414+ 2701 = 204 924
266000+115762+ 83374+ 26600+ 5788= 497524 72.02% 27.98%

k+va +a, . Key:
T (rate of profit) ¢ = conslant capilal
v = variable capilal
k = capilalists’ consumption {personal}
Year 1. 333% a_ = accumulated as constant capital
2. 326% a, = accumulated as variable capital
2. 31.3% AV = value of annual product

303% 5 = surplus value (=k +a_+a,)
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The critique that I shall make of Bauer’s scheme starts from a quite dif-
ferent perspective from Luxemburg’s (see Table 2.1). I shall show that
Bauer’s scheme reflects and can reflect only the value side of the repro-
duction process. In this sense it cannot describe the real process of accu-
mulation in terms of value and use value. Secondly Bauer’s mistake lies in
his supposing that the scheme is somehow an illustration of the actual pro-
cesses in capitalism, and in forgetting the simplifications that go together
with it. But these shortcomings do not reduce the value of Bauer’s scheme.
As long as we examine the process of reproduction initially from the value
side alone.

The conditions and tasks of schematic analysis

In the following sections I propose to accept Bauer’s assumptions com-
pletely. But the problem is not simply 1o explain crises — the periodic
expansions and contractions of the business cycle under capitalism — and
their causes but also to find out what are the general tendencies of devel-
opment of the accumulation of capital. Initially we make the favourable
assumption that accumulation proceeds on the basis of dynamic equilib-
rium of the kind reflected in Bauer’s scheme.

On this assumption Luxemburg’s criticism that ‘the question of markets
doesnot even exist for Bauer’ although periodic crises ‘obviously stem from
disproportions between production, that is the supply of commodities, and
market, that is demand for commodities’ (1972, p. 121) becomes meaning-
less and untenable. For Marx worked out the problem of accumulation and
the whole analysis of Capital Volume One on the conscious assumption that
commodities sell at value, which is only possible when supply and demand
coincide, Marx studied the tendencies of accumulation in abstraction from
all disturbances arising out of disproportions between supply and demand.
Such disturbances are phenomena of competition that help us to explain
deviations from the ‘trend line’ of capitalism, but not this trend line itself.

For Marx these phenomena are the ‘illusory appearances of competi-
tion’ and for that reason he abstracts from the movement of competition
when investigating the general tendencies. Once these general tendencies
have been established it is an easy task to explain the periodic deviations
from the basic line of development, or the periodic crises. In this sense the
Marxist theory of accumulation and breakdown is at the same Lime a
theory of crises.

With Bauer we shall assume a productive mechanism in which constant
capital amounts to 200 000 and variable capital to 100 000. The other
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assumptions are that 120 000 of this constant capital is apportioned to
Department I (means of production) and 80 000 to Department Il (means
of consumption); that the variable capital is equally divided between both
spheres [50 000 each — TK]; that the constant capital expands by 10 per
cent a year and the variable capital by 5 per cent; that the rate of surplus
value is 100 per cent and that in any given year the rate of accumulation is
equal in the two departments.

Proceeding from these assumptions, Bauer has constructed a reproduc-
tion scheme which in his view manifests perfect equilibrium year after
year despite annual accumulation of capital and despite the fact that there
are no non-capitalist markets in which the surplus value might be realised.
With this scheme Bauer thinks he has established ‘a perfect basis for tack-
ling the problem raised by Luxemburg™ (1913, p. 838). He rejects her
theory of the crucial role of the non-capitalist countries in the realisation
of surplus value; surplus value can be realised entirely within capitalism.
As long as the expansion of capital is proportional to the growth of popu-
lation - for the given levels of productivity — the capitalist mechanism
creates its own market. As for the question whether the accumulation of
capital encounters insuperable limits, Bauer’s answer is no:

This condition of equilibrium between accumulation and the growth of
population can only be maintained, however, if the rate of accumula-
tion rises sufficiently fast to enable the variable capital to expand as
rapidly as population despite the rising organic composition of capital.
(p. 869)

But can the rate of accumulation proceed so fast? Bauer does not pose
this decisive question even once. He simply took the basic point at issu¢ as
something self-evident, as if the speed with which the rate of accumula-
uon rises depended solely on the will of the capitalists. From his position
it followed that capitalism would be destroyed not through any objective
limits on the growth of accumutation but by the political struggle of the
working class. The masses would be drawn to socialism only through
painstaking, day-to-day educational work. Socialism can only be the
product of their conscious will.

Tugan-Baranovsky showed some lime back that a conception of this
sort means giving up the materialist conception of history. 1f capitalism
really could develop the productive forces of society without hindrance,
the discontent of the working class would lack any psychological basis.
He pointed out that if we hope for the downfall of capitalism purely in
terms of the political struggle of the masses trained in socialism, then ‘the
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centre of gravity of the entire argument is shifted from economics to con-
sciousness’ (1904, p. 274). Rosa Luxemburg wrote in similar terms some
twelve years later:

If we assume, with the ‘experts’, the economic infinity of capitalist
accumulation, then the vital foundation on which socialism rests will
disappear. We then take refuge in the mist of pre-Marxist systems and
schools which attempted to deduce socialism solely on the basis of the

“injustice and evils of today’s world and the revolutionary determination
of the working classes. (1972, p. 76)

Why was classical economy alarmed by the fall in the rate of profit
despite an expanding mass of profit?

In Bauer’s scheme the portion of surplus value reserved for the individual
consumption of the capitalists (k) represents a continuously declining per-
centage of surplus value. But it grows absolutely despite increasing accu-
mulation from year to year, thereby providing the motive that drives
capitalists to expand production. We might imagine that Bauer’s har-
monist conclusions are confirmed by his table. The percentage fall in the
rate of profit is of no concem because the absolute mass of profit can and
does grow as long as the total capital expands more rapidly than the rate of
profit falls. As Marx states:

the same development of the social productiveness of labour expresses
itself with the progress of capitalist production on the one hand in a ten-
dency of the rate of profit to fall progressively and, on the other, in a
progressive growth of the absolute mass of appropriated surplus value,
or profit. (1959, p. 223)

And;

The number of labourers employed by capital, hence the absolute mass
of the labour set in motion by it, and therefore the absolute mass of
surplus labour absorbed by it, the mass of the surplus value produced
by it, and therefore the absolute mass of the profit produced by it, can
consequently increase, and increase progressively, in spite of the pro-
gressive drop in the rate of profit. And this not only can be so. Aside
from temporary fluctuations it rmust be so, on the basis of capitalist pro-
duction. (1959, p. 218)
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If this is so, however, the question arises — why should the capitalist be
so worried if the rate of profit falls as long as the absolute mass of his
profit grows? To ensure this growth all he needs to do is to accumulate
industriously; accumulate at a rate that exceeds the fall in the rate of profit.
Moreover why was classical economy dominated by a deep sense of dis-
quiet, of real ‘terror’ before the falling rate of profit? Why is it a veritable
‘day of judgement’ for the bourgeoisie (Marx, 1969, p. 544), why were
Ricardo’s followers in ‘dread of this pemicious tendency’ (p. 541), why
does Marx say that ‘his law is of great importance to capitalist production’
(1959, p. 213), why does he say that the law of the falling rate of profit
‘hangs ominously over bourgeois production’ (1969, p. 541) when, in con-
trast, vulgar economists ‘pointed sclf-consolingly to the increasing mass
of profit’ (Marx 1959, p. 223)? The existing Marxist literature has no
answer (0 any of these questions.

In other words is the falling rate of profit a real threat to capitalism?
Bauer's scheme appears to show the opposite. By the end of year four both
the fund for accumulation and the fund for capitalist consumption have
grown absolutely. And yet, precisely with Bauer’s scheme it will be
shown that there are economic limits on accumulation, that Bauer’s har-
monist conclusions about the possibilities of unlimited development rep-
resent a bana! delusion.

The views of classical economists on the future of capitalism
(D Ricardo and J S Mill)

Marx’s theory represented only the final stage of a fairly long develop-
ment. It was directly linked to the theory of the classical economists and
absorbed specific elements from the latter in a modified and decpened
form. Ricardo had already reached the conclusion that due (o the rising
costs of basic means of subsistence the ‘natural tendency of profits then is
to fall’ (1984, p. 71). Because profit is the motive behind capital the:

motive for accumulation will diminish with every diminution of profit,
and will cease altogether when their [the capitalists] profits are so low
as not to afford them an adequate compensation for their trouble and
the risk they must necessarily encounter in employing their capital
productively. (p. 73)

Ricardo viewed the distant future of capitalism with a sense of apprehension,
stating that *if our progress should become more slow; if we should attain the
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stationary state, from which I trust we are yet far distant, then will the perni-
cious namre of these laws become more manifest and alarming’ (p. 63).

The roots of Ricardo’s theory of breakdown are discernible in the
imperfect valorisation of capital that defines advanced stages of accumu-
lation. The actual phenomenon, the tendency for the rate of profit to fall,
was correctly perceived by Ricardo but he explained it in terms of a
natural process rooted in the declining productivity of agriculture. Marx
had only to replace this natural basis with a social one intrinsic to the spe-
cific nature of capitalism.

The theory of breakdown acquired a more developed form in the work
of J S Mill despite the several distortions produced by his false theories of
wages (the wage fund theory) and ground rent, his erroneous views on the
relation of fixed capital to the level of the rate of profit, and by his general
lack of clarity about the decisively important role of profit for the exis-
tence of capitalism. Mill viewed the ‘stationary state’ as the general direc-
tion of the advance of modermn society but, unlike Ricardo, he
contemplated the tendency with a sense of equanimity: ‘I cannot regard
the stationary state of capital and wealth with the unaffected aversion so
generally manifested towards it by political economists of the old school’
(Mill, 1970, p. 113). His standpoint was one of a petty-bourgeois
reformism that sought to appease capital with the idea that a stationary
state of capital would in no sense jeopardise the general progress of
‘human improvements’. In his utopianism Mill seems to have forgotten
that the accumulation of capital is an essential condition of capitalist pro-
duction, that the capitalists have not the least interest in human improve-
ments; they are interested only in the level of profitability. In this respect
Ricardo and his school showed a more correct understanding of the vital
conditions of capitalism than Mill himself.

However if we ignore these obviously essential points we have to
concede that Mill showed a far clearer insight into the breakdown ten-
dency and its causes, as well as into many of its counteracting moments.
Mill’s central argument is that if capital continued to accumulate at its
existing rate and no circumstances intervened to raise its profits, only a
short time would be needed for the latter to fall to the minimum. The
expansion of capital would then soon reach its ultimate limit (pp. 94-7). A
general overstocking of the market would occur. To Mill the basic diffi-
culty was not the lack of markets but the lack of investing opportunities.

Counteracting circumstances can to some extent displace or postpone
this ultimate limit. Among such circumstances Mill lists: 1) worsening con-
ditions for workers, 2) devaluation or destruction of capital, 3) improve-
ments in technology, 4) foreign trade that procures cheaper supplies of raw
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materials and means of subsistence, 5) export of capital to the colonies or to
foreign countries. We shall go into these circumstances in more detail later.

A comparison between the sections in Capital Volume Three on the
tendency of the rate of profit to fall and the theory of breakdown devel-
oped by Mill shows that Marx linked up his own theory to the one pro-
posed by Mill. Even if Marx gave it a much deeper foundation and made it
consistent with his law of value, Mill’s seminal role is indisputable. In its
external structure it shows the same logical construction one finds in
Ricardo and in Marx. Marx also 1ackles the problem in two stages — first
the tendency towards breakdown, then the counteracting tendencies — and
refers to the fact that the process of capital accumulation ‘would soon
bring about the collapse of capitalist production if it were not for counter-
acting tendencies, which have a continuous decentralising effect alongside
the centripetal one’ (1959, p. 246). Marx mentions all the counteracting
tendencies adduced by Mill, even if he adds some others and to some
extent ascribes a different theoretical meaning to them.

The Marxist theory of accumulation and breakdown

If we are going to discuss the tendencies of development of a system, in
this case — along with Bauer — the tendency of accumulation to adjust to
the growth of population, then it is not enough simply to look at one or two
years. We have to view the development of the system over a much longer
span of time. Bauer did not do this. He restricted his calculations to just
four cycles of production. This is the source of his mistakes.® The problem
is precisely whether accumulation under the conditions postulated by
Bauer is possibie in the long run, If Bauver had followed through the devel-
opment of his system over a sufficiently long time-span he would have
found, soon enough, that his system necessarily breaks down.

If we follow Bauer’s system into year 36, holding firm to all the condi-
tions postulated by him, we see that the portion of surplus value reserved
for capitalist consumption (k) which amounts to 86213 in the fifth year
and grows over the following years, can only expand up to a definite high-
point. After this it must necessarily decline because it is swallowed up by
the portion of surplus value required for capitalisation.

The failure of valorisation due to overaccumulation

Despite the fall in the rate of profit accumulation proceeds at an acceler-
ated tempo because the scope of accumulation expands not in proportion
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to the level of profitability, but in proportion to the weight of the already
accumulated capital: ‘beyond certain limits a large capital with a small
rate of profit accumulates faster than a small capital with a large rate of
profit’ (Marx, 1959, pp. 250-1).4

Table 2.2: Bauer's reproduction scheme continued
Year c v k a a AV kis als

< )

5 292600 + 121500+ 86213+ 29260+ 6077= 535700 70.9% 29.1%
6 321860+ 127627+ B9060+ 32185+ 6381= 577114 69.7% 30.3%
7 354046+ 134008+ 91904+ 35404+ 6700= 622062 68.6% 31.4%
8 389450+ 140708 + 94728+ 38945+ T035= 670866 67.35% 32.7%
20
21

1222252+ 252961 +117832+ 122225+ 12634= 1727634 46.6% 53.4%
1344477+ 265325+ 117612+ 134447+ 13266= 1875127 44.3% 55.7%

25 1968446+ 322503 +109534+ 196844 + 16125= 2613452 33.9% 66.1%

34 4641489+ 500304+ 11141+ 464148+ 25015= 5642097 0.45% 99.55%
35 5105637+ 525319+ 0+ 510563 +14756*= 6156275 0O

(1. capital available: 5 616 200, population available: 551 584; 2. capital in operation: 5 499
015, active population: 540 075; 3. surplus capital: 117 185, reserve army: 11 509)

5499 015 + 540 319 + 0 + 540 0T5** + O**»

*  required: 26 265, deficit 11 509
**  deficit: 21 545
*** deficit: 27 003
(total deficit for year 36, ** + **¥, 48 548)

k+ac+av

(rate of profit)

c+Vv

%
year 5 293
6 284
7 274
B 265

34 97
35 93
36 87

We can sce that after ten years [that is, by year eleven -~ TK] the origi-
nal capital expands from a value of 300 000 to 681 243, or by 227 per cent,
despite a continuous fall in the rate of profit. In the second decade the rate
of expansion of capital amounts to 236 per cent, although the rate of profit
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falls even further from 24.7 per cent to 16.4 per cent. Finally in the third
decade the accumulation of capital proceeds still faster, with a decennial
increase of 243 per cent, when the rate of profit is even lower. So Bauer’s
scheme is a case of a declining rate of profit coupled with accelerated
accumulation. The constant capital grows rapidly, it rises from 50 per cent
of the total product in the first year to 82.9 per cent of the annual product
by year 35. Capitalist consumption (k) reaches a peak in year 20 and from
the following year on declines both relatively and absolutely. In year 34 it
reaches its lowest level only to disappear completely in year 35.

1t follows that the system must break down. The capitalist class has
nothing left for its own personal consumption because [in order (o sustain
the assumptions of the scheme; constant capital rising by 10 per cent and
variable capital by 5 per cent annually — TK] all existing means of subsis-
tence have to be devoted to accumulation. In spite of this there is still a
deficit of 11 509 on the accumulated variable capital (av) required to
reproduce the system for a further year. In year 35 Department Two pro-
duces consumer goods 10 a total value of 540 075 [the 525 319 advanced
as variable capital at the beginning of the year plus 14 756 accumulated
variable capital — TK] whereas, on Bauer’s assumption of a 5 per cent
increase in population, 551 584 of variable capital is required.

Bauer’s assumptions cannot be sustained any further; the system breaks
down. From year 35 on any further accumulation of capital under the con-
ditions postulated would be quite meaningless. The caprtalist would be
wasling cffort over the management of a productive system whose fruits
are entirely absorbed by the share of workers.

If this state persisted it would mean a destruction of the capitalist mech-
anism, its economic end. For the class of entrepreneurs, accumulation
would not only be meaningless, it would be objectively impossible
because the overaccumulated capital would lie idle, would not be able to
function, would fail to yield any profits: ‘there would be a steep and
sudden fall in the general rate of profit’ (Marx, 1959, p. 251).

This fall in the rate of profit at the stage of overaccumulation is differ-
ent from the fall at early stages of the accumulation of capital. A falling
rate of profit is a permanent symptom of the progress of accumulation
through all its stages, but at the initial stages of accumulation it goes
together with an expanding mass of profits and expanded capitalist con-
sumption. Beyond certain limits however, the falling rate of profit is
accompanied by a fall in the surplus value earmarked for capitalist con-
sumption (in our scheme this appears in year 21) and scon afterwards of
the portions of surplus value destined for accumulation. ‘The fall in the
rate of profit would then be accompanied by an absolute decrease in the
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mass of profit ... And the reduced mass of profit would have to be calcu-
lated on an increased total capital’ (Marx, 1959, p. 252).

This Marxist theory of the economic cycle which sees the growing val-
orisation of social capital as the determining cause of accumulation — of
the upswing — and its imperfect valorisation as the cause of the downturn
into crisis has been fully confirmed by recent empirical studies. W C
Mitchell (1927) has shown for the United States, J Lescure (1910) for
France, and Stamp (1918) for Great Britain, that in periods of boom profits
show an uninterrupted rise, whereas in periods of crisis the level of prof-
itability declines. However, the agreement is at a purely factual level.
Lescure supposes that reductions in profitability are due to shifts in com-
modity prices and prime costs. He overlooks the fact that profitability
depends on the magnitude of capital, that is, on the relationship between
the rate of increase of profits and that of capital. Overaccumulation is pos-
sible, and at a specific stage of accumulation inevitable, even for a given
leve! of commodity prices and a given level of prime costs. Further expan-
sion of production can become unprofitable even if the level of profits
remains the same, indeed even if it rises. To understand these complicated
relationships it is not enough simply to observe the movement of prices. A
more sophisticated method is required, and here the assumption of con-
stant prices for all elements of cost is crucial to the exactness of the inves-
tigation. Variations in costs (means of production, wages, interest) only
encourage or constrain phases of boom or stagnation, they do not actually
produce these phases themselves.

The formation of the reserve army of labowr and of idle capital
due to overaccumulation

Imperfect valorisation due to overaccumulation is, however, only one side
of the accumulation process; we have to look at its second side. Imperfect
valorisation due to overaccumulation means that capital grows faster than
the surplus value extortable from the given population, or that the working
population is too small in relation to the swollen capital. But soon overac-
cumulation leads to the opposite tendency.

Towards the closing stages of the business cycle the mass of profits (s),
and therefore also its accumulated constant (a ) and variable (a,) portions,
contract so sharply that the additional capital is no longer sufficient to
keep accumulation going on the previous basis. It is therefore no longer
sufficient to enable the process of accumulation to absorb the annual
increase in population. Thus in year 35 the rate of accumulation requires a
level of 510 563 a_ + 26 265 a, = 536 828, But the available mass of
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surplus value totals only 525 319. The rate of accumulation required to
sustain the scheme is 104.6 per cent of the available surplus value; a
logical contradiction and impossible in reality.

From this point onwards valorisation no longer suffices to enable accu-
mulation to proceed in step with the growth of population. Accumulation
has become too small, which means that a reserve army is inevitably
formed and grows larger year by year. Given our analysis of the reproduc-
tion process in terms of a schematic model whose presupposition is
dynamic equilibrium, there can, by definition, be no surplus population or
reserve army of labour. The latter emerges only at an advanced stage of
accumulation and as its product. The assumption which is made initially
can no longer be sustained and is violated. The extension of Bauer’s
scheme shows that in year 35 there are 11 509 unemployed workers who
form a reserve army.

In addition, because only a part of the working population now enters
the process of production, only a part of the additional constant capital
(510 563 a_) is required for buying means of production. The active popu-
lation of 540 075 requires a total constant capital of § 499 015; the result is
that 117 185 represents a surplus capital with no investment possibilities.

The scheme is a lucid exposition of the condition Marx had in mind
when he called the corresponding section of Capital Volume Three
‘Excess Capital and Excess Population’ (pp. 250-9). Overaccumulation,
or imperfect valorisation, ensues because the population base is too small.
And yet there is overpopulation, a reserve army. We cannot speak of a
logical contradiction here. ‘The so-called pletnora of capital’, Marx
wriles:

always applies essentially to a plethora of capital for which the fall in
the rate of profit is not compensated through the mass of profit ... This
plethora of capital arises from the same causes as those which call forth
relative overpopulation, and is, thercfore, a phenomenon supplement-
ing the latter, although they stand at opposite poles — unemployed
capital at one pole, and a population of unemployed workers at the
other. (1959, p. 251)

And a few pages later:

It is no contradiction that this overproduction of capital is accompanied
by more or less considerable relative overpopulation. The circum-
stances which increased the productiveness of labour, augmented the
mass of produced commeodities, expanded markets, accelerated accu-
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mulation of capital both in terms of its mass and its value, and lowered
the rate of profit — these same circumstances have also created, and
continuously create, a relative overpopulation, an overpopulation of
labourers not employed by the surplus capital owing to the low degree
of exploitation at which alone they could be employed, or at least
owing to the low rate of profit they would yield at the given degree of
exploitation, (p. 256)°

A classic illustration is the United States today (March 1928) where,
together with a superfluity of capital, shortage of investment opportunities
and massive speculation in real estate and shares, there is a surplus
working population of 4 million unemployed workers. This not because
too much surplus value has been produced but because in relation to the
accumulated mass of capital too little surplus value is available.

The fact that the means of production, and the productiveness of labour,
increasc more rapidly than the productive population, expresses itself,
therefore, capitalistically in the inverse form that the labouring population
always increases more rapidly than the conditions under which capital can
employ this increase for its own self-expansion (Marx, 1954, p. 604).

We must be careful to distinguish the formation of the reserve army
due to a crisis of valorisation from the ‘setting free’ of workers through
machinery, The displacement of workers by machinery, which Marx
describes in the empirical part of Capital Volume One (Chapter 15,
‘Machinery and Modern Industry’), is a technical fact produced by the
growth of M relative to L and as such is not a specifically capitalist phe-
nomenon. All technological advance rests on the fact that labour becomes
more productive, that it is economised — or set free — in relation 1o a given
product. That machinery sets free labour is an incontrovertible fact that
needs no proof; it belongs to the very concept of machinery as a labour
saving means of production. This process of the setting free of workers
will occur in any mode of production, including the planned economy of
socialism.

From this it follows that Marx could not possibly have deduced the
breakdown of capitalism from this technical fact. In Chapter 25 of Capital
Volume One, where Marx derives the general law of capitalist accumula-
tion, the setting free of the worker through the introduction of machinery
is not mentioned. Here what Marx emphasises are not the changes in the
technical composition of capital (M:L) but changes in the organic compo-
sition of capital (c:v): ‘“The most important factor in this inquiry is the
composition of capital and the changes it undergoes in the course of the
process of accumulation’ (Marx, 1954, p. 574). Marx adds that: “Wherever
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I refer to the composition of capital, without further qualification, its
organic composition is always understood’ (p. 574).

The technical composition forms only one aspect of the organic com-
position; the latter is something more. It is the value composition of
capital as it is determined by, and reflects, changes in the technical com-
position. Consequently Marx converts the technical side of the labour
process, the relation ML, into a value relation, ¢:v. Under capitalism, the
means of production M and L figure as components of capital, as values,
and they have to be valorised, that is, yield a profit.

The valorisation process, and not the technical process of production, is
the characteristic driving force of capitalism. Wherever valorisation falters
the production process is interrupted, even if from the standpoint of the
satisfaction of needs production as a technical process may be desirable
and necessary. The existing literature has totally ignored the fact that the
process of setting free labour that Marx describes in the chapter on accu-
mulation, and which is reflected in the formation of the reserve army, is
not rooted in the technical fact of the introduction of machinery, but in the
imperfect valorisation of capital specific to advanced stages of accumula-
tion. It is a cause that flows strictly from the specifically capitalist form of
production. Workers are made redundant not because they are displaced
by machinery, but because, at a specific level of the accumulation of
capital, profits become too small and consequently it does not pay to pur-
chase new machinery and so on. Profits are insufficient to cover these pur-
chases anyway.

The portion of surplus value destined for accumulation as additional
constant capital (a_) increases so rapidly that it devours a progressively
larger share of surplus value. It devours the portion reserved for capitalist
consumption (k), swallows up a large part of the portion reserved for addi-
tional variable capital (a,) and is still not sufficient to continue the expan-
sion of constant capital at the postulated rate of 10 per cent a year. In year
1 the accumulated constant capital (a@.) amounts to 20 per cent of the dis-
posable surplus value of 100 000. By year 35 it climbs to 510 563, or to
over 97 per cent of the disposable surplus value. Full employment requires
a residue of surplus value amounting to 26 265. But only 14 756 survives
as a residue to cover wages. For the capitalists’ consumption nothing
remains. The disposable mass of surplus value does not suffice to secure
the valorisation of the swollen capital. Because 11 509 workers remain
unemployed in the following year, the expanded capital now operates on a
reduced valorisation base.

Long before this final point is reached, already from year 21 onwards
when capitalist consumption begins to decline absolutely, accumulation
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will have lost all meaning for the capitalist. Each further advance in accu-
mulation means a further absotute reduction in capilalist consumption.
The vital importance of capitalist consumption to the continued existence
of capitalism is evident only at this point. For accumulation to occur,
surplus value must be deployable in a threefold direction and must be
divided into three corresponding fractions:

i) additional constant capital (a_)
ii) additional variable capital (a,) or additional means of subsistence for
workers
iii) aconsumption fund for the capitalists (k)

Each of these three fractions is equally essential to the further expan-
sion of production on a capitalist basis. If the available surplus value could
cover only the first two, accumulation would be impossible. For the ques-
tion necessarily arises — why do capitalists accumulate? To provide addi-
tional employment to workers? From the point of view of capitalists that
would make no sense once they themselves get nothing out of employing
more workers.

From the point of view of the distribution of income, such a mode of
production would end up losing its private capitalist character. Once the £
portion of surplus value vanishes, surplus value in the specific sense of an
income obtained without labour would have disappeared. The other two
fractions of surplus value, the additional constant capital (a,) and the addi-
tional variable capital (a,), retain their character of surplus value only so
long as they are means for the production of the consumption fund of the
capitalist class. Once this portion disappears, not an atom of unpaid labour
falls to the share of the capitalists. For the entire variable capital falls to
the share of the working class, once the means of production have been
replaced out of it. Surplus value in the sense of unpaid labour, of ‘surplus
labour over and above the time required to produce essential means of
subsistence, would have vanished. All means of consumption would now
form necessary means of consumption. So it follows that the k portion is
an essential characteristic condition of the accumulation of capital.

The vacuous and scholastic manner in which Luxemburg argues is
apparent now. Contemptuously she dismisses this element from her
analysis:

And yet, the growing consumption of the capitalists can certainly not
be regarded as the ultimate purpose of accumulation; on the contrary,
there is no accumulation in as much as this consumption takes place
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and increases; the personal consumption of the capitalists must be
regarded as simple reproduction. (1968, p. 334)

Luxemburg does not bother to explain how under simple reproduction the
consumption of the capitalists can actually grow in the long run. Regard-
ing the purpose of accumulation Marx tells us that the aim of the entire
process ‘does not by any means exclude increasing consumption on the
part of the capitalist as his surplus value ... increases; on the contrary, it
emphalically includes it” (1956, p. 70). But to Luxemburg accumulation
only seems to make sense if the consumption of capitalist commodities is
left to the non-capitalist countries. This belongs completely in the tradition
of mercantilism:

we find that certain exponents of the mercantile system ... deliver
lengthy sermons to the effect that the individual capitalist should
consume only as much as the labourer, that the nation of capitalists
should leave the consumption of their own commodities, and the con-
sumption process in general, to the other, less intelligent nations.
(Marx, 1956, p. 60)

Obviously Marx had anticipated the whole of Luxemburg’s theory.

We should not suppose, however, that the capitalist simply wails pas-
sively until the entire k portion has been swallowed up. Long before any
such time (at latest from in the scheme when the k portion begins to
decline absolutely) he will do his utmost to halt the tendency. In order to
do this he must either cut the wages of the working class or cease to
observe the conditions postulated for accumulation, that is, the condition
that constant capital must expand by 10 per cent annually to absorb the
annual increase in the working population at the given technological level.
This would mean that from now on accumulation would proceed at a
slower rate, say 9.5 or 8 per cent. The tempo of accumulation would have
to be slowed down, and that, (oo, permanently and to an increasing degree.
In that case accumulation would fail to keep step with the growth of the
population. Fewer machines and so on would be required or installed, and
this only means that the productive forces would be constrained from
developing.

It also follows that from this point in time on a growing reserve army
would necessarily form. The slowing down of accumulation and the for-
mation of the industrial reserve army must necessarily follow even if
wages are assumed to be constant throughout this period. At any rate, it
would not be the result of an increase in wages, as Bauer supposes.
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Marx’s theory of breakdown is also a theory of crises

The Marxist theory of accumulation described here comprises not only a
theory of breakdown but also a theory of crises. Previous writings on
Marx could not come to terms with the essence of his theory due to their
lack of understanding of the method that underlies Marx’s analysis and the
structure of his magnum opus. The objection has repeatedly been made
that, despite its crucial role in his system, Marx nowhere ever produced a
comprehensive description of his theory of crisis, that he made scattered
conflicting attempts at an explanation in various passages of the book.
This objection rests on a crude misunderstanding. The object of Marx’s
analysis is not crisis, but the capitalist process of reproduction in its total-
ity. Given his method of investigation Marx examines the unending circuit
of capital and its functions through all the phases of the process of repro-
duction. Expressed in a formula this would mean:

o mp
Circuitone: M-C . P.C+c-M+m=M

™

o g
Circuit two; M-C .. .elc
™~

Analysing each of the phases of capital in its circuit as money capital,
productive capital and commodity capital, Marx asks: what impact do they
have on the process of production, can this process advance smoothly, or
does the normal course of reproduction encounter disruptions in ils
various phases? 1f so what sort of obstacles, and what are the factors that
hinder the reproduction process in a given phase?

One consequence of this method of investigation is that Marx is com-
pelled to return to the problem of crises at various places in his work, in
order to assess the specific impact of each of the individual factors that come
into play in the different phases of the circuit. A systematic description of
the role of all these factors will have to be reserved for my major study.
Given the specific object of this investigation I shall examine the impact of
one factor alone, even if it is the decisively important one — the accumula-
tion of capital from the standpoint of crises. I shall be looking at the effects
of the fact that a given capital which began its first circuit as M (money
capital), opens up its second circuit as M’ (expanded money capital).
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Figure 1

I have shown that as long as no counteracting or modifying tendencies
intervene, the effects are such that from certain exactly determinable level
of capital accumulation they have to lead to a breakdown of the system. In
the coordinate system OX and OY (Figure 1), if the line OX represents a
condition of ‘normal valorisation’ and OZ the line of accumulation in
accordance with this equilibrium condition, then the crisis of valorisation
can be expressed as a deviation of the line of accumulation in the direction
ZS. This would be the tendency towards breakdown, the basic tendency of
the system or its “trend’.
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Figure 2

Let us suppose that in our coordinate system the breakdown sets in at
point z, (Figure 2) and manifests itself in the form of an enormous devalu-
ation of capital whose overaccumulation starts at r, (this is represented
graphically by the puncwaled line z, — o,). In that case the overaccumu-
lated capital will be reduced back to the magnitude required for its normal
valorisation, and the system will be brought back to a new state of equilib-
rium at the higher level o, —x,.

We know that in Marx's conception crises are simply a healing pracess
of the system, a form in which equilibrium is again re-established, even if
forcibly and with huge losses. From the standpoint of capital every Crisis
is a “‘crisis of purification’. Soon the accumulation process picks up again,
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on an expanded basis, and within certain limits (for instance, o, —-r,) it can
proceed without any disruption of equilibrium. But ‘beyond certain
limits’, from point r, on, the accumulated capital again grows too large.
The mass of surplus value starts to decline, valorisation begins to slacken
until finally, at point z,, it evaporates complelely in the way described
earlier. The breakdown sets in again and is followed by devaluation of
capital, z, — 0,, and 50 on.

If we can show that due to various counteracting tendencies the unfet-
tered operation of the breakdown tendency is repeatedly constrained and
interrupted (at poinis z;, z,, z; ... ) then the breakdown tendency will not
work itself out completely and is, therefore, no longer describable in terms
of an uninterrupted straight line ZS. Instead it will break up into a series of
fragmented lines (O -z, —0;,0; — 2,- 0,, 0, —2;- 0, ... ) all tending (o the
same final point, In this way the breakdown tendency, as the fundamental
tendency of capitalism, splits up into a series of apparently independent
cycles which are only the form of its constant, periodic reassertion. Marx’s
theory of breakdown is thus the necessary basis and presupposition of his
theory of crisis, because according to Marx crises are only the form in
which the breakdown tendency is temporarily interrupted and restrained
from realising itself completely. In this sense every crisis is a passing
deviation from the trend of capitalism.

Despite the periodic interruptions that repeatedly defuse the tendency
towards breakdown, the mechanism as a whole tends relentlessly towards
its final end with the general process of accumulation. As the accumula-
tion of capital grows absolutely, the valorisation of this expanded capital
becomes progressively more difficult. Once these countertendencies are
themselves defused or simply cease to operate, the breakdown tendency
gains (fhc upper hand and asserts itself in the absolute form as the final
crisis.

An anti-critical interlude

The passing of booms and the turn to depression is frequently explained in
terms of a series of factors that push costs of production up, reduce prof-
itability and dampen business activity. This is the view of G Cassel who
gets stuck at the surface level and cannot grasp the deeper connections, the
essence underlying the appearances. It is obvious that increases in costs of
production do threaten profitability and can intensify the crisis. But this
factor only accelerates the formation of a crisis, it does not produce the
crisis itself,

The methodological significance of the analysis proposed here is that it
forestalls any such attempt to displace the problem or to drive it into sec-
ondary issues. Interest and its fluctuations are excluded from the analysis;
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we are concerned with a total surplus value that has not yet split into its
several portions. Rising prices are likewise excluded; by assumption com-
modities sell at value. The same is true of the commaodity labour power; by
assumption workers receive only the value of their labour power in the
course of accumulation. And in spite of all this the process of capital accu-
mulation grinds to a halt. The crisis ensues. Its formation is thus indepen-
dent of the various price movements.

The real problem, the essence of the appearances, emerges in its pure
form only through abstraction from all these subsidiary moments. The
accumulation of capital is too large — there is absolute overaccumulation -
because valorisation is insufficient. Is such a description only correct from
a purely abstract logical point of view; is it reconcilable with the facts of
experience? Does the accumulation process really come to an end due to
overaccumutation of capital? Cassel assures us that even in the final stages
of the business cycle there is never a superfluity of fixed capital (1923,
p. 579). There is no overaccumulation of capital but rather a capital short-
age, an insufficient supply of capital. So does our theory of accumulation
contradict the facts of experience?

Cassel argues that the origin of crises lies in a ‘wrong calculation’ by
businessmen of the future state of the capital market or of the supply of
savings that will be forthcoming to match their investment schedules.
Apart from the purely psychological character of this theory, it simply
obscures matters. The supply of capital is too small. But what capital is
Cassel tatking about? Obviously not about the already accumulated and
functioning capital. Since he refers to a future supply of savings, he can
only be meaning the additional capital that has still to be accumulated and
which is symbolised in the scheme by the magnitudes a_and a,..

What is the source of the supply of this capital? Why is there a shortage
of this capital? Instead of pursuing the formation of this capital to its birth-
place — the sphere of production — Cassel gets bogged down in the sphere
of circulation. Before it is saved it has to be produced. It is produced by the
workers and appropriated by the capitalist as surplus value. This future
capital forms only a portion of the surplus value, the portion that is not
consumed but destined for accumulation. To say that this additional capital
is increasingly in short supply as accumulation progresses only means that
in the course of accumulation the primordial source of this capital, surplus
value, becomes progressively more scarce, too small, in relation to the
already accumulated mass of capital. If the mass of surplus value is oo
small then so is the portion destined for purposes of accumulation.

Cassel simply mixes up concepts. He speaks of a capital shortage, an
insufficient supply of capital. In the language of the banker everything is
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capital. But Cassel is not talking about capital, but about a part of surplus
value that still has to be accumulated, a part that represents capital only
potentially and becomes capital only through its function in the valorisa-
tion process. So really there is not a shortage of capital, but a shortage of
surplus value, In contrast, there is an overaccumulation of the already
functioning capital. Overproduction of capital and imperfect valonisation
are correlative concepts each of which determines the other.

A capital that fails to fulfil its function of valorisation ceases to be
capital; hence its devaluation. The devaluation of capital is here a neces-
sary, logical consequence of its insufficient valorisation. It is otherwise
with Cassel. He too refers to a ‘sudden devaluation of fixed capital® due to
capital shortage. He speaks of devaluation because in reality such a phe-
nomenon exists, and theory must take some stand in relation to it. But
Cassel cannot account for the fact of devaluation in terms of his theory. It
bears no logically necessary connection with it. From Cassel’s theory of
crises it is in fact impossible to derive an explanation of the devaluation of
capital. Given his subjective theory of prices how can capital be ‘deval-
ved’ if it is in short supply? On the other hand, in Marx’s theory imperfect
valorisation and devaluation of the original capital stand in a close logical
connection,

A definitive answer to the question raised by Diehl is also possible only
now. He asked if there was any necessary relationship between Marx’s
theory of value and surplus value and socialism. He argued no, despite
conceding that profit, ground-rent, etc, are rooted in the surplus value
extorted from workers. But no socialist conclusions necessarily follow as
long as we suppose that surplus value is indispensable to technical and
€conomic progress.

What a fantastic misunderstanding. Surely it is not a question of moral
assessment of surplus value but of the variations in its magnitude that
decide what civilising role it plays. As the possibility of valorisation dis-
appears surplus value ceases to play any such role; it ceases to develop the
productive forces of society and capitalism must necessarily make way for
a higher form of production. Marx showed that given its dynamic basis in
the law of value, capital accumulation runs up against definite limits, that
is, it bears a transitory character because in the long run the surplus value
does not suffice for the valorisation of ¢ and v.

Oppenheimer is one of the sharpest and best known recent critics of
Marx’s law of accumulation, He says: ‘Honestly speaking it can no longer
be disputed that ... Marx’s law of capitalist accumulation and his deduc-
tion of the reserve army are logically erroneous and that therefore his def-
inition of the tendency of capitalist development is false’ (1923, p. 1098).
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But Oppenheimer’s mistakes are strikingly obvious when we compare
what he means by the Marxist theory of accumulation with the one pre-
sented here. The elegant deductions characteristic of a sharp thinker fail
completely here.

He vacillates in his characterisation of the theory of accumulation.
Sometimes he sees it purely as a product of Hegel’s dialectic of contradic-
tion: ‘The solution Marx proposed flowed from his application of the
“dialectical method™ (Oppenheimer, 1919, p. 115). According to him the
theory of breakdown, which he agrees is the ‘pillar of Marx’s whole eco-
nomics and sociology’ {(p. 137), flows not from an analysis of capitalism
but from an application of Hegel’s dialectical method. But elsewhere
Oppenheimer states that the problem Marx was concemed with was not
resolvable purely by deduction. Marx’s theory of the inevitable growth of
a reserve army was, according to Oppenheimer, based on a purely empiri-
cal “impression’ that he gained from a study of British capitalism (Oppen-
heimer, 1903, p. 56). Yet the Marxist theory of accumulation was
established by way of a deduction which he calls ‘an imposing deduction’
(1919, p. 144), a ‘gigantic effort’ (p. 146), a ‘solution attempted in the
grand style’ (p. 135). All of this only shows that Oppenheimer has over-
looked the real content of Marx’s theory.

The imperfect valorisation of the accumulated capital, in Marx the
decisive phenomenon that destroys the capitalist mechanism from the
inside, is not mentioned by Oppenheimer even once. Instead Oppenheimer
brings in two elements that have nothing to do with Marx’s theory of accu-
mulation.’

The first is ‘that machinery sets free workers’ (1919, p. 137). I have
already drawn out the difference between the displacement of workers by
machinery and their being set free in the very process of accumulation.
Oppenheimer confuses these phenomena. Machinery displaces the
worker. Hence Marx supposedly argues that the productive process
creates ‘a chronic relative overpopulation’, which leads to a permanent
oversupply of labour power that pins wages down to the minimum.

The process of setting free that Marx discusses in the chapter on accu-
mulation is something quite different from displacement by machinery. Its
cause is the accumulation of capital; that is, insufficient valorisation at a
definite, advanced stage of accumulation. Down to this point the number
of workers grows absolutely: ‘With the growth of the total capital, its vari-
able constituent or the labour incorporated in it, also does increase’ (Marx,
1954, p. 590). But with accumulation it increases ‘in a constantly dimin-
ishing proportion’ (p. 590) until at a specific level of accumulation its
growth ceases completely and turns into ‘a relatively redundant working
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population, ie, a population of a greater extent than suffices for the
average needs of the self expansion of capital, and therefore of surplus
population’ (p. 590).

Oppenheimer misses the point completely because he ignores the basic
difference between the technical labour process and the capitalist valorisa-
tion process. Machinery in relation to labour power (M:L) and constant
capital in relation to variable (c:v) represent two absolutely different cate-
gories and 10 confuse them is to end up in serious mistakes. It was from the
‘social form' and not from the technical application of the real means of
production that Marx deduced the necessary end of the accumulation
process.

Oppenheimer’s interpretation of the theory of the reserve army in the
sense of a chronic overpopulation is quite false. What prevails instead is
the law of the altemative attraction and repulsion of workers, so that the
absolute number of workers who find employment and are later thrown off
can, and does, increase: ‘in all spheres, the increase of the variable part of
capital, and therefore of the number of labourers employed by it, is always
connected with violent fluctuations and transitory production of a surplus
population’ (Marx, 1954, pp. 590-1). So it is not a question of chronic
overpopulation, as Oppenheimer supposes, but of the periodic reforming
and reabsorption of the reserve army within the production cycle: ‘“The
course characteristic of modern industry, namely, a decennial cycle ...
depends on the constant formation, the greater or less absorption, and the
re-formation of the industrial reserve army or surplus population’ (Marx,
1954, pp. 592-3). It follows that the absolute number of workers can grow
and indeed must grow if accumulation or expanded reproduction is to
occur.

The second so-called premise of Marx’s deduction is the classical wages
fund theory (Oppenhecimer, 1919, p. 138). According to Oppenheimer,
Marx ‘took over this theory in its decisive aspects’ (p. 141). ‘The classical
theory derived all prices from supply—demand relations, and resolved the
problem of wages, i¢, of the price of labour on the same basis’ (p. 138).

So Marx is supposed to have resolved the problem of wages in terms of
supply and demand. I have shown the complete untenability of this view
elsewhere (Grossmann, 1926, p. 180). Marx’s theory of wages is only a
special case of the theory of value applied to the commeodity labour power.
Just as in value theory the determination of the magnitude of value pro-
ceeds quite independently of competition, or supply and demand, the same
is true for Marx’s theory of wages.

In Marx the wage is determined by the reproduction costs or value of
labour power which is independent of competition. Because Oppenheimer
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fails to understand this determination of wages in terms of value, the
factor which, according to Marx, exerts an upward pressure on real wages
in the course of capitalist development — namely, the growing intensity of
labour — likewise escapes him. This is why he can arrive at the patently
false conclusion that in the Marxist system wages ‘can never rise above
their lowest point’ (1919, p. 149).

Since Oppenheimer’s description of Marx’s theory of wages as a wage
fund theory is absolutely false, the criticisms he develops of Marx’s theory
of accumulation from this particular aspect also crumble, To demonstrate
the inevitable formation of a reserve army Marx hardly needed to refer to
supply and demand relations. In his system the reserve army of labour is a
result of the process of reproduction at a late stage of accumulation not, as
Oppenheimer supposes, a permanent precondition for the reproduction of
the capital relationship. Given the nature of Marx’s simplifying assump-
tions, the reserve army can be deduced as a necessary consequence of
‘accumulation or of the development of wealth on a capitalist basis’
(1954, p. 592). Once it has come into being this surplus population
‘becomes, conversely, the lever of capitalist accumulation, nay, a condi-
tion of existence of the capitalist mode of production’ (p. 592).

The existence of the reserve army is a vital condition for empirically
given capitalism, but not by way of reproducing the capital relationship so
much as to make possible sudden expansions of production, because: ‘In
all such cases, there must be the possibility of throwing great masses of
men suddenly on the decisive points without injury to the scale of produc-
tion in other spheres. Overpopulation supplies these masses’ (p. 592). Ini-
tially, however, Marx takes as the object of his analysis not this
empirically real capitalism with its sudden expansions, but the ideal tra-
jectory of capitalist production, and so Le is perfectly justified in exclud-
ing the reserve army from his analysis in the initial stages.

Now we come 10 Oppenheimer’s description of Marx’s ‘proof proce-
dure’. What is the basic meaning of Chapter 25 of Capital Volume One on
‘the gencral law of capitalist accumulation’? Oppenheimer Lakes it to
mean that the existence of a reserve army is a crucial precondition of the
reproduction of the capitalist relationship. This is completely wrong. The
existence of capital itself — of the separation of the worker from the means
of production — is quite sufficient for the reproduction of the capitalist
relationship. A reserve army is not crucial in this respect.

Oppenheimer is preoccupied with the problem of the setting free of
workers through machinery and misses the basic point in Chapter 25. His
myopic concentration on machinery precludes him from ever tackling the
problem of insufficient valorisation due to accumulation. He deals with
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the latter only in passing, and even then entirely from the standpoint of the
subjective experience of the individual capitalist. Again Oppenheimer
overlooks the fact that Marx does not directly analyse empirical reality; in
the chapter on accumulation the object of his analysis is surplus value and
its variations of magnitude, whereas reality only confronts us with the
individual parts into which surplus value splits up (interest, profit, rent,
commercial profit, etc). Surplus value is only a theoretical form of totalis-
ing these individual parts that confront us in reality.

Marx’s proof procedure has the character of a deduction. With respect
to deductions of this nature Oppenheimer makes an excellent comment:
‘Any appeal to experience is quite inadmissible, A deduction is not vali-
dated because its results conform to experience’ (1919, p. 150). But in his
critique of Marx’s deduction Oppenheimer appeals precisely to experi-
ence. Marx has to deduce a specific phenomenon, the imperfect valorisa-
tion of the total social capital, from the very conditions of accumulation.
Against Marx’s demonstration that in the course of accumulation the
shortage of surplus value brings accumulation to a standstili, Oppen-
heimer replies that ‘experience teaches us that as interest declines accu-
mulation proceeds all the more vehemently' (p. 149). Oppenheimer
equates the shortage of surplus value, or imperfect valorisation, with a
declining rate of interest. The rate of interest may decline to any level, but
not surplus value. Interest is only an individualised portion of profit. Thus
if interest falls, the entrepreneur’s profit rises.

Suppose interest were to fall due to an oversupply of loan capital. What
would be the result? Loan capital would flow into production, and the
money capitalist would be transformed into an industrial capitalist. All
that would result is a redistribution of capital. The matter is quite different
when we look at the total surplus value, and total social capital. Once
surplus value declines below certain exactly calculable limits capital accu-
mulation necessarily breaks down, due lo the defective valorisation of
capital. The result would be an extraordinary devaluation of capital.
Oppenheimer presents matters as if accumulation and its scale depend
solely on the good will and psychology of the saver. He ignores the objec-
tive conditions — the magnitude of the disposable surplus value — which
determine the limits of the scale of accumulation. Oppenhcimer knows no
such limits to the accumulation of capital. He supposes that workers dis-
placed by machinery can be reabsorbed as long as accumulation is suffi-
ciently rapid.

Oppenheimer overlooks the essential question — that for a given size of
population and rate of surplus value is the requisite scale and tempo of
accumulation possible in the long run? I would say ‘no’ and I have tried to
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demonstrate this exactly as is possible within the limits of deduction.
Oppenheimer cites three possible forms through which the accumulation
of capital can compensate for the retrenchments.

i) Partial compensation where there is more retrenchment in certain
industries than redeployment in others.
ii) Full compensation where retrenchment and redeployment are equal.
iii} Overcompensation where redeployment is greater.

Oppenheimer then asks:

Which of these three cases is the actnal one? This problem cannot be
resolved through more deduction: it is an equation with several
unknowns, It can only be solved with figures: one would have to
compare the number of unemployed at different points in time. (1903,
p. 56)

He adds that there was hardly any statistical data available to Marx 0
decide the question. As neither deduction nor empirical proof was possible
he was left with an impression that the reserve army tends (o increase.

So according to Oppenheimer the fundamental law of the Marxist
system was an illicit generalisation of vague empirical impressions. The
entire argument is untenable. Marx’s theory of breakdown was neither a
generalisation from purely empirical observations nor an elaboration of
Hegel’s dialectic of contradiction. It was derived through deduction as a
self-evident consequence of the accumulation of capital on the basis of the
law of value. Oppenheimer’s statement that the problem is not soluble by
deduction is contradicted by the fact that I have used a concrete numerical
example to provide an actual solution and, as we shall see, this is also pos-
sible mathematically. As far as empirical relationships are concerned there
may very well be a difficulty of an equation with several unknowns. But
no such difficulty exists for theory. Through the simple procedure of
making certain assumptions theory can transform all unknown variables
into known quantities which are also measurable.

The scheme developed earlier proceeds from a state of equilibrium
where despite a rising organic composition of capital, the retrenchment of
workers is cancelled by their redeployment. And yet this state is only pos-
sible for a certain period of time. At a certain point accumulation becomes
impossible on the basis assumed because it runs up against limits to val-
orisation; Oppenheimer’s second case is transformed into his first case. At
this late stage of accumulation the retrenchment of workers dominates
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over their redeployment not due to the action of machinery, but due to
imperfect valorisation. The available surplus value does not suffice to
keep accumulation going on the necessary scale.

Oppenheimer abstains from presenting any deductive counterproof
against Marx and relies purely on empirical facts. But Oppenheimer
himself knows that we cannot arrive at a theory through simple experi-
ence. Marx could quite easily agree that from time to time overcompensa-
tion has occurred in industry. But this would not in the least affect the
Marxist law of accumulation and breakdown. Indeed additional labour
power is a necessary constitutive part of the very concept of accumulation.
The entire system is constructed on the notion of surplus value, on the
greatest possible intensive and extensive exploitation of labour power. By
its very nature capital strives to employ the largest number of workers,
Marx himself notes that, on the whole, the number of workers employed in
industry grows not only absolutely but as a ratio of the total population. As
the population base expands the upper limits of capital accumulation are
pushed back. This is one form in which the breakdown tendency is
defused and postponed to the future (See Chapter 3, section 13). Never-
theless it follows from the law of accumulation that for a given size of
working population capital accumulation encounters insuperable limits,
beyond which any further accumulation is pointless.

Naturally the intemal consequences of accumulation are always inter-
rupted and neutralised by modifying circumstances. Hence the periodic,
cyclical alteration of phases of expansion and breakdown. However if we
abstract from the alternating attraction and repulsion of workers in the
course of the industrial cycle, and follow through only the secular ten-
dency of development, we shall have to conclude that in the initial stage of
capital accumulation population was, on the whole, too large in relation to
the existing scale of accumulation. Hence Malthus and Malthusianism. In
the late stage of accumulation the inverse relationship dominates. In rela-
tion to the enormous accumulation of capital, population — the base for
valorisation — becomes increasingly smaller. Hence the sharpening ten-
sions in the advanced capitalist countries in the course of accumulation,
the increasing role of capital exports, the ever more brutal expansionist
tendencies of capital to secure the largest possible reserves of human
labour power. Bul here capitalism runs into obstacles. The world is
already divided up. The economic displacement of large masses of people
encounters difficulties. And so the very tendencies that defuse the break-
down are themselves defused, and the breakdown intensifies.

K Muhs’s critique of Marx (1927) shows not the slightest trace of orig-
inality. He simply draws together the argumenis developed by others. Like
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them he ignores the decisively important passages of Capital Volume
Three on the falling rate of profit. With Oppenheimer he agrees that
Marx’s theory of accumulation has an empirical basis. This is then criti-
cised empirically, The superficiality of this method is perfectly obvious.
Totally incapable of mobilising a single theoretical argument to launch a
frontal attack on the law of accumulation, Muhs tries to finish off the
theory through an empirico-statistical detour. The expansion of population
in industrialised couniries is supposed to refute the theory that workers are
set free in the course of accumulation. But theory? There is not the least
trace of any theory in Muhs.

On the other hand the process of breakdown described above should
not be confused either with the limits to accumulation that Bauer talks
about. So as not to be taken for an apologist of capital, Bauer claims that
he has discovered a limit to the accumulation of capital. This limit is set
by: (i) the proportionality between the two departments of the reproduc-
tion scheme and (ii) the rate of growth of population at a given level of
productivity. Variable capital has to be accumulated in a specific propor-
tion to increases in population. This prescribes the limits to the growth of
constant capital since there is likewise a specific proportionality between
constant and variable capital. The proportionality ¢:v is the limit Bauer
discusses. 1f the constant capital expands at a faster rate than that required
in terms of its proportional relation to variable capital the result will be
overaccumulation of capital. A slower rate means underaccumulation.

Crises arise only because the necessary proportionality between accu-
mulation and population is not maintained. As long as accumulation pro-
ceeds within these limits, it can advance indefinitely under the
assumptions made. Bauer speaks of ‘overaccumulation’. But this occurs
only because the conditions specified by him are violated. In fact he
argues that these conditions can be maintained even in the long run and the
very mechanism of capital ensures that all disturbances of equilibrium are
automatically corrected: ‘Like underaccumulation, overaccumulation is
only a passing phase of the industrial cycle’ (Bauer, 1913, p. 870).

In my description the process is totally different. I have shown that
even if all conditions of proportionality are maintained and accumulation
occurs within the limits imposed by population, the further preservation of
these limits is objectively impossible. The system of production described
in Bauer’s own scheme has to breakdown or the conditions specified for
the system have to be violated. Beyond a definite point of time the system
cannot survive at the postulated rate of surplus value of 100 per cent
There is a growing shortage of surplus value and, under the given condi-
tions, a continuous overaccumulation. The only alternative is to violate the
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conditions postulatcd. Wages have to be cut in order to push the rate of
surplus value even higher. This cut in wages would not be a purely tempo-
rary phenomenon that vanishes once equilibrium is re-established; it will
have to be continuous. After year 36 either wages have to be cut continu-
ally and periodically or a reserve army must come into being,

This would not be one of those periodic crises within the system that
Bauer refers to, for a crisis of this sort could always be surmounted by
adjusting the scale of the productive apparatus to the available population.
Here there is no more room for adjustments. The proportionality condi-
tions required by Bauer have been preserved throughout and still after year
35 a crisis, a tendency towards breakdown, sets in. The real dynamic of the
capitalist system is quite different from what Bauer supposes. He main-
tains that capitalism is characterised by a ‘tendency for the accumulation
of capital to adjust to the growth of population’ (p. 871). I have shown the
opposite — there is a tendency towards an absolute overaccumulation of
capital that outstrips the limits imposed by population.

The same hold for Tugan-Baranovsky. He believes that:

If social production were organised according to a plan, if those in
charge of it had a perfect knowledge of demand and the power to shift
labour and capital freely from one branch of production to another, the
supply of commoditiecs would never exceed the demand (Tugan-Bara-
novsky, 1901, p. 33).

Bauer’s scheme represents precisely this kind of planned, organised
production in which the managers know all they need to about demand
and have the power o adapt production to demand. In spite of this a ten-
dency towards breakdown emerges, valorisation declines absolutely and a
reserve army forms. This only shows that the problem is not whether there
is a surplus of commodities or not. In fact we have assumed a state of equi-
librium where, by definition, there can be no unsaleable residue of com-
modities. Yet still the system must break down. The real problem Llies in
the valorisation of capital; there is not enough surplus value to continue
accumulation at the postulated rate. Hence the catasrophe.

Obviously, as Lenin correctly remarks, there are no absolutely hopeless
sitnations. In the description I have proposed the breakdown does not nec-
essarily have to work itself out directly. Its absolute realisation may be
interrupted by counteracting tendencics. In that case the absolute break-
down would be converted into a temporary crisis, after which the accumu-
lation process picks up again on a new basis. In other words the valorisation
of the overaccumulated capital can be met through capital exports to coun-
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tries at a lower stage of accumulation. Or a sharp devaluation of the con-
stant capital during the crisis might improve the prospects for valorisation.
Or wage cuts could have the same effect in terms of warding off the catas-
trophe. But quite apart from the fact that all these sitnations violate the
assumptions postulated in Bauer’s scheme, these solutions would have a
purely temporary impact. Restored accumulation will again generate the
very same phenomena of overaccumulation and imperfect valorisation.

The logical and mathematical basis of the law of breakdown

In year 1 of Bauer’s reproduction scheme the amount due for capitalisa-
tion constitutes 25 per cent of a surplus value of 100 000 (20 000 a_+ 5
000 a, = 25 000). In year 2 the capitalised conponent increases 10 25.95
per cent of an expanded surplus value of 105 000 (22 000 a_ + 5 250 a, =
27 250). [The actual ratio should be 25.95 per cent — J Banaji]. Under
these conditions the reservoir of surplus value is progressively exhausted
and the accumulated capital can only be valorised at an increasingly
unfavourable rate. Afler some time the reservoir dries up completely — the
quotas due for capitalisation turn out to be far in excess of the available
mass of surplus value even though notionally they are only fractions of
this surplus value. This is the contradiction; at the hypothesised rate of
accumulation the mass of surplus value is no longer sufficient. The break-
down of the system is the inevitable consequence.

Apart from the arithmetical and logical proofs that we have been given
already, mathematicians may prefer the following more general form of
presentation which avoids the purely arbitrary values of a concrete numer-
ical example.

Meaning of the symbols

¢ = constant capial. Initial value = c,. Value after j years = ¢,
v = variable capital. Initial value = v . Value after j years = v;
s = rate of surplus value (written as a percentage of v)

a . = rate of accumulation of constant capital ¢

c

a, = rate of accumulation of variable capital v

k = consumption share of the capitalists
S =mass of surplus value =k + a_.c + a,.v

100 100

{2 = organic composition of capital, or c:v
J = number of years
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Furtherletr=1+a.; w=1+ag,

100 100

The formula

After j years, at the assumed rate of accumulation g, the constant capital ¢
reaches the level c; = c_.”. At the assumed rate of accumulation a,, the
variable capital v reaches the level v; = v,.w. The year after (j + 1) accu-
mulation is continued as usual, according to the formula:

S=k+c,ra +v, wa =s5v w,

100 100 100
whence

k=v, w(s—a)-c,ra,

100 100

For & 1o be greater than 0, it is necessary that

v,w(s—a)>c,r.a,

100 100

k=0forayearn,ifv, s"(s—a)=c,.r"a,
100 100

The timing of the absolute crisis is given by the point at which the con-
sumption share of the entrepreneur vanishes completely, long afler it has
already started to decline. This means:

(N=s5-a,

s fQa

c

whence
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"= s—a
‘o8 ( .Q.acv)

100+ac

log( 100+av)

This is a real number as long as s > a,. But this is what we assume
anyway throughout our investigation.

Starting from time-point #, the mass of surplus value § is not sufficient
:» ensure the valorisation of ¢ and v under the conditions postulated.

Discussion of the formula

""he number of years n down to the absolute crisis thus depends on four
conditions:

1) The level of the organic composition £2. The higher this is the smaller

the number of years. The crisis is accelerated.

ii) The rate of accumulation of the constant capital a_, which works in
the same direction as the level of the organic composition of capital.

iii} The rate of accumulation of the variable capital a, which can work in
either direction, sharpening the crisis or defusing it, and whose
impact is therefore ambivalent.

iv}) The level of the rate of surplus value s which has a defusing impact;
that is, the greater is s, the greater is the number of years », so that the
breakdown tendency is postponed.

The accumulation process could be continued if the earlier assumptions
were modified:

i) the rate of accumulation a,, is reduced, and the tempo of accumulation

slowed down;

ii} the constant capital is devalued which again reduces the rate of accu-
mulation a_;

iil) labour power is devalued, hence wages cut, so that the rate of accu-
mulation of variable capital a,, is reduced and the rate of surplus value
s enhanced;

iv) finally, capital is exported, so that again the rate of accumulation a_is
reduced.
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These four major cases allow us to deduce all the variations that are
actually to be found in reality and which impart to the capitalist mode of
production a certain clasticity.

In reality we find that once the given level of valorisation collapses and
the accumulation process stagnates, sooner or later counteracting tenden-
cies come into play. The capitalist attempts to restore the valorisation of
his capital. In the crisis capital is devalued and this is followed by a reor-
ganisation and concentration process in which the rate of profit is
increased through higher productivity and rationalisation; the same effect
is achieved through direct wage cuts. We shall get to know these counter-
acting tendencies a bit more in Chapter 3.

Through the impact of these processes the breakdown tendency is inter-
rupted, accumulation can restart on a new level, and the absolute collapse
is transformed into a temporary crisis. This is the simple explanation of
what Spiethoff falsely regards as Marx’s confusion of the long-term and
general tendencies that drive towards breakdown with conjunctural shifts
of a short-term character.

The crisis is therefore, from the standpoint of capitalist production, a
healing process through which the valorisation of capital is restored;
‘crises are always but momentary and forcible solutions of the existing
contradictions. They are violent eruptions which for a while restore the
disturbed equilibrium® (Marx, 1959, p. 249). By its very nature the dura-
tion of this process of recovery is indeterminable. Whereas the time-span
of accumulation can be calculated down to its maximal point z — so that
the length of the upswing is determinate — an exact determination of the
length of the crisis is not possible. By one means or another the
entreprencur strives to restore valorisation until sooner or later he suc-
ceeds in doing so. The crisis is only a more or less prolonged interval
between two phases of accumulation.

Once counteracting tendencies come into play, the assumptions under
which the analysis was worked out necessarily change. A modification to
these assumptions along the lines suggested above would mean that for a
period of time the process continues on a new basis, up until a new abso-
lute crisis which can be exactly determined under the new set of assump-
tions and calculated according to the same formula. The crisis can
likewise be surmounted by changing the conditions postulated yet again —
for instance if the entrepreneur enforces a renewed cut in wages. Yet quite
apart from the fact that a wage cut would disrupt the initial assumption of
the expansion of variable capital corresponding to increases in the
working population, the further continuation of accumulation would still
prove unlenable after a certain lapse of time. Despite the cut in wages it
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would again run up against the limits of valorisation and thus necessitate
further wage cuts, and so on and so forth.

These underlying connections enable us to draw out the true meaning
of Marx’s statement that it lies in the essence of capitalism to push wages
not simply down to the minimum necessary for subsistence, but even
lower than this minimum:

The zero of their [the labourers’] cost is therefore a limit in a mathe-
matical sense, always beyond reach, although we can always approxi-
mate more and more nearly to it. The constant tendency of capital is to
force the cost of labour back towards this zero. (1954, p. 562)

Later Marx states that:

The greater the social wealth, the functioning capital, the extent and
energy of its growth, and, therefore, also the absolute mass of the
proletariat and the productiveness of its labour, the greater is the
industrial reserve army. The same causes which develop the expansive
power of capital, develop also the labour power at its disposal. The
relative mass of the industrial reserve army increases therefore with the
potential energy of wealth. But the greater this reserve army in
proportion to the active labour army ... the greater is official pauperism.
This is the absolute general law of capitalist accumulation. Like all
other laws it is modified in its workings by many circumstances, the
analysis of which does not concern us here, (p. 603)

Marx goes on to argue that ‘in proportion as capital accumulates, the lot of
the labourer, be his payment high or low, must grow worse’ (p. 604).

People have tried to challenge this absolutely necessary general ten-
dency which is inherent in pure capitalism by reference to the actual level
of real wages in this or that period. As if Marx ever denied that it was pos-
sible for real wages to increase in specific phases of capitalist accumula-
tion. The fact remains that at a late stage of accumulation this general
tendency towards the depression of real wages emerges inexorably from
the very process of capital accumulation on the basis of a rising organic
composition. It follows that this tendency can be delayed for some time; it
can be slowed down by the action of specific counteracting tendencies, but
it cannot be abolished. Abstracting from such purely temporary phases, we
see that from a certain peint of accumulation onwards wages must decline
continuously under pure capitalism, despite any initial increases. After
this point the tempo of accumulation and technological advance slows
down and the reserve army grows.
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Obviously such a process cannot last indefinitely. A continuous deteri-
oration of wages is only possible theoretically; it is a purely abstract possi-
bility. In reality the constant devaluation of labour power accomplished by
continual cuts in wages runs up against insuperable barriers. Every major
cut in its conditions of life would inevitably drive the working class to
rebellion. In this way, and through the very mechanism that is internal to
it, the capitalist system moves incessantly towards its final end, dominated
by the ‘law of entropy of capitalist accumulation’.

Why the Marxist theory of accumulation and breakdown
was misunderstood

There are specific reasons why the compelling logic of Marx’s theory of
accumulation was never followed through consistently to its proper con-
clusion, even by Marxists themselves. From his correspondence it is pos-
sible to see how painful it was for Marx to find that even in party circles in
Germany there was an almost unbelievable indifference o Capital. The
immaturity of the German workers’ movement of that time corresponds
better to Lassalle’s pamphlets than to the massive and britliant structure of
Marx’s theory. Even the leading thinkers of the workers’ movement were
incapable of grasping the decisive aspects of Marx’s theory. It is quite
typical that W Liebknecht in 1868 requested Engels ‘to clarify where the
real difference lies between Marx and Lassalle’. So it is not difficult to
understand why, as M Beer Lells us today, that:

down to 1882 and for some years afterwards, there was practically no
trace of Marxism in Germany. The writings of Lagsalle, the recollec-
tions of 1848 and French literature formed the real sources from which
the movement drew for its theories, ideas and feclings. Many socialists
had been trained by Rodbertus or Duhring, others were at best
acquainted with the publications of the International Working Men’s
Association, and still others founded their demands on appeals 10
morality and humanity. Kautsky was the first to get through, little by
litde, with his popularisation of Marx’s ideas. (1923, p. 77)

Precisely when the publication of Marx's Capita! was finally complete
with the appearance of Volume Three, the rapid flowering of German cap-
italism doomed any deeper understanding of Marx’s theory. The general
feeling was that Marx’s theory flady contradicted the real tendencics of
capitalism. Far from any further deepening of Marxist theory, it was an
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epoch characterised by a drift away from it. It was this period of vigorous
capilal accumulation (1890-1913) that gave birth to revisionism and o
those notions of an unfettered, equilibrated capitalism which would recur
later even in the writings of the official spokesmen of theory, like Hilferd-
ing and Bauer. The case of Hilferding shows how deeply the fear of catas-
trophe characteristic of bourgeois economists penetrated into this
tendency of Marxism.

In historical retrospect such an attitude to Marx’s Capital is under-
standable. The great popularity of the book was initially due to the paris
which describe the immediate process of production within the factory. Its
description of the labour process, which is simultaneously a process of
producing value and surplus value, focused sharply on the position of the
working class and its exploitation by capital and made the day-to-day class
struggle something entirely comprehensible. So Volume One became the
‘bible’ of the working class for decades to come.

Those parts of the work which describe the historical tendencies of
capital accumulation suffered an entirely different fate. However bril-
liantly they handled the question of capitalist breakdown, they were
doomed to remain unintelligible. Capitalism had still to reach a maturity
where the question of breakdown and the problem of realising socialism
could possess an immediate reality. Marx was so far ahead of his own time
that these portions of his work were bound to remain incomprehensible at
first, and in this sense Marx’s own life work only went to confirm even
further the truth of the materialist conception of history.

Two whole generations had to pass, following the appearance of
Capital, before the general advance of accumulation ripened capitalism to
its present imperialist stage and generated the conflicts that would find an
ephemeral solution in the massive convulsions of war. Only now did the
question of achieving socialism gradually descend from the nebulous
world of the socialist programme (o the reality of day-to-day practice.
Today we turn to Capital in search of answers to questions that are no
longer purely academic, no longer simply problems of theory, but prob-
lems rooted in the needs of daily life. The historical situation has changed
and this change tears aside the veils that concealed entire words and mean-
ings from previous generations. The time has come for a reconstruction of
Marx’s theory of breakdown.

‘Rate of profit’ and ‘mass of profit’ have entirely different meanings
for theory, despite the close connection between them. Several writers like
Charasoff, Boudin and others felt that the central point of Marx’s theory
was contained here. But they could not demonstrate the necessary break-
down of capitalism because they confined their attention (o the fall in the
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rate of profit. Breakdown cannot be derived from this. How could a per-
centage, a pure number such as the rate of profit produce the breakdown of
a real system? Table 2 showed that the capitalist system can survive
despite the fall in the rate of profit and that the final breakdown in year 35
has nothing to do with the falling rate of profit as such. We cannot explain
why in year 34, with a rate of profit of 9.7 per cent, the system survives
and why in the next year, with a rate of profit of 9.3 per cent, it breaks
down. An explanation is only possibie when we relate the breakdown not
to the rate of profit, but to its mass: ‘accumulation depends not only on the
rate of profit but on the amount of profit’ (Marx, 1969, p. 536).

If we accept the view of Sombart and Bauer that value in Marx is in no
sense a real phenomenon but merely an idea, a ‘mental fact’ or an aid to
thought, then the breakdown of capitalism due to a relative decline in the
mass of profits (a decline in the rate of profit is simply the external expres-
sion of this fact) becomes an inexplicable mystery. Ideas can scarcely
destroy a real system. This is why Sombart and Bauer could never come to
terms with the Marxian theory of breakdown. But matters are quite differ-
ent if value and therefore the mass of profit is conceived as a real magni-
tude. In this case the system has to break down due to a relative fall in the
mass of profit, even if the latter can increase, or docs increase, absolutely.
A falling rate of profit is thus only an index that reveals the relative fall in
the mass of profit. The falling rate of profit is, moreover, only important
for Marx in so far as it is identical with a relative decline in the mass of
surplus value.

Only in this sense is it possible 10 state that with a falling rate of profit
the system breaks down. The rate of profit falls because the mass of profit
declines relatively: “The drop in the rate of profit ... expresses the falling
relation of surplus value to advanced total capital’ (Marx, 1959, p. 214). It
is this relative decline in the mass of profits (or of surplus value) con-
ceived as a real magnitude that accounts for the ‘conflict between the
expansion of production and production of surplus value’ (p. 247).
Beyond a certain limit to accumulation there is too little surplus value to
secure the normal valorisation of the constantly expanding capital.

The factors of the breakdown and the business cycle

Writers like O Morgenstern (1928) simply reject the notion that there are
any regular or systematic economic fluctuations. They ascribe to crises a
purcly contingent character in the sense that phases of expansion and
decline succeed one another purely accidentally. H Dietzel saw purely
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random fluctuations of the harvest as the basic determinant of conjunctural
oscillations (1909). Bohm-Bawerk thought a theory of the economic cycle
could only form the concluding chapter of a logically complete economic
theory. In that case, when it asserts that a theory of economic cycles is
impossible, bourgeois economics only ends by confess