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EDITORIAL

~

We would like to apologize to our readers for the long delay in publishing
the present issue of KAPITALISTATE. The KAPITALISTATE group 1n
Berlin was overburdened with work and faced an unfortunate and costly
technical failure which occurred during the typesetting process in Germany.
After consultations between the groups in Berlin and the Bay Area we
agreed that the Bay Area group should assume responsibility for printing
KAPITALISTATE beginning with the present issue.

The Bay Area group is making every effort to insure that KAPITALI-
STATE will appear on a more regular basis in the future. We are planning
to publish issue Four in the fall of 1975. It will be a focus issue on urban
and regional problems and the capitalist state. For the future, editors are
preparing further focus issues dealing with multi-national corporations and
the state, the state educational system, state policy and the labor market,
and the problem of legitimation of the capitalist state.

Even though KAPITALISTATE has failed to appear regularly, the past
year has seen the continued expansion of a world-wide network of groups
and individuals sharing their insights and analyses about capitalist society
and the capitalist state. The aim of KAPITALISTATE is not merely to pub-
lish a journal, but, more importantly, to encourage international collabora-
tion on just such work.

Working Principles of the Bay Area Kapitalistate group

The Bay Area KAPITALISTATE group does not consider itself an editorial
board that accepts and rejects manuscripts. Rather, it is a group of people
helping each other and other groups and individuals who are working on
theoretical issues and empirical research concerning the state. Two articles
in this issue are the outcome of our collective work process: ‘‘Watergate’’
and the review of ‘“The Fiscal Crisis of the State.”’ Our current project is a
contribution towards a Marxist theory of political parties, and we welcome
suggestions and comments from our readers on this topic. In the future, we
hope to expand both our international contacts and those within the U.S. by
working on manuscripts by other groups and individuals affiliated with or
interested in KAPITALISTATE. Reciprocally, we hope to get critical reaction
to our own collective work.




Because of the sudden shift of the printing responsibilities to the U.S., we
are not in a position to give adequate progress reports of all groups involved
in KAPITALISTATE. In the U.S. there are now operating groups in New
York, Boston, Madison, Boulder, and East Lansing. Reports on the activities
of all international and U.S. groups will appear in the next issue.

International cooperation

We hope that in the future we will be able to publish more collective work
resulting from international cooperation as suggested above. At this point,
the coordinating group in each country has the primary responsibility for
deciding what contributions from that country should be published. All
manuscripts will be circulated internationally before publication and coordin--
ating groups in other countries can, in special circumstances and by giving
adequate reasons, veto any contributions. ’

The KAPITALISTATE distribution, subscriptions, and sales will remain
with the coordinating groups or editors for any particular country.
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The saga of Watergate, with all of its convolutions and mysteries, is a tale
of political repression gone awry. Political repression is a normal feature of
bourgeois democracies. There may be periods when repression is intense
and others when it is lax, times when repression clearly violates the norms
of bourgeois legality and other times when it carefully proceeds according to
procedural due process of law. The capitalist state never completely abstains
from repressive activity directed against its political enemies. As long as
such repression is contained within certain broad limits and is directed only
at certain kinds of targets, it raises little opposition from the establishment
media or from liberal spokesmen and politicians.

Beginning in 1969 the Nixon administration actively pursued a policy of
concerted repression directed against the left in the United States. It organ-

. ized Federal Grand Jury inquisitions in many parts of the country, carried out

large-scale illegal surveillance of radicals and radical organizations, practi-
cally liquidated the Black Panthers, responded more and more brutally to
political demonstrations opposing the Vietnam War, and instigated numer-
ous blatently political trials. While such actions were opposed by the Left
and received occasional criticism in the press (as in the Chicago 7 trial),
liberals largely ignored them.

But then, as the 1972 Presidential election approached, something new
occurred. The surveillance and sabotage which had, in the past, been
directed at the Left was turned against the Democratic Party. There was, of
course, nothing more illegal in the bugging of the Democratic Party

headquarters than in the surveillance of radical organizations during the
previous years. The dirty tricks directed against Democratic candidates were
no more a violation of constitutional rights than was the planting of provo-
cateurs in radical groups. What made the Watergate scandal so scandalous
was the use of such illegal, repressive means in the political struggle within
1963 University Ave. the ruling class. It was neither the formal illegality of the activities per se,
East Palo Alto, CA nor the intensity of the political struggle waged by the Nixon forces against

94303 the liberal establishment that was scandalous, but the combination of the
two.
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This was not, of course, the first time that the boundaries of acceptable
repression had been transgressed. Twenty years earlier Senator Joe
McCarthy had violated the limits of acceptable repression when he turned
from the attack on the Left in the universities and the media to liberals and
conservatives in the Army and Republican Party. Under different circum-
stances, the Nixon administration moved during the early 1970’s from using
a repressive apparatus to attack the Left to launching an attack on the
Democratic Party. Once the full scope of that attack came out into the open,
the political crisis that became known as Watergate was born.

This view of the Watergate scandal raises a number of important ques-
tions: 1) What social and political factors set the stage for the extension of
repression beyond acceptable limits? 2) Once the Watergate burglary was
uncovered, what forces shaped the development of the political scandal into
a serious crisis? Why were certain crimes and not others emphasized? What
can we learn about the functioning of the state apparatus from the unfolding
of the crisis?

We do not have full answers to these questions. But we can offer a tenta-
tive analysis of the issues in the hope of illuminating some of the dynamics
of the political crisis facing the United States in the 1970’s.

I The Transcendence of Acceptable Repression

When Karl Marx wrote about the farce of the coup d’etat of Louis
Bonaparte in 1852 he was faced with the difficult problem of disentangling
the general structural forces which underlay that specific historical event
from the particular personalities and circumstances of the historical actors
who engineered it. The general method by which Marx analyzed this prob-
lem was stated succinctly at the beginning of his essay:

Men make their own history, but they do not make it just as they please; they do
not make it under circumstances chosen by themselves, but under circumstances
directly encountered, given and transmitted from the past,*

1. Structural developments

The U.S. ruling class directly encountered circumstances in the 1960’s and
early 1970’s which have shaped the development of the state apparatus and
created the preconditions for the events of the Watergate scandal. With
some simplification, these structural developments can be classified under
two headings: those that affected the position of U.S. capital in the world
economy and those that attacked the mechanisms of social control at home.

By the middle of Nixon's first term it was clear that U.S. hegemony over
the capitalist world was weakening. The strength of national liberation
movements, seen most dramatically in Southeast Asia, meant that the cost

* Karl Marx, The Eighteenth Brumaire of Louis Bonaparte, New York: Interna-
tional Publishers, 1963, p. 15.

of imperial expansion was higher than the ruling class and the professional
politicians had envisioned. By 1968, some capitalists and politicians were
arguing, sometimes publicly, for a pullback in Asia and a re-evaluation of
U.8S. foreign policy in other potential trouble-spots. In addition, the rising
economic strength of other capitalist nations, particularly Japan and Ger-
many, and the threat of an expanded and unified European Common Mar-
ket, made the danger of serious competition a reality. At the same time, the
potential of the U.S. to reassert its own competitive position through the
manipulation of the economy with Keynesian economic tools seemed to be
exhausted. The expansionary economics of the Kennedy-Johnson years pro-
duced a rising GNP but also increased inflation. Hence this rising GNP did
not represent a significant increase in productivity. The expanding strength
of other national economies and the relative stagnation of the U.S. combined
to transform the situation into an arena of destabilizing competitive forces
that threatened to undermine the international system as a whole. These
strains boiled to the surface in a series of international monetary crises with
speculation running against the dollar and toward gold, the yen, the Deut-
sche Mark, and even at times, the pound and the lire. To make matters
worse for the U.S. among the main speculators were the huge U.S.-based
multinational corporations and financial institutions.

The increasing instability of the world economy was accompanied by an

upsurge of events in the U.S. that threatened the stability of the internal

social structure. In the late 1960’s, a series of political struggles surfaced—
workers in general, blacks and other third world minorities in particular,
university students, women and gay people became more militant in chal-
lenging the institutions and individuals who were oppressing them. Poor
people organized against the welfare system and against ghetto housing. In
addition, new coalitions formed. The anti-war and ecology movements, for
example, included not only those most oppressed, but also many non-estab-
lishment liberals. Thus the attack on the established social order began to
gain hesitant support from those closer to the centers of power.

In addition to these overtly political struggles, there were also collective
expressions of deepseated personal discontent. Organized labor, especially
rank-and-file groups, exhibited increasing militancy often focussed on
non-traditional issues. The strike of auto workers at the General Motors
assembly plant in Lordstown, Ohio, was only the most widely noted mani-
festation of a rising sense of malaise felt by many better paid workers.

To the ruling class, all of these phenomena were interrelated. Though such
there might have been differing interpretations as to the prime causes and
effects of such phenomena, a general consensus existed within the ruling
class that there was a crisis of empire abroad and a crisis of authority at
home. The task of somehow shoring up that empire and re-establishing
domestic authority fell on the Nixon administration beginning in 1969.




2. The Domestic Crisis

There were three strategies available to the state for attempting to deal with
the economic and social crisis of the late 1960’s and early 1970’s:

a) The existing policies could be continued, with piecemeal modifica-
tions of the social-welfare apparatus in response to specific pressures. The
warfare-welfare state could remain as the basic response to the problems of
surplus absorption and to the social and political manifestations of labor
unrest. This alternative was favored by the mainstream of the Democratic
Party and by many Republicans.

b) The social-welfare structure inherited from the New Deal and the
Kennedy-Johnson years could be used as a spring board for the develop-
ment of a full-scale social-industrial complex.* This would represent an at-
tempt to fully co-opt those social groups that had been marginalized by the
development of monopoly capital since the end of the Second World War. It
would necessitate a dramatic expansion of manpower programs, government
involvement in raising productivity, health programs, etc. In the late 1960’s
such a program was only supported by fring elements in the Democratic
Party. By 1972, a substantial number of the supporters of George McGov-
ern, although not McGovern himself, had moved toward this perspective.

¢) The social infrastructure of the 1960’s could be substantially disman-
tled, or, at least, rendered ineffective, and be replaced by a much more re-
pressive structure of social coentrol. This was, at least officially, the position
of the mainstream of the Republican Party, and the perspective which Nixon
adopted when he entered the White House. Such a policy was first imple-
mented at the state government level, most prominently in New York and
California in the late 1960’s. Governors Rockefeller and Reagan were widely
thought of as representing the left and right wings of the Republican Party
and both pushed substantially similar repressive policies.

Each of these three alternatives faced different obstacles. While piece-
meal, incremental reform might have provoked the least resistance from
organized political groups, it also offered the ruling class the least hope for
substantially improving the situation. This strategy, after all, had failed to
prevent the crisis of the 1960’s and, in the view of many, had helped to
cause it. In addition, the strategy required to defend U.S. international
hegemony appeared to call for a deflation and a re-orientation of domestic
production, rather than a continuation of existing domestic policies.

¥ For a discussion on the warfare-welfare state and the social-industrial complex
as alternative capitalist strategies, see James O’Connor, The Fiscal Crisis of the
State, New York, St. Martin's Press, 1973. O’Connor sees the social tensions of late
capitalist society as being manifested in increased demands on the state budget. But
since the state’s ability to raise the necessary revenue is limited, it finds itself in a
growing fiscal crisis and capitalist strategy is frequently geared toward solving the
fiscal crisis in order to improve the state’s ability to attack the social crisis. One aim
of a possible social-industrial complex, for example, is to increase the productivity of
gtate activities and thereby reduce the state’s demands on revenue sources.

The alternative of building a full-fledged social-industrial complex faced
enormous political opposition. Many capitalists felt that their immediate in-
terests would be threatened by a massive shift in government priorities.
This was particularly true for those capitalists whose interests were linked
exclusively to the militgry sector. Some also feared that new and dramatic
social ventures would reduce the ability of the government to manage the
return to political and social stability that was so desperately needed. Capi-
talists have always shied away from new departures in state policy over
which they felt they could not exert substantial control. The added burden
on the government budget, the possibility of mobilizing groups that so far
had been denied access to the organized political process, and the threat of
changes in tax laws and state regulatory activity, produced an almost united
front of capital against developing a social-industrial complex even though it
might have been in their long-run interests. They were joined in this oppo-
sition by the leadership of organized labor, who also tended to feel threat-
ened by such new policy departures. Despite their many misgivings about
the country’s political leadership, labor leaders still saw their interests as
lying firmly within the mainstream of the Democratic Party.

Finally, the effort to dismantle the existing social infrastructure, the third
alternative, faced the obstacles of an entrenched federal bureaucracy with a
‘vested interest in maintaining the social programs of the 1960’s, and a
Congressional, party, and bureaucratic system whose legitimacy was rooted
in the pluralist interest-group politics of federal programs. Many capitalists |
feared that such a strategy was too harsh and would result in an increased
level of political tension. And, of course, labor at all levels knew that it
would bear the brunt of such a policy. Thus, to pursue this strategy effec-
tively, it would be necessary to work around the established institutions of
the federal bureaucracy and to bypass the pluralistic processes of the
Congress and the two major political parties. This is what Nixon attempted
to do.

The authority crisis was one of the first issues to concern Nixon. In his
account of the early days of the Nixon Administration, Daniel Patrick Moy-
nihan, at the time Nixon’s chief advisor in the area of social policy, de-
scribes how the administration formulated its policies towards the poor.*
The basic problem, in the view of both Moynihan and Nixon, was that the
New Deal, New Frontier, Great Society programs of the Democrats, so ne-
cessary for muting social conflict in their day, were now doing just the op-
posite. They created expectations of concrete benefits which the system
could not deliver and politicized sectors of the population in ways that were
unacceptable to most members of the ruling class.

Thus, these programs now threatened the stability they had originally
been supposed to maintain. In Moynihan's view, the increasing role of gov-

# . . - .
Books]?algl’%.l)‘ Moynihan, The Politics of @ Guaranteed Income, New York, Vintage




ernment in social affairs had undermined the private systems of authority
(primarily the family and the impersonal controls of the labor market) on
which the society rested. Though Moynihan does not use such language, it
is clear that the administration viewed the situation as potentially revolu-
tionary. Indeed, armed insurrection in urban ghettos was always a fear and
at times a reality throughout the 1960’s. The solution to these problems
envisioned by Moynihan, and attempted by Nixon, was to move toward pol-
icies that would reinforce the private systems of authority, re-establish pri-
vate incentives where government intervention had distorted them and bring
the repressive apparatus of the state fully to bear on those groups
considered the most dangerous.

Proposed Nixon budgets throughout his first administration but particu-
larly during the first two years of his aborted second administration strongly
reflect this attempt to reorient domestic policies. The Nixon administration
did not seek to liquidate all forms of social welfare expenses. The adminis-
tration allowed certain programs to expand—for example, food stamps and
social security programs which gave direct cash payments to individuals who
then made purchases on the market. However, social programs which pro-
liferated bureaucracies at the federal and local levels {such as OEO and
Model Cities) were cut, producing a net real decline in federal social spend-
ing between fiscal 1972 and 1975.* In general the Nixon administration
attempted to stem the growth of social programs and, whenever possible,
replace them by more market-oriented and overtly repressive forms of social
control.

3. Defense of the Empire

The defense of the empire was undertaken simultaneously by political and
economic means. In the area of politics, the United States had to alter its
strategies vis-a-vis both underdeveloped countries and its imperialist rivals.
A major thrust of foreign policy was to extricate the U.S. from its disaster-

* The Brookings Institution, in analyzing the last Nixon budget, states:

In its budget proposals for fiscal year 1975, the administration is proposing several
measures to reallocate federal expenditures. It seeks to end the decline in the de-
fense share of the budget, to continue the rapid growth in cash income maintenance
and in helping people buy essentials and to reduce the relative importance of aid for
social programs.

...The fiscal 1975 budget, proposed by the administration contains almost no in-
creases in spending for social grant programs in the areas of education, urban devel-
opment, manpower and health. After correcting for inflation over the past three
years, the budget actually implies a substantial fall in the real level of federal activity
in these areas. Should the administration’s proposals be accepted the relative share
of aid for social programs in federal spending would decline over the rest of the
decade. (Barry M. Blechman, Edward M. Gramlich and Robert W. Hartman, Setting
National Priorities: the 1975 budget, The Brookings Institution, Washington, D.C.,
1974, pp. 13-14)

ous and expensive direct military role in Southeast Asia while preserving a
substantial political presence. To do this, the U.S. government moved
toward a new strategy of sub-imperialist states in various parts of the world.
It was hoped that the Saigon government could come to play such a role in
South East Asia. At the same time, Western Europe and Japan received the
message that their new-found strength was viewed by the U.S. as leading to
greater competition and less cooperation. This message was emphasized by
the improvement of U.S. relations with the U.S.S.R. and China. Thus the
old forms of collective alliances were undermined, to be replaced by nego-
tiations towards one-to-one diplomatic arrangements.

The Nixon administration tried to maintain the U.S, position as the dom-
inant world economic power. Some of the policies employed were primarily
defensive, designed to ward off and reduce threats to U.S.-based multi-na-
tional corporations and to the dollar’s role in international finance. Other
activities were designed to re-orient the U.S. role in world economic rela-
tions and re-establish unquestioned U.S. hegemony.

The initial policy moves of the Nixon administration upon taking office in
1969 were to engineer a recession in order to undercut the exploding wage
demands that had been touched off by the Vietnam inflation, and to defend
the dollar through a variety of ad hoc arrangements. Both moves proved to

- be only temporary palliatives and after mid-1971, the administration became

more aggressive and moved in new directions. They attempted to restrain
wages through a combination of direct controls and a reduction in social
spending.* At the same time, after the forced demise of the fixed exchange
rate system, two successive devaluations of the dollar and a vigorous export
promotion policy were designed to turn the balance of payments around and
retain, and even expand, U.S. presence in foreign markets.

The results of these actions were mixed. By 1973, the balance of
payments had moved toward a slight surplus, interrupling, at least tempor-
arily, the huge deficits of previous years. The oil price increases beginning
in 1973 had less of an adverse impact on U.S. balance of payments than was
the case with other advanced capitalist countries, because the U.S. imports
a much smaller percentage of its petroleum. For a while, the dollar was
even being described as a strong currency.

Wages were held in check but the attempts to stimulate domestic produc-
tivity were less successful. The devaluations and export stimulants contri-
buted to a revival of ‘inflation, particularly in foodstuffs as a smaller propor-
tion of agricultural output was available for domestic consumption. It was

* As discussed earlier in this paper, Nixon felt that government social programs
had contributed to undermining labor market discipline and undercutting the effects
of the reserve army of labor. A reduction in this type of expenditure could be viewed
as an attempt to reinforce some of the mechanisms that have traditionally restrained
wages. See James O’Connor, ‘‘Nixon’s Other Watergate: The Federal Budget for
Fiscal 1974,” Kapitalistate, no. 2 (1973).
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clear that the working class was being forced to bear the brunt of the
attempt to regain world hegemony, as their real wages were under attack
from several directions. But whether the attempt would be successful or not
was by no means certain and there was some feeling within the ruling class
that Nixon was not capable of carrying out this difficult task, especially as
the Watergate crisis deepened.

There were also a number of structural features that contributed to the
lack of a ruling class consensus over policy. Multi-national corporations have
increasingly adopted a perspective which no longer draws distinctions be-
tween national and international markets and sources of capital, raw
materials, and exploitable laborpower. The foreign investments of the multi-
nationals not only contributed to the balance of payments deficits, which
then threatened their own expansion, but the same corporations were
leaders in the resulting speculation against the dollar. Jobs of U.S. workers
and markets for domestic small manufacturers supplying large corporations
tended to decline as production ran away to foreign cheap labor havens. The
tight money policies designed to fight inflation and protect the dollar
wreaked havoc on domestic capital markets and particularly damaged the
housing industry. After the devaluations, some foreign capital began moving
into the U.S., bringing back some jobs and markets. But much of this in-
creased inflow was in real estate, agriculture, entertainment, hotels, and
small banking, bringing foreign capitalists into direct conflict with domesti-
cally-oriented capitalists within the United States.

4. Political Strategies

Although many regionally and nationally based capitalists and much of
organized labor felt extremely threatened by the power of the multinational
corporations, the Nixon administration faced little ‘organized opposition to its
attempts to construct a more harmonious and integrated world market
in which American multinational corporations would have a relatively free
hand. However, the Nixon administration met considerable opposition from
the left and from many liberals on its prolongation of the Vietnam War and
its attempts to cut back social welfare. As discussed above, left opposition
was primarily handled by systematic repression. Liberal opposition was to
be contained by following three political strategies.

First, the Nixon administration made a concerted effort to undermine the
power of Congress. Needless to say, the power of Congress had gradually
been eroded throughout the past fifty years, and it would be a mistake to
attribute its weakness to one administration. When Nixon took office, Con-
gress still had a residual influence on policy-making, especially in some
areas of domestic affairs. It was still a basic institution mediating the frag-
mentation of capitalist interests which had for so long characterized the
American state. Nixon’s continual use of the veto, his impounding of funds
authorized by Congress, his creation of a host of new executive positions not
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subject to Congressional review, his denying Congressicnal leaders easy ac-
cess to the White House, and his disengagement from legislative politics all
represented efforts at executive centralization designed to undermine the
role of Congress in the formulation of state policies.

Secondly, the Nixon -administration tried to reduce the power of various
semi-autonomous elements of the Federal bureaucracy. These agencies were
tied to serving specific interests and were, along with Congress, the primary
manifestations of pluralism in the American state. As such they could po-
tentially impede the more class-oriented political strategy favored by the
Nixon administration. The administration tried to side-step these agencies in
three ways. First, they were cut off from access to policy making. This was
done by taking advisory functions away from Cabinet secretaries who are
constrained by Federal bureaucracies and Congressional review, and giving
these functions to Presidential aides who were more free to give the advise
Nixon wanted to hear. The most notable example of this was Henry Kissin-
ger during the 1969-1973 period. Secondly, when Nixon took office, he
attempted to undermine the civil service career lines by appointing many of
his own loyal followers to administrative positions. Through such appoint-
ments, Nixon hoped to weaken the semi-autonomy of bureaucratic depart-
ments and thus undermine their usefulness as access points for many inter-
est groups hostile to the thrust of Nixon’s new policies. Finally, the admin-
istration tried to dissociate these bureaucracies from the pluralist interests
they had served. For example, revenue sharing was to create a direct finan-
cial link between the Federal executive and local and regional government,
bypassing existing agencies. Similarly, the system of wage and price con-
trols from 1971 to 1974 operated through a newly-formed apparatus that was
directly responsible to the President rather than to the Congress or to al-
ready established bureaucratic agencies.

In short, Nixon weakened certain federal bureaucracies because the Nixon
adminstration needed centralized state power to implement foreign and
domestic policies in the interests of large capital. Some of the administration
power struggles with Congress and bureaucracies were motivated by self-
conscious collective efforts on the part of large capitalists.*

But centralization in the Nixon administration also stemmed from the
desires of Nixon and his advisors to monopolize political power to promote
personal ends and spgcial‘capitalist interests. This two-fold source of cen-
tralizing tendencies generated conflicting attitudes within the ruling class.
They approved of most of Nixon’s policies and realized that executive cen-
tralzation was required to handle the increasingly complex 'problems of the
world economy, but they harbored a deep suspicion that Nixon and his dis-

# PFor example, the Ash Commission, composed of leading figures from corpora-
tions and business schools, proposed strengthening the Office of Management and
the Budget, establishing the Domestic Council, and consolidating federal bureaucra-
cies into eight super agencies.
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reputable cohorts would abuse the concentrated power.

The third political strategy employed by the Nixon administration to deal
with liberal opposition was the attempt to build a new political coalition that
would support the undermining and partial destruction of the welfare state.
Nixon mobilized this constituency, first of all, through the use of mass
media techniques that his advisors had perfected through their previous
experience in advertising agencies. He and his campaign staff deflected
public attention away from ‘‘bread and butter’’ issues to ‘‘cost-free’’ sym-
bolic ones, such as returning American war prisoners held by North
Vietnam. In addition, Nixon exploited the fears of a substantial portion of
the working class. Nixon’s new majority was against radicals, hippies, draft
dodgers, gays, radical feminists, welfare ‘‘shirkers,”” blacks, other minori-
ties, and the poor; it saw these groups as tax drains, the source of crime in
the streets and threats to job status and a settled way of life. This is what
Nixon's late hatchet man, Murray Chotiner, called the politics of resent-
ment. Nixon appeared to be successful in building this coalition during the
first years of his administration.

Nixon’s base of support had implications for general political activism.
The coalition was not only opposed to groups because of the nature of their
demands and their makeup but also because these groups were politically
active. There was a concerted attempt to villify the act of demanding as well
as the content of the demands. In this sense, the name of the coalition, the
Silent Majority, was revealing.

The symbolic and negative demands that the Nixon administration en-
couraged would not require costly drains upon the state’s fiscal resources.
In fact, we have seen that the Nixon administration attempted to weaken
pluralistic groups that were placing positive demands—demands of the state
budget and demands for favors and subsidies which interfered with coordin-
ated economic policies. Limiting positive demands is in contrast to the
political strategy of the Kennedy and Johnson administrations, which sought
to manage discontent through increases in social spending. But in the case
of negative and symbolic demands, the silent majority strategy was a
continuation of the traditional mechanism of pluralism. The Nixon coalition
was a loose affiliation of groups, defined by a variety of personal character-
istics, such as their race, ethnicity, religious affiliation, economic status, or,
in the case of the National Rifleman’s Association, their hobby. In such a
coalition each issue splits people along different lines. These divisions
insure that while people express their intersts, these interests are rarely de-
fined by class and never find expression in the same group of people solidly
united across a range of issues. Thus, the people are hung separately, and
this assures that the capitalists will not be hung together.
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5. The Opposition to Nixon and the 1972 Election

All things considered, the first Nixon administration encountered remarkably
little resistance to its program of political reorganization, and the three stra-
tegies outlined above were successful in containing liberal opposition. Con-
gress acquiesced to the repeated impounding of funds and failed to over-
ride Nixon’s frequent vetos of even widely-supported legislation. In general
the Congress put up only a weak fight against executive encroachment. Un-
doubtedly this was partly because many congressional politicians accepted
the basic necessity for the changes. However, Congress also acquiesced be-
cause of Nixon's initial success in creating a new coalition.

While the Nixon administration faced only tame opposition to its policies
of structural reorganization, many of its substantial policies had generated
extensive resistance. As the testimony of various Nixon aides during the
Watergate hearings has indicated, the administration took this opposition
very seriously. Thus, in 1971, as the election approached, the Nixon admin-
istration confronted a mixed situation. The policy of executive centralization
which had undermined much of the remaining power of Congress and had
largely bypassed the entrenched Washington bureaucracy, was proceeding
with considerable success. The repression of radicals showed signs of con-
tributing to a disorganization of the left. However, the administration still
felt considerable concern about the capacity of the left to effectively oppose
its future plans.

Nixon faced opposition to his policies from the extreme right as well.
Rightists opposed detente with China and the Soviet Union and pressed for
a continuation of the air war against North Vietnam to secure an even more
barbarous settlement in the South. Also, by handling his campaign through
the Committee to Re-elect the President, Nixon worked outside the
establihed structures of the Republican Party, thereby angering many tradi-
tional Republicans. The F.B.1., concerned about maintaining supervision of
domestic investigations, jealously eyed the repressive measures that were
being planned in the White House. Nixon was forced to take action against
the extreme right in order to implement his policies. For example, he or-
dered wiretaps not only to cut off information to left wing critics, but also to
prevent the Pentagon from jeopardizing detente by leaking the U.S. nego-
tiating position in the SALT talks. The threat of the extreme right took a
concrete form in the candidacy of George Wallace, which threatened to split
the right wing vote and ease a Democrat into the White House in 1972.

Indeed, there was a considerable uncertainty about the future, especially
about plans for the attack on the welfare state. These uncertainties were
greatly exacerbated by the recession in 1969-1970, the international mone-
tary crisis, and the soaring inflation which, in August, 1971, required un-
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precedented peacetime wage and price controls. Nixon and his supporters
feared that the economie crisis would shatter his coalition and lead to his
defeat in the 1972 election. While there was little doubt that the foreign
policy of Nixon probably would be substantially continued under almost any
Democratic President, it seemed likely that there would be a significant re-
ordering of domestic policies if Nixon were to lose. The 1972 election was
seen as a key juncture in state policy. Many of Nixon’s most dedicated fol-
lowers thought that the first Nixon administration had only just laid the
groundwork for the full scale dismantling of the Federal welfare apparatus.
The testimony of Mitchell, Erlichman and others during the Senate
Watergate hearings, as well as material on the White House tapes,
indicated that they feared that a Democratic victory would totally reverse
this direction. They were convinced that only a Republican president,
through a combination of repression and reliance on older forms of the mili-
tary-industrial complex, could avoid the creation of a European type welfare
state in the United States. These fears were undoubtedly exaggerated, as
not even George McGovern favored a radical departure in social spending.
Nonetheless, Nixon and his accomplices were probably correct in anticipa-
ting that a Democratic victory would have revived the New Frontier and
Great Society programs. The overwhelming defeat of McGovern in the elec-
tion makes it easy to forget how unclear it was a year earlier that Nixon
would be re-elected. It was the uncertainty combined with the importance
placed on Nixon’s re-election by many of his backers that set the stage for
the Watergate scandal.

Uncertain elections, in which the participants felt the stakes were
extremely important, have occurred in the past, and yet there were no
Watergates. Without the proliferation of Presidential agencies and aides,
unaccountable to either the Congress or the established bureaucracy, and
without the geatfing up of the undercover repressive apparatus that accom-
panied the attack on the left, it seems unlikely that the Watergate affair
would have occurred. Given those developments and the specific situation in
1972 it was easy and tempting to turn that illegal apparatus against Nixon’s
liberal political opponents in the Democratic Party. It was easy, and the
paranoid style that has always characterized Nixon transformed that tempta-
tion into a project.

The discovery of the burglars and the revelation of their links to the Nixon
administration began the transformation of the project into a scandal.

II. The Emergence of the Scandal

The actual Watergate break-in was only one relatively minor element in a
highly complex political crisis known as the Watergate Scandal. Many of the
offenses of the Nixon administration are in reality quite normal features of
American political life. Others are more specific to the particular practices of
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Nixon and his cronies. In most cases what is scandalous is the degree of the
criminal activity rather than the particular crimes themselves. All President-
ial campaigns have involved illegal corporate contributions, infiltration of
opposition campaign organizations, dirty tricks of various sorts, and so on.
At worst the Nixon administration can be accused of carrying these good old
American traditions to 'excess. It cannot be accused of inventing them.
The Watergate break-in occurred in June of 1972. Then came a series of
attempts to contain the political crisis. This succession of containment stra-
tegies is usually thought of as the Nixon cover-up. This represents a very
one-sided perspective on the political processes involved. It was not only
Nixon and his aides who, for personal political reasons, attempted to limit
the crisis. Congress, the various investigative bodies involved in ostensibly
exposing the scandal, and even the liberal press, so often credited with
bringing the scandal to the full attention of the American public, also played
an important role in managing the crisis. All of these political actors had a
significant stake in limiting the scope of the crisis, defining it in certain nar-
row ways, and in the end, turning the crisis itself into a reaffirmation of the
virtues of the American system. At times these various actors appear at
each others’ throats in a Manichean struggle of good against evil; but in
more subtle ways, their efforts to keep the crisis under control usually coin-

- cided.

Rather than present a general summary of the events involved in the un-
folding of the crisis, we will try in the following pages to analyze how each
of these political actors attempted to define and contain the crisis. The
pattern of containment strategies, some bungled, some successful, reveals
much about the operations and contradictions of the process of legitimation
in the capitalist state.

1. Nixon’s Strategies: The Official Cover-up

It was clear to Nixon and his close associates on June 18, 1972, that a co-
ver-up of the Watergate affair was essential for Nixon’s political survival.
The choice was not whether or not to cover up, but how.

From the very start, the attempts to block the development of the crisis
by Nixon and his associates faced two general problems. First, many of the
activities in the cover-up themselves had to be covered up. The cover-up
became an endlessly self-compounding process. The massive destruction of
evidence, the bribing of witnesses, the obstruction of justice, etc., became
in time more serious political issues than the break-in itself. Eventually, in
fact, Nixon was forced from office not because of his possible participation
in planning the burglary of the Democratic National Headquarters, but be-
cause of his patent involvement in the cover-up of the break-in, and the
subsequent cover-up of the cover-up.
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Secondly, many of the usual strategies for containing political crises and
shoring up legitimacy which are normally available to the Executive, only
served to intensify the crisis of legitimation in the Watergate scandal. One
of the classic strategies for coping with problems of legitimation is the crea-
tion of special commissions to investigate and report on the problems at
hand. This strategy was used effectively during the serious ghetto disorders
in the mid-1960’s (The Kerner Commission on the Causes and Prevention of
Violence) and during the period of political uncertainties following the
Kennedy assassination (The Warren Commission). Commissions create the
appearance that the state is doing something about a crisis while it actually
does not take any substantive political action. In Nixon's case, however,
such a commission posed the obvious danger of attaining sufficient auto-
nomy that it might not restore confidence in the Presidency, but rather
undermine it further. The fate of the special prosecutor shows the intrinsic
problems with such a strategy.

Similarly, Nixon could not effectively use various ideological weapons of
legitimation. He claimed to be protecting the sacred constitutional privileges
of the Executive for future generations when he refused to allow his aides to
testify before grand juries and Congressional committees; and he repeatedly
claimed national security as a justification for withholding the tape record-
ings. But these actions only served to convince many people that he had
something to hide. Nixon continued to make appeals to the public in the
name of the national interest until the bitter end. But as his credibility de-
teriorated, these high-sounding, patriotic pronouncements only made him
appear even less sincere and trustworthy.

As the scandal unraveled in the two years following the break-in, Nixon
attempted to protect himself by blaming the Watergate events on an ever-
expanding circle of subordinates. At first, the break-in was called a ‘‘third
rate burglary’’ and any involvement by Nixon, his aides, the Committee to
Re-Elect the President (CREEP) or the Republican National Committee
(RNC) was flatly denied. Very soon, however, it became clear that some of
these third rate burglars had long-standing associations with the Republican
Party, and that the break-in had apparently been financed with CREEP
money. So, the story changed to the claim that, while CREEP officials had
neither planned nor sanctioned the burglary, they had been remiss in their
duty to prevent the break-in.

By the time of the election it appeared that the containment of the crisis
was largely successful. Nixon congratulated John Dean on his fine job in
handling the Watergate problem. During the winter, however, as the extor-
tion by some of the convicted burglars increased and as the liberal press
continued to uncover revelations about Watergate, the strategy began to fall
apart. Gradually members of CREEP became implicated in the break-in, and
then members of Nixon’s personal entourage. An attempt was made in
March of 1973 to force Dean to be a scapegoat, but he balked at the role
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and eventually became the principal accuser of Nixon’'s closest associates
and Nixon himself.

The rest of the story is well known. During the Watergate hearings of
1973 the scandal moved closer and closer to Nixon. The revelation of the
tapes, and Nixon’s subsequent attempts to prevent their release, culmina-
ting in the ‘‘Saturday 'Night Massacre,”’ the firing of Special Prosecutor
Archibald Cox and Deputy Attorney General William Ruckelshaus, and the
forced resignation of Attorney General Elliott Richardson, further shattered
his already shaky credibility. During the winter of 1973-74 the administra-
tion’s inability to cope with the energy crisis and the soaring domestic infla-
tion further undermined Nixon’s political base even among his staunch sup-
porters. The ruling class began to wonder whether or not Nixon, increasing-
ly preoccupied with Watergate, could effectively deal with the social and
economic problems of the country. By the summer of 1974 when the im-
peachment committee opened its final deliberations, no one doubted Nixon’s
involvement in the cover-up. The only question was whether or not these
transgressions would be considered sufficiently serious, and the political
pressures sufficiently great, to precipitate his removal from office. Once it
became clear that he would have to face a trial in the Senate, he resigned
from office, and the drama came to an end.

Nixon’s cover-up turned into a political disaster. Of the various factors
which contributed to his collapse, the one which, in the end, became the
most decisive was the existence of the White House tapes. A considerable
amount of seriously incriminating evidence had been destroyed immediately
after the break-in. If the tapes had not existed, it would have been virtually
impossible to prove Nixon’s personal involvement in either the cover-up or
the break-in itself. Watergate would still have been a serious political em-
barrassment, but it would not have destroyed the administration. The tapes
were particularly damaging to Nixon because they could be used by Con-
gress and the liberal press to contain the crisis and to transform Watergate
from an indictment of the political system into a personal attack on Nixon,
thus serving the interest of the ruling class. ’

2. The Liberal Press and Watergate: Personalizing the Scandal

The liberal press played an essential role in the emergence and development
of the scandal. Without the investigative reporting by the Washington Post
it is unlikely that there would even have been a scandal. The perseverance
of the liberal press attack on Nixon was motivated partially by his frequent
attacks on them. It also resulted from the desire to weaken Nixon’s power
and thus to thwart his attempts at a radical reversal of American domestic
policies. But the press had no interest in making the Watergate scandal into
an indictment of American democracy. Thus the press tended to articulate
the stories in ways which limited the scope of the scandal.
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Nixon and his associates have been accused of hundreds of crimes. The
Americans for Democratic Action complied a list of some 73 offenses which
they felt were the most important. This list is grouped under.seven head-
ings: corruption in government (18 charges); subversion of the electoral pro-
cess (6 charges); Watergate and cover-up (9 charges); perversion of govern-
ment (16 charges); violations of constitutional liberties (12 charges); illegali-
ties in foreign policy (6 charges); and subversion of the press (6 charges). Of
these many offenses only a few became the core focus of the scandal as
portrayed by the press. The choice of which offenses should be regarded as
central served to substantially personalize the affair and to make it an issue
of Nixon and his men rather than the system as a whole. Thus, the press
emphasized the role of Nixon in the cover-up, Nixon’s personal corruption in
appropriating funds for his estates and in evading income taxes, and the il-
legal campaign funds given by corporate officials, rather than on the bomb-
ing of Cambodia, the use of provocateurs in radical groups, the Huston plan
for the massive denial of civil rights to radicals, and so on. The total range
of offenses contained the potential—indeed a potential which has been par-
tially actualized—of seriously undermining the legitimacy not only of the
Nixon administration, but of the state. In order to minimize this potential,
the press tried to contain the scandal within the bounds of personal corrupt-
ion and personal misbehavior.

In this context, the tapes became the perfect issue for the press to em-
phasize in the shaping of the scandal. The tapes constituted actual record-
ings of the personal dealings of Nixon with his aides. They symbolized
Nixon’s egomania and his personal style of politics. The constitutional
struggle over the tapes could be characterized as Nixon the man resisting
the due process of the system. When in the spring of 1974 Nixon pre-emp-
ted the court challenge on the tapes by releasing the edited transcripts,
there was almost a moan of regret in the liberal press because this act fore-
stalled the ultimate confrontation between the system (the Supreme Court)
and the individualized transgressor. The press did its damnedest to make
Nixon into the devil, so that the proper exorcism—his removal from office—
could become the means of restoring faith in the system. When Nixon re-
signed in August and thus short-circuited the ritual cleansing of a due-pro-
cess impeachment, and especially when Ford gave Nixon an unconditional
pardon, there was considerable indignation in liberal circles. It was not so
much that they wanted Nixon’s blood. Rather, many liberals believed that
only through due process could faith in the American system of justice be
restored.

3. Congress and the Scandal

To a certain extent, Congressional efforts at containing the political crisis
parallelled those of the press. Most members of Congress wanted to limit
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the investigation to issues of corruption and political impropriety. Only a few
members of Congress from the left wing of the Democratic Party attempted
to keep issues such as the Cambodian bombing alive. But even they tended
to articulate those issues as personal crimes of Nixon rather than outcomes
of American imperialism.

The two key phases of Congressional involvement in Watergate were the
televised Senate Waterate hearings of the summer of 1973, and the House
impeachment hearings beginning in February of 1974 and culminating in the
televised hearings in July of that year. In many ways the Senate Watergate
hearings were the pivotal peint in the development of the scandal. These
hearings were meant to be the climax of the whole affair. They offered
Congressional politicians the opportunity to express publicly their shock and
indignation at the behavior of the various people implicated in the scandal
and thereby to label such behavior as deviant, as beyond the pale of normal
and accepted political practice. The public sessions of the hearing were to
be carefully controlled; all witnesses were interviewed behind closed doors
before appearing on television, and the committee members attempted to
conduct the hearings in a spirit of harmony and cooperation. In short, the
Watergate hearings were intended to close the crisis by creating the ap-
pearance of a thorough airing of all the facts of the case. The result was to

be some mild wrist slapping, some political embarrassment for the

President, and perhaps some token campaign reform legislation.

Things did not turn out exactly as desired. In order for the hearing to
serve as a vehicle for relegitimation, it was necessary that they provide for
at least some semblance of due process, full disclosure, and serious inter-
rogation. Perfectly orchestrated and manipulated hearings would be too
transparent. Furthermore, many of the committee members saw the nation-

ally televised hearings as an opportunity to make a political name for them-
selves, to establish a reputation as an honest politician dedicated to uncov-
ering the truth about Waterate. And, undoubtedly, there were at least a few
members of the committee who were honestly indignant at the constitutional
improprieties of the Nixon administration, who honestly believed in the
norms of an open, full hearing, and thus took their investigative job quite
seriously. The result was that the hearings took on a life of their own, a cer-
tain degree of structural autonomy that could not be consciously manipula-
ted behind the scenes. As they proceeded, the scandal moved closer and
closer to the President. The conflicts in the tesitmony were so great that the
hearings raised more questions than they resolved. And, above all, the
hearings revealed the existence of the tapes which meant that the interroga-
tion of witnesses could not possibly close the affair. The requirements for
legitimacy in a bourgeois democracy—due process, fairness, openness,
etc.—made it exceedingly difficult for the hearings themselves to resolve the
crisis and thereby restore legitimacy.
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At the time of the close of the hearings, most members of Congress still
felt that, at most, Nixon had committed a number of indiscretions. There

was little sentiment for impeachment. Even in February when the impeach-

ment hearings began, few people expected that the Judiciary Committee
would recommend impeachment, let alone that the House would actually
vote articles of impeachment and send Nixon to the Senate for trial. But this
situation highlighted the contradictions inherent in the legitimation process.
The Senate Watergate hearings had not closed the scandal. Instead they had
opened the door for a widening of the political crisis. At the same time other
systemic problems were becoming manifested in the energy crisis and the
soaring inflation. On the one hand, Nixon was unable to solve either his own
political troubles or the wider problems of the system. On the other hand,
few members of Congress were willing to impeach him. The worsening of
the economic crisis required action and the tapes proved a good vehicle.

The public impeachment hearings in July, 1974, beautifully illustrate the
process of relegitimation. In virtually each of the opening statements, ap-
peals were made to the sacred political traditions of the United States and to
the need to reaffirm our faith in the Constitution. Both supporters and op-
ponents of Nixon bemoaned the loss of faith in the American system of jus-
tice that had accompanied the Watergate scandal, and everyone proclaimed
that once the matter was finally resolved, faith would be restored. The com-
mittee was united in the belief that the impeachment hearings would
cleanse the system and end the problem. Furthermore, in limiting the arti-
cles of impeachment to the cover-up of the break-in and to Nixon's personal
obstruction of justice, while excluding all wider political issues, the Commit-
tee continued the effort at defining the crisis in narrow personal terms of
corruption and misbehavior.

The situation in the summer of 1974 thus represented both a continuation
and a decisive shift from the conditions of the previous summer. In both
cases, Congress wanted to contain the political crisis of Watergate and to
protect the legitimacy of the political system as much as possible by
defining the crisis in personal terms. But whereas in the summer of 1973,
such containment of the crisis implied proving the responsibility of Nixon’s
aides while leaving Nixon largely untouched, containment in 1974 came to
mean getting rid of Nixon altogether. Once this was accomplished, the new
President was greeted with open arms, and almost everyone announced that
at long last we could get back to the business of running the country.

4. The Investigative Bodies and the Scandal

The same basic story which we have told about the press and Congress can
also be told about the investigative bodies set up to deal with the scandal, in
particular the special prosecutors. Both Archibald Cox and Leon Jaworsky
saw their duties as confined to investigating the various personal responsi-
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bilities for Watergate and the cover-up. Cox, even after his dismissal from
the position, widely proclaimed that the existence of the Office of the Spec-
ial Prosecutor proved that the U.S. was still a democracy, that in ‘spite of
Nixon’s actions, the Constitution still retained its integrity, and that even-
tually things would be resolved according to the due processes of law. How-
ever, as in the case of the congressional hearings, the relegitimation process
embodied in the creation of the special prosecutor contained its own contra-
dictions. Only by pursuing the investigation could the special prosecutor
hope to restore faith in the system, but such an investigation risked uncov-
ering activities that would further undermine the legitimacy of the
Presidency.

I, Conclusions

1. Alternative Interpretations of Watergate

There is an alternative interpretation of Watergate that has achieved sub-
stantial popularity among Marxists. This view sees Watergate as a direct
extention of long-standing conflicts within the ruling class. There are two
versions of this position. One defines the antagonists as Yankees (primarily

- Northeastern manufacturing and financial interests; old money with a Euro-

pean orientation that has dominated the two major political parties since
World War II) and Cowboys (primarily from the South and West with inter-
ests in argiculture, natural resources and mﬂitary production; newer money,
often dependent on government largess, such as oil depletion allowances
and farm price supports, these interests have a right wing orientation and
had been long-time backers of Nixon).* The second version defines the
antagonists in terms of financial interest groups. A financial interest group
is a coalition of capital units under the general direction of a dominant
group of finance capitalists. There are more than a dozen interest groups
that have been identified, mostly on a regional level. The Morgan and
Rockefeller groups are the largest and have been dominant on the national
level. ¥*

In both versions, Watergate represents an attempt by a minority faction of
the ruling class to gain complete control of the state apparatus, having got

* For a presentation-of the Yankee-Cowboy thesis see Carl Oglesby in Ramparts,
November 1973 and Kirkpatrick Sale, ‘‘The World Behind Watergate,”’ in The New
York Review of books, May 3, 1973.

** For examples of financial interest group theory see: S. Menshikov, Millionaires
and Managers (Moscow, Progress Publishers, 1969); Victor Perlo, The Empire of
High Finance (New York, International Publishers, 1957); and Paul Sweezy, ‘‘Interest

. Groups in the American Economy’’ in The Present as History (New York, MR Press,

‘1‘953). For a specific example of this approach applied to the Watergate crisis, see
: From Wall Street to Watergate: the Money Behind Nixon,”” NACLA's Latin Amer-
ica and Empire Report, November, 1973, and various editorial statements by Carl
Davidson in the Guardian (New York), during the Watergate period.
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its foot in the door with Nixon’s election in 1968, an eveni that was the
result of a coalition of minority and majority factions. The playing out of the
scandal, then, is the counter-offensive, with the Yankees or dominant finan-
cial groups, working to remove the upstarts. The conflicts are partly over
policy (Cowboys, for example, are pictured as foreign policy hawks in oppo-
sition to the more conciliatory Yankees) and partly over which capitalists will
have access to the state for the purposes of augmenting their own capital.

We have not attempted an extensive critique of these interpretations. But
our own interpretation suggests the following points:

1) we place much greater emphasis on the structural contradictions
within which the events occurred, rather than the personal origins and con-
nections of Nixon and his circle. Only by studying structural factors can one
explain why Nixon, primarily a ‘‘cowboy,”’ carried out a ‘‘yankee’’ foreign
policy and gave it highest priority. It was an inability to carry it out, not his
unwillingness to, that forced the ‘‘yankees’’ to turn against him.

2) The yankee-cowboy and the financial interest group interpretations
are strongest in emphasizing conflicts over special favors from the state—for
example, the trading of campaign contributions for favorable anti-trust and
price decisions by the government, and real estate deals involving Nixon
and his coterie. This is clearly a valid point. But it is our feeling that such
conflicts are insufficient to explain the gravity of the crisis. Waterate was
not only a conflict between factions of the ruling class; the scandal created a
serious problem of legitimation for the ruling class as a whole, which was
then linked to Nixon’s growing inability to deal with the struetural problems.
This explains why Nixon himself was removed rather than simply removing
some of his underlings and waiting until the election of 1976 to replace Nix-
on.

3) The yankee-cowboy thesis is empirically weak. ‘‘Cowboy’’ capital is
often linked to ‘‘yankee’’ capital through boards of directors’ interlocks,
stock ownership, holding companies, and loan agreements from ‘‘yankee’’
bankers. There is also at best meager data which suggests a radical split in
foreign policy orientations of the two factions. ‘“Yankees’’ can be as ‘‘hawk-
ish’’ and as outrageously repressive as the ‘‘cowboys.”” It was the ‘‘yankee’’
circle around Presidents Johnson and Kennedy, after all, which pressed for
the commitment of ever-increasing numbers of ground troops during the war
in Vietnam and who originated the technigques of counter-insurgency and
limited war.

In short, while the yankee-cowboy and financial interest group interpreta-
tions as well as our analysis examine splits in the ruling class, we believe
that these splits can only be understood by exploring the domestic and in-
ternational crisis of the late sixties and early seventies—the crisis caused by
the increasing strength of third world nationalism and revolution, the inten-
sified rivalry with Europe and Japan, the continuing internationalization of
U.S. capital, and the protests and class struggle that produced a crisis of
authority in the United States.
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The yankee-cowboy and financial interest group theses make a simple
identification between the personnel of the executive, and the economic in-
terests that they supposedly represent. By contrast our analysis has stressed
that the groups favoring alternative directions in state policy are coalitions
of different, and often conflicting, economic interests and ideological orien-
tations, which do not necessarily represent the interest of a well-defined
sector of the economy. Watergate, a period of economic and political crisis,
increased the autonomy of these political factions.

Our description of the development of the Watergate scandal also reveals
the relative autonomy of political developments. The scandal developed a
logic of its own, and eventially required actions more drastic than originally
intended by political leaders. But although the process of legitimating the
government tended to reveal new facts that intensified the scandal, there
were strong countering pressures from liberal media and political leaders to
restrict the scope of the scandal to Nixon’s personal crimes and abuses of
power, downplaying the larger economic and political issues. Watergate is
an excellent example of how the state directs attention to certain limited
problems and ignores or represses solutions that disrupt the economy or po-
litical legitimacy.* ‘

2. Economic and Political Conflict After Nixon and the Strategy for the Left

On the morning of August 9, 1974, President Ford solemnly pronounced that
the nightmare of Watergate was over. Nixon and his advisors had been dri-
ven from office and politically disgraced. But soon, with real GNP, the stock
market, and his Gallup Poll ratings sinking, President Ford discovered the
same crisis of political economy and legitimacy that prevented two previous
presidents from continuing in office. The removal of Nixon’s ‘‘cowboy’’ en-
tourage and the shift in the dominant financial interest group represented in
the Executive has done nothing to solve the structural problems which con-
front the American state and which will continue to shape the administra-
tion’s policies.

Through token responsiveness to pluralist interest groups, Ford has at-
tempted to legitimate his administration {as exemplified by the economic
conferences of Fall, 1974). But the economic problems that plagued his
predecessors have prevented Ford from making any concessions that would
involve federal monies. It appears that the policies of the Nixon administra-
tion, resisting budgetary demands and manipulating symbolic negative de-
mands, will continue under Ford.

* Claus Offe, in a number of papers, has developed a theory of the ‘‘selective
mechanisms’’ institutionalized into the state apparatus which attempt to exclude from
state policy those problems and solutions which disrupt the accumulation process and
undermine political legitimacy. See Offe, ‘‘Political Authority and Class Structure,”’
International Journal of Sociology, v.2, n.1, 1972,
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In the months ahead, it is likely that inflation and the steadily worsening
recession will lead to a revival of costly claims upon the federal budget.
Because of inflation, the costs of existing state services continue to mount.
As inflation erodes the standard of living of working and poor people, they
will be forced to turn to the state budget for assistance. Reductions in popu-
lar consumption, dictated by the high cost of oil and the need for high pro-
fits and new capital investments, will increase demands on the state for
compensation. Unfortunately for the Republicans, Nixon’s and Ford’s base
of support, suburbanized blue collar workers, small businesses, and the
lower middle class, includes many of the groups hardest hit by inflation, re-
cession, and the export of jobs by multinational corporations.

If the government accedes to the increasing demands, economic problems
are likely to be exacerbated. Swollen government expenditures and deficits
will accelerate inflation and the fiscal crisis; the demands for subsidies and
special favors stand in the way of integrated policies; programs benefitting
poor and working people interfere with work discipline and reduce funds
available for investments. Thus it is likely that the Ford administration will
continue to resist demands for social spending.

Our analysis of Watergate points to some key unanswered questions for
the left. Can a political coalition be developed to oppose the state budget
which presently serves the needs of large capital, agribusiness, and the
military-industrial complex? The groups opposed to the Nixon-Ford budget-
ary policies have been hostile to each other—in the past, the unionized and
non-unionized working class, blacks and other oppressed minorities, stu-
dents, women, etc. have often opposed each other. Which groups should the
left work with most closely? How can the left use struggles around the bud-
get and other government policies to build a class-wide, socialist movement?
How can the left take advantage of the ITT and milk price scandals, and
other recent exposures of the ties between specific corporate groups and po-

litical parties and the state? Otherwise, such scandals can be used to justify
corporate liberal plans for executive centralization. While claiming to repre-
sent the public interest, and advocating the insulation of decision-making
from corrupt politicians, corporate liberals will propose more concentration
of power in the high reaches of the federal executive. Finally, in the absence
of any satisfactory structural solutions to the current crisis, what is the like-
lihood of extreme repressive measures? Such measures are likely to be at-
tempted in an effort to suppress working class militancy stemming from
forced increases in productivity and reductions in consumption.

These questions must be thoroughly analyzed in order to gain an under-
stariding of the dynamics of state activity. We hope that our analysis of
Watergate will contribute to the international discussion of these questions
which we believe are crucial in determining a strategy for the left in the
seventies.
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The Conflicting Functions
of U.S. Military Spending
after World War II

Clarence Y. H. Lo *
Part I. The Functions of U.S. Military Spending

A recurring theme in Marxist writings on American foreign policy is that
military spending is essential te the health of the capitalist system. The
existing Marxist literature has been correct in pointing out that the military
budget 1. deters the USSR, China, and the left (armed confrontation), 2.
effects international trade and capital flows, 3. supports the overall level of
aggregate demand (1) and sometimes regulates demand (2) (military keynes-
ianism), and 4. provides profitable investment opportunities for military
contractors as well as for the civilian economy (subsidized investment). But
the military budget cannot successfully perform all of these functions simul-
taneously. Policies that resolve one set of problems create new difficulties.
Often, military spending upsets these four necessary functions, rather than
satisfying them. Thus, the existing Marxist literature does not develop the
notion that military spending is only a partial, temporary, and self-defeating
resolution of capitalist economic contradictions. By the single minded con-
centration on the functionality of military spending, Marxists have left
themselves wide open for criticism by writers such as S. Melman (1970) and
R. Barnet (1971), who have been quick to attack the Marxist position by
pointing out the obvious ways in which arms spending is detrimental to the
economy.

In short, while Marxist social scientists have studied the different effects
of military spending, they have not yet analyzed the interrelatedness of the
effects. Our next task is to describe the four functions listed above—armed
confrontation, maintaining free trade, military keynesianism, and subsidized
investment, explaining the origins and historical development of each
function, and studying the conflicting elements of each function. Then our
task is to give examples of periods when the different functions conflicted —

*Clarence Y.H. Lo is a member os the San Francisco KAPITALISTATE Collective and
can be reached at 5464 College Avenue, Oakland, California, 94618, U.S.A., or at the
Department of Sociology, University of Calif., Berkeley, Calif., 94720.

His major interest is the history of U.S. foreign policy after World War II, focusing on
the economic effects of military spending, the executive centralization of national secur-
ity policy decisions, crises and legitimation of policies, and problems of civilian (capital-
ist) control of the military. He has written about corporate attitudes on foreign policy,
and is currently writing about U.S. economic policy during the Korean War. He wel-
comes correspondence with Marxists of all countries to gain their perspectives on the
cold war.
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i.e., when the fulfillment of one function led to the non-fulfillment of
another function.

I. 1. Armed Confrontation and Deterrence

According to the official justifications of the military establishment, the
press, and academics, the U.S. needs to spend over eighty billion dol-
lars a year on the military because of the danger of the Soviet Union, China,
and left wing movements throughout the world. Although Marxists have
been quick to attack this flimsy official legitimation, Marxists have some-
times been too extreme in their criticism, at times arguing that military
spending has little to do with the Soviet Union. Joyce and Gabriel Kolko, for
example, focus on the second of the functions (maintaining free trade under
the domination of the United States) and claim that the American militarism
was not a response to Soviet actions, but rather was a continuation of long es-
tablished foreign economic policies:

“Indeed, if the Soviet Union had not existed, the condition of the Third World and
America’s response toward it after 1945 would scarcely have been different —for Wash.-
ington’s goals predated the war and even 1917 itself. It would be extremely difficult to
identify areas in which greater Soviet collaboration would have altered the outcome of

America’s fundamental programs.”’ (3)

Other Marxists also de-emphasize deterrence by mentioning military
functions in passing, and then proceeding to an analysis of the economics of
military spending (4). What is needed is a discussion of both the military
and economic dimensions, showing the interrelation of the two.

Military spending is not merely waste production instituted for economic
reasons. On the contrary, arms have a military utility which has been an
essential support for America’s ambitious plans for the world wide restora-
tion and expansion of the capitalist system. For example, in Eastern Europe
and Germany, the interests of the Soviet Union were directly opposed to the
interests of American business, and the greater military power of the United
States furthered the aims of U.S. business. In Eastern Europe, American
business favored free trade with the west and an open door for American
investments; the U.S. government supported right wing governments. On
the other hand, the USSR wanted bilateral and state arranged trading
agreements with Eastern Europe and a sphere of influence to protect herself
from Germany. Consequently, the USSR favored coalition governments of
moderates, socialists, and some communists. Later, as the cold war inten-
sified, the USSR installed puppet governments more responsive to Soviet
interests, In Germany, American business soughti a capitalist economy
integrated with the West; the Soviet leaders sought a neutralist Germany.
Diplomacy over these issues rapidly broke down and was replaced by uni-
lateral actions backed by military force, exemplified by the crisis over Berlin
in 1948 (5).
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Despite the war scare in 1948, the USSR did not have the military
capability to launch an aggressive attack against Europe. The Soviet Union
would only move against Western Europe in the event of an American pro-
vocation. Business and government leaders recognized that a more likely
threat was Soviet support of an offensive in the Third World. * The USSR
was increasing its military strength and hoped to use this power to gain
favorable economic and diplomatic concessions in Eastern Europe and Ger-
many. The increasing Stalinization of Eastern Europe did not directly
threaten the American people;however, the Soviet actions were a clear dan-
ger to American business.

Before 1949, an uneasy balance of power existed in Europe. While the
Soviet Union and the Eastern Europeans had numerically superior land
armies that could overrun Western Europe, the United States had sole pos-
session of the atomic bomb and had the air power to deliver destruction
deep into the Soviet heartland. The Soviet explosion of the atomic bomb in
1949 destroyed this fragile stalemate; the Korean War convinced many U.S.
government officials that the USSR would attempt to convert military
strength into territorial and economic control and political influence.

In 1950, the United States undertook a crash program, not only to fight
the Korean War, but also to maintain military superiority in Western
Europe so that it could implement its economic policies in the face of Soviet
opposition. Even though U.S. policy makers thought a direct invasion of
Western Europe was unlikely, they prepared for war with the Soviet Union
with dead seriousness, **

The concept of conflicting function is useful in analyzing the three con-
flicting components of the deterrence function itself. Most American policy

makers throughout the postwar period defined the Soviet Union as the main
enemy and the advanced industrial economy of Western Europe as the most
prized strategic asset. During the Kennedy Administration, another policy
current emphasized ‘‘limited war’’ and ‘‘counter-insurgency’’ to confront
the left in the third world. (8). The navy and the operations branch of the
CIA (to be joined by the strategic air command of the Air Force during the

* As the Committee for Economic Development warned:

*...(W)ould we not expect the Soviets to reserve their more openly aggressive and mili-
tary tactics for areas like Southern Korea and Indo-China, which are not strategically
vital to the United States and where, therefore, the communists may hope to make
dramatic gains without resistance...(?). What we may have most to fear over the next
few years is the effect of further piecemeal Soviet or communist political or military
gains on the morale and cohesion of the free nations, and particularly on their willing-
ness to cooperate with each other and with us for their own security and ours.’’ (6)

** The Committee for Economic Development argued:
*“(1) It does not appear likely that the Soviet Union will deliberately chcose general war
during the next few years in preference to a more gradual strategy for achieving its aim:
& world Soviet empire. (2) There are, nevertheless, inherent in the present situation of
the world, major risks of all-out war. (3) If total war occurs during the next few years, we
should be able to win it.”” (7)
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Vietnam War) declared that China was the most important enemy and that
Asia was the most important theater of operations. This tendency is best
exemplified by General Douglas MacArthur, Admiral Arthur Radford
(Chairman of the J.C.S. in the Eisenhower Administration) and the Con-
gressmen active in the China Lobby~—William Knowland, Walter Judd, and
Styles Bridges (9). p

What are the historical origins and evolution of the deterrence function?
William A. Williams has shown that American government hostility to the
USSR began during the Russian revolution (10). But in the early cold war
years, confronting the USSR was totally subsidiary to the imperative of
maintaining a free and expanding economy. Later, as we shall see, con-
frontation became separate from the economic functions.

During the early cold war years, the dominant ideology was, in the words
of Business Week, ‘‘only a prosperous America can be free.”” The best de-
terrence against the Soviet Union was not a large military budget but the
strength of the U.S. economy. In the event of a large scale war with the
Soviet Union, U.S. industrial capacity could be converted into producing the
material of war that was decisive in winning both World War I and World
War II. Also, the prosperity of the U.S. economy was necessary for the re-
covery of capitalist economies throughout the world, and hence was neces-

_sary to insure social stability and the defeat of the international Communist

movement:

“The present world situation therefore makes even more important what should in
any case be the objectives of United States domestic economic policy. We must keep the
United States economy free, dynamic, and reasonably stable. This has now become vital
to the stability and security of the whole non-communist world.”’ (11)

This view was shared by high policy makers in Washington, including Sec-
retaries of Defense Forrestal and Louis Jobhnson. However, the Soviet
detonation of the atomic bomb, the Berlin Crisis, and finally, the Korean
War convinced both businessmen and policy makers that a large military
establishment was necessary to make the world safe for American business.
In the event of a world war, there would be no time to convert industrial
capacity into armaments. A war fought by long range strategic bombing re-
quired that the forces exist beforehand, ready for instant use (12).

The shift in views about the nature of war led to changed attitudes about
how the level of military spending should be set. The predominant view
among businessmen and policy makers before 1950 was that the level of
military spending should depend on the condition of economy:

“...{t must be recognized that there are limits to the strain that can be imposed
safely on the economy in supporting a defense establishment.’’ (13)

As the cold war progressed, policy makers agreed that the military budget
also had to be determined by the military capabilities of the USSR, China,
and the left. Established academic writers in the field of national security
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policy have noted the conflicting, dual determinants of military spending—
economic vs, military considerations. In the words of Samuel P. Huntington,
the “‘world of domestic politics,”” where the currency is the ‘‘resources of
society: men, money, and material,”’ conflicts with the world of ‘‘interna-
tional politics, the world of balance of power, wars, and alliances, the subtle
and brutal uses of force and diplomacy to influence the behavior of other
states.”’ Or, in the language of Hitch and McKean, the ‘‘budget firsters’’
conflict with the ‘‘need (military need) firsters.”’ (14).

I. 2. The Ffee Trade and Investment Function of Military Spending

According to William Appleman Williams, the strategy of expanding U.S.
markets crystallyzed in the late nineteenth century (15). At the end of World
War II, the groups who were planning postwar U.S. economic policies
sensed that America’s hegemonic position created vast new opportunities for
American business expansion. Planning groups stressed the desirability of
increasing U.S. exports to Europe, and warned that another Great De-
pression was likely if exports failed to expand (16).

American economic policy attempted to achieve the export surplus
through multilateral free trade. This policy had two compouents: (1) re-
moving European conirols, tariffs, and other obstacles to a free economy,
and (2) maintaining a stable disequilibrium in the balance of payments of all
countries.

The U.S. government sought to have France and England remove their
preferential trade agreements with their colonies, and instead, treat all
countries, especially the United States, in a non-discriminatory manner. The
U.S. also pressured European governments to lower tarrifs, to eliminate
import quotas, export restrictions, and subsidies, and to replace bilateral
trade agreements with treaties that would extend the trade benefits to all
countries. Another American concern was to establish the free convertibility
of all European currencies. All parties understood that free trade would
mainly benefit the most advanced and competitive economic power, which at
that time was clearly the United States (17).

Secondly, maintaining free trade and investments required a stable dis-
equilibrium in the world balance of payments. After the mid 1950’s, the
major source of instability was the chronic U.S. deficit. U.S. policy sought
not to balance American accounts, but to manage the continued deficit.
Often, U.S. policy was to pressure Europeans into accepting U.S. deficits,
made more palatable through minor reforms of the international monetary
system such as agreements between central banks, Special Drawing Rights,
etc. (18). At times, extreme imbalances had to be reduced. For example, the
high U.S. defecit during the Vietnam War necessitated capital controls; the
sharp increase in the deficit in 1971 was one factor producing Nixon’s New
Economic Policy.

T R

31

In the late forties, the greatest threat o a stable disequilibfium was not a
U.S. deficit, but a huge European deficit, the ‘‘dollar gap.’”” Europe had a
shortage of dollars with which to buy U.S. goods. The economic recovery of
Europe was the major strategy to close the dollar gap. The Marshall Plan
and the creation of a Egropean Payments Union would supposedly produce
an economic revival in Europe, greater European exports and foreign ex-
change holdings, and thus, increased imports from the U.S. However,
strengthening and unifying European economies threatened to produce a
separate block of nations outside the control of the United States. In short,
there was a conflict within the free trade function between Eurcopean re-
covery and U.S. domination.

On the eve of the Korean War, Europe had neither a free economy nor a
stable disequilibrium in the balance of payments, and thus required further
American aid. Europeans had managed to retain colonial preferences; the
protectionist U.S. Congress stalled reciprocal tariff reductions. Europe was
earning insufficient foreign exchange to pay for increased U.S. exports.
Despite a $3.75 billion U.S. government loan to England, the pound was not
freely convertible. England hobbled along from menetary crisis to crisis. In
1950, the English dollar deficit was projected to reach $1.5 billion, and the
pound was drastically devalued in September of that year. In 1951, Eng-
land’s reserves dipped to only 1.8 billion pounds amid increased speculative
attacks on the pound. Furthermore, the fiscal conservatism of the U.S. Con-
gress threatened to limit further Marshall Plan aid. Congress had already
cut the Marshall Plan appropriation from $29 billion to $13 billion for a four
year period. The Point Four aid program had passed Congress by a single
vote (19).

Military spending provided a temporary way of fulfilling the free trade
and investment function. The European Recovery Program was continued as
the Military Defense Assistance Program, which Congress approved more
easily. The North Atlantic Treaty Organization encouraged West European
unity, but firmly within the grasp of American military domination. Since
West Europe needed the U.S. nuclear capability and American troops
stationed abroad to match the large Soviet bloc land armies, the U.S. had
immense bargaining power with Western Europe. The U.S. did not hesitate
to use this power to pressure Europeans into accepting the U.S. deficit and
removing controls, tariffs, and other barriers to an open economy. For ex-
ample, during the Vietnam War, the Johnson administration used the threat
of troop withdrawals to conclude a series of bilateral agreements in which
U.S. allies agreed to hold the glut of dollars {20).

In the forties and fifties, U.S. military spending abroad eased the balance
of payments difficulties of Europe. Recently, military spending has been
exacerbating an ever increasing U.S. deficit, which is destroying the stable
disequilibrium of the international monetary order.

The first two functions, armed confrontation and maintaining free trade,
are functions that the U.S. government provides for capitalist economies
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throughout the world. The remaining two functions, military keynesianism
and subsidized investment, directly benefit a constituency that is within the
borders of the United States.

1. 3. The Military Keynesianism Function

“It is, it seems, politically impossible for a capitalist democracy to organize expendi-
ture on the scale necessary to make the grand experiment which would prove my case —
except in war conditions...If the United States takes seriously the material and economic
side of the defense of civilization and steels itself to a vast dissipation of resources in the
preparation of arms, it will learn its strength.

...War preparations, so far from requiring a sacrifice, will be a stimulus, which
neither victory nor defeat of the New Deal could give you, to greater individual con-
sumption and a higher standard of life...”’ (21)

—John Maynard Keynes, 1940

“It (the cold war) increases the demand for goods, helps sustain a high level of
employment, accelerates technological progress, and thus helps the country raise its
standard of living.

“In the absence of the cold war, the demand for goods by the government would be
many billions of dollars less than it is now and the expenditures of both industry and
government on tehcnological research would be hundreds of millions less than they are
now.

*‘So we may thank the Russians for helping make capitalism in the United States work
better than ever.”’ (22)

—Sumner H. Slichter, Chairman, Research Advisory Board, Committee for
Economic Development, 1949

These quotations clearly summarize how military spending maintains and
regulates aggregate demand in the U.S. economy. First, arms spending has
placed a floor under the business cycle. The budget of the Department of
Defense has varied from a high of 13.3% of GNP in fiscal year 1953 (due to
the Korean War) and has fluctuated since then between 6.4% of GNP (fiscal
year 1973) and 9.4% (fiscal year 1968). The figures are much higher if one
includes the expenses of other government departments, such as expendi-
tures for veterans, space, international affairs, and the interest on the na-
tional debt, which was mainly accumulated during wartime. Total cold war
expenses were 17.7% of GNP during fiscal 1953, and have varied between
13.5% and 9.8% of GNP since then (23). This stream of government spend-
ing has bolstered demand in many manufacturing industries, particularly in
sectors such as metals and metal products, nonelectrical machinery, electri-
cal equipment and supplies, transportation equipment, ordnance, and in-
struments (24). Twenty percent of the demand of these sectors stems from
military related expenditures. Harold G. Vatter, in The U.S. Economy in the
1950’s, points out how military expenditures were responsible for the pros-
erity of three major ‘‘growth industries’”” of the 1950’s: research and
development, aircraft, and electronics. ‘‘The government military demand
accounted for about two thirds of the growth in aggregate electronics sales
during the 1950’s, the period of most rapid expansion of this category ...”’
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Electronics News concluded that the military and the space program con-
sumed 56.2% of the output of the electronics industry; military missiles
alone accounted for 22.5% of the output in 1962 (25).

Besides continuously bolstering demand in key manufacturing industries,
the military budget has been used as a countercyclical instrument to achieve
high employment (26). Increases in spending during a recession can provide
a welcome added stimulus, while decreases in spending can help to ease in-
flationary pressure. The military budget is well suited for use as a counter-
cyclical instrument. Although armaments spending was 31% of the total
federal expenses in fiscal 1973, (27) it was a much larger percentage of the
funds that were controlled by the budgetary process—the process that
begins with the President’s annual budget message, involves reviews by
Congressional committees, and ends with the approval of appropriations
bills by both houses of Congress.

Many budget items are ‘‘uncontrollable’’ by the process. The expendi-
tures for Medicare, public assistance, farm supports, debt interest, and
veterans benefits are fixed by Congress for a number of years and cannot be
altered except by the passage of new legislation. Since powerful special
interests arouse much political controversy when these programs are
altered, it is difficult for the executive to change these programs when

- business conditions change. 94% of the military budget is controllable by

the budgetary process. (The major exception is military retired pay, which is
set by a special act of Congress.) Military expenditures amounted to 58% of
the total federal controllable expenditures in fiscal 1973 (28).

During the Kennedy administration, increased military spending lessened
the severity of the recession of 1960-1962. By the second quarter of 1960,
unemployment was increasing steadily while real GNP declined. By this
time, politicians were intensely debating about the ‘‘missle gap.”’ In his
first State of the Union Message to Congress, President Kennedy announced
that he would raise military spending to increase airlift capacity and to ac-
celerate the production of Polaris and Minutemen missiles (29). Between
fiscal 1960 and fiscal 1961, national defense spending increased by $1.8 bil-
lion; between fiscal 1961 and 1962, by $3.6 billion (30). Much smaller in
magnitude were Kennedy’s much publicized increases in social spending to
combat the recession. A Brookings Institution study on federal fiscal policy
concluded: (31)

Government expenditures on a national income basis rose sharply during the early
recovery stage, and were undoubtedly a factor in the strong rise in the economy in the
latter half of 1961. Defense expenditures account for a large part of this increase, and
purely (or primarily) counterrecession actions were not vastly different from those
attempted in the two previous recoveries...The latest experience confirms that any
short-run, administrative speed up of expenditures must depend heavily on the actions
of the Department of Defense, which accounts for two-thirds of the budget and perhaps
90 percent of federal procurement of goods and services.
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The final component of the military keynesian function is the proper
finance of defense in periods of inflation. Often, mobilization for a war or a
crisis takes place when the economy is close to full capacity. In- that case,
keynesian macroeconomic policies dictate that the non-military demand
should be reduced in order to avoid inflation. In such periods, the business
community, particularly the conservative small and medium sized busines-
ese, are extremely vocal in demanding fiscal responsibility —the reduction of
civiian government expenditures, credit restrictions, excise taxes, and
income tax increases for the lower brackets to reduce eonsumption. **

Business and government leaders do noi favor increases in arms spending
whenever there are signs of a recession. For one, business sometimes favors

limited recessions because such recessions often slow rising prices, increase

unemployment and hence, labor discipline, and weed out noncompetitive
enterprises (32). Also, since the military budget responds to a variety of
noneconomic factors and a multiplicity of non-business groups, capitalist
pressure to change the level of the military budget will not necessarily pro-
duce the intended effect.

Part 1. 4. Subsidized Investments Through Military Spending

In the Fiscal Crisis of the State, James O’Connor notes that the state con-
tributes to capital accumulation by paying for capital which is then used by
private profit making corporations. Examples are expenditures for fixed
capital (highways, ports, urban renewal projects) and human capital
(education and job training). The procurement part of the military budget is
loaded with examples of subsidized investment (33). When a corporation is
awarded a contract for armaments, part of the cost of the arms is paid in
advance to the company so that it can purchase needed capital goods (*‘pro-
gress payments’’). In addition, the government lends government owned
capital to private contractors. Between 1957 and 1961, for example, private
contractors used $1.5 billion worth of government supplied machinery,
buildings, and other capital, compared with $1.4 billion of privately owned
capital. By 1967, private firms held a stock of government owned capital
worth $15 billion {34). **

*% Note that we are arguing here that the effect (i.e. function) of military spending
on the economy is to bolster and regulate aggregate demand. This is a functional argu-
ment and is neither a causal argument nor a claim about the historical origins of military
spending. We have not demonstrated that policy makers in the early cold war years con-
sciously favored military spending in order to regulate demand.

#%  Other examples of government subsidized fixed capital are government financed
research and development, and the public works projects of the Army Corps of Engin-
eers. Through the military budget, the government trains pilots and electronics techni-
cians who are later hired by private business firms. Another example of socialized
investment in human capital is the general discipline of military personnel, which rein-
forces capitalist work discipline when the military personnel return to civilian life.
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Besides contributing to private investment in military contractors, military
spending, through raising the indirect demand for raw materials and inter-
mediate goods, increases investment in civilian industries. During the
Korean War mobilization, investments in supporting civilian industries were
greatly ‘‘accelerated.”’

The Korean War erupted when the U.S. economy had already signifi-
cantly recovered from the recession of 1948: (35)

Although lacking the stimulus of a strong price rise in the pre-Korean months,
private business showed itself still capable of a lusty recovery power in such areas as
manufacturers’ new orders, industrial production, and private nonresidential construc-
tion. Steel was pressing against capacity limits soon after the settlement of the autumn,
1949 strike. Automobile production also increased rapidly in early 1950, despite a strike
at Chrysler that began in January. But the main component of the private investment

increase was, as in many past cyclical recoveries, inventory investment —$7.7 billion out
of $12.8 billion between the fourth quarter of 1949 and the second quarter of 1950.

Keynesian considerations would have dictated the cautious raising of mili-
tary spending by $2-3 billion (36). However, American national security
managers, deciding to transcend the limited objectives of checking Com-
munism in Korea, embarked on an ambitious program of rearming the
United States, Western Europe, and other allies. This project was to cost
$163 billion over the next four fiscal years. One policy option was to reduce
civilian government spending and restrict consumer demand through taxa-
tion and encouraging purchases of savings bonds. But this alternative would
have been difficult to legitimize. The public was tired of the experience of
World War I controls and discipline, and was expressing displeasure at
high taxation (37). The other alternative was to expand the productive capa-
city of the U.S. economy, so that it could provide both armaments and the
same or higher level of civilian consumption.

The Revenue Act of 1950 allowed corporations to use an accelerated de-
preciation formula for federal tax calculations, thereby stimulating private
investment. The Federal Reserve Board and the Reconstruction Finance
Corporation sponsored low interest, government guaranteed loans to cor-
porations wishing to expand their capacity. The result was that steel cap-
acity increased by 9.4 million tons; the production of machine tools, gaso-
line, aluminum, and other nonferrous metals increased.

Part II. Conflicts Between the Functions.

Thus far we have analyzed each function, noting that in some cases the
components of the functions are contradictory, either because different
political or bureaucratic factions interpret the function in different ways (in
the case of deterrence) or because the function required two conflicting
strategies (international trade). Our next task is to examine the conflicts be-

tween the different functions.
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a. Conflict between armed confrontation and military keynesianism

If the need for military confrontation (function 1 on chart 1) occurs in a
period of inflation, then this conjunction interferes with the regulation of
aggregate demand (function 3B) **

If military keynesianism were the sole determinant of military spending,
one would expect military spending as a percentage of GNP to remain at a
high level, with decreases in periods of inflation and increases during severe
recessions. But in the event of an acceleration of the arms race, a crisis, or
a limited war, military spending increases, even if the business cycle neces-
sitates decreases. Assume that international crises will be randomly distri-
buted along the U.S. business cycle. While one would expect some crises to
occur during recessions (the outbreak of World War II, the Sputnik Crisis of
1957), some will occur during periods of high capacity utilization (the
Korean War and the escalation of the Vietham War in 1965). The Vietnam
excalation is the most striking example of fulfillment of the armed confron-
tation function producing destabilization of the military keynesian function.

Immediately before the military buildup in late 1965, capacity utilization
was 90% and unemployment was 4.5%. The increased military demand,
amounting to 25% of the entire increase in GNP in 1966, was a visible strain
on an economy already working at capacity. In the first quarter of 1966,
unemployment dropped to 3.7% and GNP increased by $16 billion, an
annual growth rate of 7.2%. Inflation began to accelerate; the consumer
price index increased 4.2% in 1968 and 6.1% in 1969. High interest rates
led to a shortage of mortgage funds and a recession in the housing industry.
Skilled labor was short in the metalworking and electronics industries (39).

b. Conflicts between military keynesianism and subsidized investment

b. (1). Subsidized investment (function 4) increases the productive capacity
of the economy, thus intensifying the need for keynesian expenditures
{function 3A). If demand is cut back for any reason, a recession can result.
As we noted earlier, during the Korean War the U.S. government policy
of accelerated depreciation and low cost loans produced a large expansion in
the capacity of many basic manufacturing industries. Increased capacity
required a corresponding increase in aggregate demand, and thus provided
an added burden for the military keynesian function. So long as the war in
Korea and the rearmament program continued, aggregate demand was
high. But at the end of the Korean War, Eisenhower’s reduction of the mili-
tary budget caused a severe recession. Total national defense expenditures
were $50.4 billion in fiscal 1953, $46.9 billion in fiscal 1954 (down $13.5
billion) and $40.6 billion in fiscal 1955 (down $9.8 billion from 1953) (40). A
tax cut, effective on January 1, 1954, was not large enough to match the
deflationary effect of the military cutbacks. After the Korean War, Eisen-

**  Similarly, when the end of a war or the easing of military tensions coincides with
a fall in other components of aggregate demand, a severe recession can result.
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hower decided to keep arms spending at about 10% of GNP, not only
because of the deterrence function, but also because further reductions in
military spending would have intensified the recession.

b. {2). In order to regulate aggregate demand, policy makers may reduce
military spending or slow its increase (function 3B). These cuts can cause
overcapacity in the military contractors and hence, the cessation of new
investments in the contractors (interference with function 4B).

The late sixties were a period of rapid inflation that threatened a total
disruption of the international monetary system. In 1970, the Nixon admini-
stration decided on a policy of ‘‘managed’’ (i.e. deliberately induced) reces-
sion as a temporary relief to U.S. economic problems. Cuts in military
spending were ordered to cool down the economy. At the same time, many
aerospace corporations were just finishing production of existing weapons
systems and badly needed new contracts. However, the imperatives of
restricting aggregate demand meant severely limiting new contracts. The
resulting widespread layoffs of workers were dramatically evident in cities
such as Seattle with high concentrations of defense industries.

¢. Conflict between armed confrontation and subsidized investment in mili-
tary contractors

¢. Subsidies for defective, obsolete, or otherwise useless weapons can aid
military contractors {function 4B), but reduce the ability of a nation to effec-
tively conduct armed confrontations (function 1). Also, excessive costs of
weapons systems, which represent a subsidy to contractors, reduce the
amount of arms that can be purchased for a given level of expenditure.

Often, contractors will lobby for the expensive weapons systems that do
not add to the ability of the U.S. to oppose the USSR, China, or the left. For
example, contractors, aided by the military, lobbyed for the anti-ballistic
missile system, the B-1 bomber, and the Skybolt air-to-ground missile. All
of these systems were opposed by McNamara on the grounds that they con-
tributed nothing to U.S. national security (41). At times class conscious bus-
inessmen also oppose military spending which is wasteful from the overall
capitalist point of view, even though it is useful to particular military con-
tractors. This conflict demonstrates that the ‘‘military industrial complex’’ is
only a faction of the ruling class, whose interest sometimes conflicts with
the interest of other sections.

d. Conflict between armed confrontation and maintaining free trade and
investment

An armed confrontation (function 1) may require military spending that
intensifies balance of payments deficits (interfering with function 2B) and
interferes with economic recovery (function 2B [I] ) by causing inflation and
diverting investments from the export sector.
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The Korean War and the resulting rearmament of Western Europe
increased European deficits and interfered with the European Recovery Pro-
gram. Rearmament caused severe shortages of strategic raw materials and
thus worsened European inflation. In France, for example, the consumer
price index rose by 20% between 1950 and 1951; wholesale prices jumped
by almost 35%. Inflation, by raising the price of European exports,
increased the balance of payments deficit of Western Europe to over $2
billion a year (42).

e. Conflict between military keynesianism and maintaining free trade and
investments

A nation attempting to reduce a chronic balance of payments deficit (ful-
filling function 2B) cannot pursue keynesian policies to maintain high
employment {upsetting function 3B).

All past and present international monetary systems compel nations with
a continuing balance of payments deficit (providing that the country is not
the hegemonic power) to reduce their deficits. Generally, high deficit
European nations are required to pursue restrictive fiscal policies to limit
inflation and hence, the price of exports, which supposedly increases the
volume of exports. Cooling off the economy also reduces imports. The defla-
tionary policies are in direct conflict with the keynesian policy of government
expenditures to maintain high employment (43).

An example is the way in which the European Reconvery Program
attempted to cure the ‘‘dollar gap.”’ As a condition for receiving Marshall
Plan aid, BEuropean countries were required to control inflation, reduce
government spending, and limit consumption in order to increase exports
and productive investments. When labor unions or social democratic parties
objected to wage and budget cuts, their opposition had to be neutralized
(44). ** Reducing the English deficit conflicted with not only social spending
and consumption, but military keynesianism as well. The Committee for
Economic Development recommended:

Military production competes directly with current exports and balance of payments
equilibrium and with industrial investment...We believe that a way must l?e f_ound...to
increase the supply of capital goods needed to expand the capacity of British industry.

To the extent that this cannot be done by reducing consumption, further modification of
the British military program will have to be contemplated. (45)

#¥  Agthe Committee for Economic Development argued:

‘The Committee believes that the British should consider whether the present rate of
public investment in less productive sectors could not be reduced. They should consider
whether existing govenmental policies could be reoriented to promote investment in the
mechanical and metal working industries, particularly in the capital goods sectors,
where the best opportunities for exports exist.

...(W)ill not increases in wages and other incomes and in government social welfare
payments in the United Kingdom have to be kept within conservative limits until the
growth of productivity makes possible a more rapid increase? The now slower growth of
British production suggests that this will be necessary to maintain monetary stability.
(46)
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When the U.S. was enjoying the fruits of its balance of irade surplus and
its unchallenged hegemonic position, the U.S. was the exception to the rule
that deficit countries must deflate. However, beginning in the late fifties,
maintaining a stable disequilibrium in the U.S. balance of payments
required policies that conflicted with the keynesian pursuit of high employ-
ment. Eisenhower held the perhaps unwarranted belief that more expansive
fiscal policies would increase inflation, undermining the role of the dollar as
the chief international currency. Kennedy’s concern about the increasing
U.S. deficit placed a constraint on keynesian policies to increase employ-
ment and growth (47). The Nixon administration had to resort to a managed
recession to try to bring the U.S. deficit back to reasonable limits. But part-
ially due to domestic political opposition to recessions, American policy
makers have resisted European demands for a reduction in the U.S. deficit.
This policy is ironic, given the U.S. insistence in the forties that European
deficit countries had to deflate their economies.

f. Conflict between subsidized investment and maintaining free trade and
investment

Subsidized investment in military contractors (function 4B) often is at the

expense of investment in the export sectors of a nation’s economy. Hence,

that nation’s goods become less competitive, interfering with the mainten-
ance of a stable disequilibrium in the balance of payments (function 2B).

Further research needs to be conducted on this proposition, which was
first advanced by S. Melman (48). Early in the cold war, subsidized invest-
ments and research in military contractors contributed to developing civilian
products that could be exported. The overseas sales of the aircraft and elect-
ronics industries were a positive addition to the U.S. balance of payments.
However, military technology is becoming increasingly inapplicable to
civilian production. Furthermore, to the extent that there are shortages or
rigidities in the commitment of capital, strategic materials, or skilled labor
or scientists, the subsidized investment in military contractors reduces the
productivity and competitiveness of the export sector.

PART III: Conflict and Contradiction in the Warfare State

The patterns of furictions and their conflicts are shown in chart 1. The
chart should not be construed as a model at a given point in time; on the
contrary, it is intended as a guide to research into the historical develop-
ment of the contradictions of military spending. A contradiction is a problem
of capitalism that must be solved but whose attempted solutions become
detrimental to capitalism (49). The very successes of short run solutions con-
tribute to long term changes in economic structures that both create new
dysfunctions and reduce the policy’s effectiveness in alleviating the original
problem.
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Rapid innovation in military technology is a shori-run solution which
eventually becomes dysfunctional. Effective armed confrontations with the
Soviet Union, U.S. domination of NATO, and arms sales abroad require that
the U.S. weapons makers have a technological superiority over all rivals,
communist and capitalist alike. In addition, technological change in military
production means that each succeeding military contract is qualitatively dif-
ferent from the previous contracts, and thus will require completely new
capital goods. Demand will be high in the capital goods and manufacturing
industries that supply the military contractos. Although this rapid turnover
of capital is beneficial to the suppliers, it is a problem for the military
contractors. If capital becomes obsolete faster, military contractors will find

it more difficult to accumulate capital, and will therefore become more

dependent on government subsidies for the high costs of capital. Further-
more, the highly sophisticated technology of weapons is becoming increas-
ingly inapplicable to developing and modernizing civilian products.

Another important direction new research is to study inflation as a neces-
sary consequence of the short term successes of military spending. To what
extent is inflation caused by the very achievements of keynesianism—mod-
erating the business cycle and maintaining high employment? Another
explanation of inflation stresses the political decisions about the financing of
military spending (50).

No matter how national security policy makers respond to inflation, inten-
sified problems are the result. On the one hand, restraining the increases in
arms spending, producing a real decline in the military budget, causes over-
capacity and unemployment for defense contractors and reduced indirect
demand for suppliers. Another detrimental consequence is the weakening of
military strength, which can lead to dramatic defeats in foreign policy, as
popular movements in the third world become more and more costly for the
U.S. to suppress.

On the other hand, if arms spending rises in response to the demands of
military contractors or the needs for armed confrontation, inflation in-
creases, threatening even larger U.S. deficits and further strains in the
international monetary system. Even more drastic cuts in social spending
and other recession inducing measures then become needed to bring infla-
tion under control.

In the future, arms expenditure will become increasingly unable to sustain
economic growth, and high employment and slowly rising real incomes for
the upper strata of the American working class. What combination of left
and right wing political movements will arise form worsening economic con-
ditions? More research is needed into the political implications of the con-
tradictions of military spending.

‘conflicta
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CHART 1

THE CONFLICTING FUNCTIONS OF U.S. MILITARY SPENDING

1. ARMED CONFRONTATION
AND DETERRENCE

A. against USSR
‘‘Containment’’
‘‘Europe First.”

B. against China
*‘Asia First”

C.against the left
“‘Counterinsurgency”’

3. MILITARY KEYNESIANISM 4/

A. Floor under the
business cycle

B. Countercyclical
regulation

(1) The proper finance of
defense during
periods of inflation

g@ 4. SUBSIDIZED INVESTMENT

2. MAINTAINING FREE
TRADE &INVESTMENTS &
U.S.DOMINATION OF AN
OPEN WORLD ECONOMY

A. Elimination of controls
and restrictions

™ B. Maintaining a stable
disequilibrium in the
world balance of payments

(1) European recovery
{(2) Managing the U .S.
deficit

conflictf

A, During Korean War

B. In military contractors
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An Institutional Economic
Theory of the Military—
Industrial Complex

James N. Cypher*®

Ever since President Eisenhower’s speechwriter coined the phrase Military-
Industrial Complex this pejorative term has normally been associated with
and thought to be an adequate depiction of the military-industrial relation-
ship. This turns out to be an unfortunate association as it has either evoked
an impression of a small enclave of industrial ‘dinosaurs’ who are dependent
totally upon militarv contracts, or the impression that the ‘Merchants of
Death’ are being led on by a group of war-lusting generals who have the
independent power to control the military contracting corporations, and to
embroil the nation in obscure Asian wars if they so desire. This is a highly
simplified image which does not in any way adequately describe the mar-
keting relationship between the industrialists and the military. While there
are several aerospace ‘dinosaurs’ which do virtually all of their work with
the Department of Defense, these firms are relatively few in number. The
military market entails much more than aerospace. Of the 500 largest
manufacturing corporations in the U. 8., 205 do some business with the De-
partment of Defense (1).

The microeconomics of the military-industrial complex concerns the rela-
tionship between the Department of Defense and those firms which produce
for this military market. A descriptive analysis of this market has been un-
dertaken several times and no attempt will be made to duplicate that effort.
The military market has been termed the largest single market in the
American Economy. At least through 1970 this appears to be true if one is
thinking in terms of final demand. In 1970, for example, some 48 billion
dollars worth of materials (to be distinguished from wage payments) were
purchased directly by the Department of Defense, with perhaps as much as
3 billion of the total of 3.8 billion from the N.A.8.A. budget going for
material, along with another 2 billion for A.E.C. material (2). By compari-
son, the next largest single fihal demand would be for the automobile. The
selling of new and used autos, plus parts and repairs, amounted to approxi-
mately 46 billion dollars in 1970 (3).

In order to develop a realistic microeconomic theory of the military-indus-
trial complex it is necessary to briefly clarify the macroeconomic context
which necessitates this complex. The military market exists in the postwar
economy because of an ever growing demand for the products of this mar-
ket. This military market exists because the mature capitalist system must

face the repeated possibility that the supply creating capacity of the indus-

P * Associate Professor, Department of Econemics, California State University,
resno.
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trial system can outrun the growth of effective demand. In such a situation
the reason for and desire to invest will be eliminated. When this is the case
the economy has potential to stagnate, or function well below capacity for

long periods of time. As the experiences of the 1930s showed, and as J.M.
Keynes was wont to argue when he noted that men will not always starve -

quietly, a prolonged depression necessitates some sort of remedial action on
the part of those who hold power or, at the outer limit, that power will be
taken away. The dilemma became, then, social reform or sagnation. Into
this stalemated situation, which was truly a Hobson's choice from the capi-
talist’s perspective, came the Second World War. The effect of the war on
the economy, coming as it did on the heels of a severe depression,
constituted a profound learning experience for those who held power.
Military expenditures could be a great engine for growth and stability. But
the recession of 1948 seemed to confirm the industrialists’ fears of a postwar
depression. This time, however, the cold war could be used as an
unquestionable reason for the ‘necessity’ of rising military expenditures.
Since 1948 the American economy has been sustained largely through the
employment and profits generated by nearly $2 trillion in military related
demands (4). (Such expansionary effects are not without their own contra-
dictions. The expansion of demand alse expands supply capacity through
plant and equipment subsidization as well as new production via military
subsidized reasearch and development. In addition, the more obvious con-
tradictions of inflation and political-social divisiveness are, at times, engen-
dered.)

The microeconomics of the military market takes place within the above
macroeconomic framework. The hypothesis of the institutional-economic
theory of the military-industrial complex is that industrialists in the military
sector strive to increase the role of that sector and are only constrained by
the executive branch of the state and its industrial advisors, such as the
Business Council and the Council on Foreign Relations, to the extent that
they must not encroach upon other markets within the economy. Industrial-
ists in the military market are the active partners in the military-industrial
complex. Industrialists bring their power collectively to the state in the form
of organized industrial associations and advisory committees. These indus-
trial associations and advisory committees are operated by those who control
corporate power. They form the locus of power which generates the
arms-race and rising military expenditures, via interaction with the civilian
state and its corporate advisors. Such expenditures are accepted up to the
point of ‘full-employment’ (4-5 percent unemployment). Military expendi-
tures, then, are generated by industrialists, and the military market is con-
trolled and operated by the industrialists who function in the military sector
operating in concert through the institutions of the industrial associations
and advisory committees. The military bureaucracy, to the extent that it is
not synonymous with the industrialists, functions strictly as an ancillary
phenomenon, building up public support for military expenditures, and gen-

49

erally handling the public relations aspect of the military market (5). The
theory advanced here, then, is directly counter to the liberal view of the
complex’ as presented, for example in Seymour Melman’s Pentagon
Capitalism.
Military men have sometimes acknowledged this relationship. For exam-
ple, ‘Officer W.” argued that the military market is one in which:
...industry is the dominant partner, the seller rather than the buyer. Uncle Sam

often ends up buying products tailored not to the needs of the milit but th
demands of the indusiry —and at inflated prices (6). {Emphasis aldded.)ary e

When major weapons systems are planned *‘. . .it is not unusual for indus-
try’s contribution to be a key factor.”’(7) Industry, according to these ac-
counts, is the dominant factor in the military-industrial complex. The insti-
tutional-economic theory of the military-industrial complex suggests that
within the limits posed by corporate leaders and the civilian state apparatus
(i.e., military demands should not encroach upon other markets), industrial-
ists are the dominant factor in the complex. (Wars are not particularly de-
sired, as the pursuit of victory introduces a degree of indeterminancy into
the military market. War may push the economy too close to full-employ-
ment, thereby pushing up the price of labor. War, however, may be neces-
sary at times to guarantee the ‘free flow of capital’ throughout the world.)
Industrialists dominate the complex through sales efforts on the individual
level, and through industrial associations on the collective level.

In the military market the military bureaucracy does not simply misman-
age the procurement process. Rather, it is an integral part of the sales effort
within the military market. It becomes a steward for the interests of the cor-
porations, an extension of corporate power, but it does not usurp power.
Kolko argues: ‘‘The military is a most conformist and pliable aspect of the
power system, quite drably bureaucratic, and it serves the purposes of
capitalists and politicians without much reticence.”’(8) The bureaucracy
does, however, become an effective sales force as Al Toffler noted in his
examination of the airpower lobby:

The industry doesn’t do much direct lobbying here on the Hill. To sell a project to

Congress is the hard way to do it. It's much easier to sell the idea to the Air Force
and let the Air Force do the pushing (9).

While the military bureaucracy works effectively as a lobbying group for the
contracting industrialists, it also acts as an industrial advocate in the actual
weapox}s development program. Thus, even the supposed regulatory rules
goverlln.ng the nature of the procurement process are written or approved by
the military contracting industrialists prior to their inception. Admiral Rick-
over noted this situation:

When the Departmgnt of Defense decides to make a change in the Armed Services
Procurement Regulation, it conducts a prior check with industry to make sure that
the change does not impinge too greatly on the latter. Sometimes it sends proposed
changes to manufacturers and advisory groups for comments. This leads to a situa-

tion in which the Department of Defense negotiates with private industry over each
of its own regulations (10).
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The policing functions which the Department of Defense ostensibly carries
out through audits, negotiations, plant representatives, the truth-in negotia-
tions law, and the Renegotiation Board, are strictly to maintain a public
image of being in control of the procurement market. Aside from pillorying
an occasional small contractor, these powers remain unused. When the
occasionally competent civil servant attempts to perform his job according
to the letter of the law, he finds himself in conflict with the military bureau-
cracy. For example, A.E. Fitzgerald, in his capacity as cost analyst for the
Pentagon was suspicious that the Lockheed Corporation was ‘overrunning’
its contract at an extremely high rate. He attempted to complete an audit of
the program, but was called off the case, after his suspicion had turned to
certainty on the basis of the audit, and was told by the military bureaucracy
that he could not publish or formally report his findings (11).

The military bureaucracy, then, is important as a public relations
extension of the military market on one hand, and on the other hand it
provides the image of responsibility for careful management of the market
which allows the process to continue without public scrutiny or criticism.
The prevailing image of the military market (viz. Pentagon Capitalism) ap-
pears to be one where the military contracting firms wait patiently for the
Pentagon to suggest that there is a need for a particular type of weapon
system, in which event the corporation dutifully sets out to meet the en-
gineering and cost specifications as best it can. The reality of the situation
conflicts strongly with this view.

The basic sales effort involves coming up with new ideas and projecting
them into the Soviet system, however fanciful that may in fact be, and
thereby, as it is said in the industry, creating a need. At that point a
briefing with a procurement official is necessary. Military contracting firms
are quite well set up to make such briefings as they do keep track of all
personnel in the procurement departments of the services. For example, one
trade magazine, Missles and Rockets, publishes a ‘‘Guide to Key Procure-
ment Contracts’” which is a complete list of all procurement officers
including their addresses and telephones and their personal interests in
weapons systems! (12) After the briefing it may be necessary to send to the
services an unsolicted proposal. Most weapons systems originate through
these unsolicited proposals. If the corporation is very successful the services
end up writing up a Request for a Proposal on the basis of the briefing.
Since a given corporation has created the need for the proposal in the brief-
ing, chances are quite high that that corporation will get the contract.
Nevertheless, it often appears to the casual observer and sometimes to the

services, that the services are determining the military market. However:
Industry has the initiative in the new and more complex military technologies.

There are now engineering departments within some military agencies, but industry
rules in the area of advanced technology, where it enjoys considerable leverage. A

member of Pratt and Whitney’s marketing office boasted, ‘We have the technical

superiority and are on the offensive. We spoonfeed them., We ultimately try to load
them with our own ideas and designs, but in such a way that, when they walk away
from the conference table, they are convinced it was their idea all along’ (13).
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Once the industrialists have managed to convince the military bureaucrats
that a particular system is necessary, if there appears to be any problem
generating adequate funding for development of a system the bureaucrats
and the industrialists work as a team to pressure the Congress to accept the
idea. B

The dynamics of the military market, then, stem from the corporations
who operate in that market. At the level of the macroeconomy the amount of
military expenditures is limited by the degree of labor and capacity utiliza-
tion which is considered desirable by those who own and control corporate
power. However, given the contradictions of the economy such as timing
preblems, inflation problems, balance of payment problems, and failures of
estimation, military expenditures have never been utilized so perfectly as to
yield a ‘steady-state’ condition of economic growth. (‘Steady-state’ growth is
a normative objective apparently not shared by all policy makers.) The link
between the objectives of the individual corporation operating within the
constraints of a given military market and the capacity for that corporation
to act in concert with all others in the market to determine how much mili-
tary spending can be achieved and how, generally, it will be spent can be
found in the industrial associations and advisory committees,

The entire military market functions in concert through the various indus-

trial associations. The oldest trade association is the Navy League, which

was begun before W.W.I. Some of the more powerful trade associations in
the military market are the Aerospace Industries Association, whose pub-
lished aim is to promote the manufacture and sale of aircraft and
astronautical vehicles of every nature and description, the National Security
Industrial Association, whose aim is to establish a close working relationship

betwe'en indu.strial concerns and national security agencies (14), the
American Ordinance Association and the largest and most powerful of them

all, the Council of Defense and Space Industries Association (CODISA).
Numerous individuals who have been close to the actual workings of the
military market, such as Senator Proxmire, Admiral Rickover, Richard
Kaufman, and A.E. Fitzgerald, are convinced, it seems, that these institu-
tional agencies determine the nature of the defense market and to some de-
gree the general level of military expenditures.

Although the industrialists who function in the military market band to-
gether in such a way as to control a great deal of that market, the market
itself is subject to limitations placed upon it when the growth of that market
conflicts with other sectors of the economy. There is, however, interaction
between the military market and the representatives of high level corporate
power in general. The institutional form for this interaction is termed the
Industrial Advisory Council. This council, formed in 1962 and originally
k'nown as the Defense Industry Advisory Council, is something of an institu-
tionalization of the planning function carried out periodically up to 1962 by
the Finletter Commission (a government committee which recommended
that military expenditures, particularly on aircraft, would be increased in
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1948 and thereafter), the National Security Council (which recommended in
its memorandum 68 that overall military expenditures should be vastly in-
creased in 1950 and thereafter), the Rockefeller Commission and the Gaither
Commission (both groups were composed of the highest level corporate and
government officials and both groups recommended, again, that military ex-
penditures should be increased during the post-Korean 1950’s). Just as the
policy statements arrived at via these Commissions and reflected in N.S.C.
68 were formulated by those who operated the highest positions in the cor-
porate hierarchy, so too is the Industry Advisory Council (IAC) comprised of
such people.

Decisions of all magnitude appear to be discussed by the IAC (15)—ev-
erything from maintaining the public image of military contracting firms to
determining the levels of military expenditures. Like the Gaither Commis-
sion, and similar highest level advisory groups, all of the meetings of the
IAC are secret. The IAC meets at least three times a year. The 24 members
of IAC are chosen by the Secretary of Defense, apparently for indeterminate
terms. According to the Department of Defense’s official statement:

From an industry standpoint, the Council provides a regular forum for presentation
and consideration of industry views and problems at the highest policy levels in the
Department of Defense. Therefore, the Council is serving as a focal point for the
review and discussion of mutual problems, presented at the initiative of either
officials of the Department of Defense or Council members from industry. It is pro-
viding a continuing and regular channel for two-way communication between the top
levels of Defense management and this representative group of industrial leaders(16).
Membership on the IAC is limited only to representatives of great corporate
power and wealth. In 1969, for example, some of the members included the
Chairman of the Boeing Corporation, the Chairman of Brown and Root, Inc.,
the former Vice President of IBM, the President of Western Electric, the
former Chairman of Sears, Roebuck, & Co., the President of Ford Motor
Co., the President of General Dynamics Corporation, the Chairman of Olin
Matheson Corporation, and the Chairman of Tenneco, Inc. (17). Little is
known about the activities of the IAC, although it appears to be the link be-
tween corporate capital in general and the military-industrial complex. The
IAC was credited by Senator William Fulbright with turning foreign military
sales from ‘‘a lackluster outlet for american weapons to a booming indus-
try.”’(18) A.E. Fitzgerald suggested that the IAC was responsible for the
pervasive inefficiency which exists in the military market and which some
military bureaucrats have termed ‘national policy’ (19).

While economic analysis is limited by the secret nature of the IAC, all the
circumstantial evidence strongly suggests that the IAC is the formal link be-
tween corporate power within the market and federal power as well as
corporate power which is not totally immersed in that market. The
institutional-economic theory of the military-industrial complex can, by
asserting that the military market is run by and in the interest of corporate
capital, incorporate all the known elements of the military market without
engaging in hypotheses which are unsupportable (viz. Pentagon Capitalis-
mus), or which are repeatedly contradicted by the actual workings of the
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market (20).

The institutional-economic theory posits a historical continuum from the
days of corporate dominance of the entire military procurement apparatus
during the W.W. II years through the maneuverings exemplified by the
Finletter Commission to the IAC. The procurement process is dominated by
industrialists, with the military performing an ancillary role as a public rela-
tions agency, and unquestionably, as a lobbyist for large expenditures.
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The Distributional Impact
of Federal Government
Subsidies in the United States

by Larry Sawers*/Howard M. Wachtel*®

The Joint Economic Committee {(JEC) of the U.S. Congress, in their work
on subsidies, has recently analyzed the distributional impact of federal ex-
penditures. They define a subsidy as:
the provision of Federal economic assistance, at the expense of others in the economy, to
the private sector producers or consumers of a particular good, service or factor of pro-
duction. The Government receives no equivalent compensation in return, but conditions
the assistance on a particular performance by the recipient —a quid pro quo—that has
the effect of altering the price or costs of the particular good, service, or factor to the
subsidy recipient, so as to encourage or discourage the output, supply, or use of these
items and the related economic behavior. (JEG 1972, p. 18)

Explicit cash payments and implicit payments through reduced tax liability,
low-interest loans, below market price government-produced goods and ser-
vices, above-market price Government purchases, and price fixing through
Government regulations all constitute subsidies (JEC 1972, p-18). The
Committee fails to examine some large subsidies, particularly those implicit
in international tariffs and defense purchases above market prices (including
subsidies in the form of progress payment and subsidies attained via gov-
ernment regulatory activities) (JEC 1972, p.19). Subsidies from state and
local governments are also excluded.

Even with these important exclusions, the JEC estimated federal subsi-
dies to be over 63 billion dollars in 1970, with the vast majority going to
producers rather than consumers (JEC 1972, pp- 4 and 5). A breakdown of
those subsidies by financial form is provided in Table 1, and a breakdown of
subsidies by program is provided in Table 2.

The following discussion closely examines the interpersonal distributional
effect these subsidies and subsidy programs have, starting with federal tax
subsidies, the largest category.

1. Federal Tax Subsidies

Although a tax loophole does not differ conceptually from an outright subsidy
to the same beneficiaries, it certainly is less visible and public. For this rea-
son economists have traditionally argued against implicit subsidies, for they
obfuscate the true nature of transfers. Erosions of the tax base, though, are
truly enormous. A recent study has shown that an additional $77 billion in

# Sawers and Wachtel are Associate Professors of Economics, Department of
Economics, American University, Washington, D.C.
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o TABLE 1
SUBSIDIES BY FINANCIAL FORM, 1970

Form of Subsidy . 1.970
(millions of 8)
Cash Payment Subsidy 11,801
Federal Tax Subsidy 38,480
Federal Credit Subsidy 4,183
Benefit-in-Kind Subsidy 9,245
63,709

Source: Joint Economic Committee, The Economi j
: nm , cs of Federal S
(Washington : Government Printing Office, 1972), pp. 26, gl, 34,8;5, 39?g§gi0?rograms

TABLE 2
SUBSIDIES BY PROGRAM, 1970

Program 1970
(millions of 8)
Agricultural Subsidies 5,202
Food Subsidies 1’593
Medical Care Subsidies 8' 740
Manpower Training Subsidies 2’541
Education Subsidies 3’ 604
International Trade Subsidies 1' 183
Housing Subsidies 8'425
Natural Resource Subsidies 3: 034
Transportation Subsidies 672
Commerce and Economic Development Subsidies 19,623
Subsidies, not elsewhere classified 9:092
63,709

SOuICe. Jomt Economlc COInmlttee Qlle ECOIZOIU—ZCS of Fedel al Subszdy flOgl(lInS
?

(W ashlngton. GOVeInment Illntln Offlce 19 ;2), . 8] 99, 105 114, 125 140, 152
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revenue would be collected by plugging federal personal income tax loopholes
alone (Pechman and Okner, p.23).

Following accepted rules, we define personal income as the sum of con-
sumption, net of the change in the value of assets, and net of direct taxes.
Corporate income is defined as receipts minus costs (including depreciation
of assets). The exemption of income from taxation takes place in a number
of ways, but the quantitatively most important tax subsidies are as fol-
lows (1).

For personal income taxation, favorable treatment of capital gains, which

are taxed no more than 25% to 35%, costs some $9.3 billion. If capital gains
on gifts and bequests were taxed, an additional 4.4 billion would be raised.

State and local bond interest is not taxed at all (a revenue loss of 1.2 bil-
lion). Interest on life insurance savings is also not taxed, for a loss of 2.7
billion, nor are imputed renis for home ownership. Homeowners may also
deduct mortgage interest and property taxes, which together lead to a reven-
ue loss of 9.6 billion. Non-taxation of transfer payments loses 13.1 billion,
dividend income exclusion of the first 100 dollars of divident income loses .7
billion, and income splitting, where husbands and wives treat their income as
if it were divided equally between them, loses 21.5 billion. This last practice
produces large savings for middle and upper income families and discrimin-
ates against the unmarried (Pechman and Okner, p-23).

Some subsidies affect both personal and corporate taxes, but the losses
from the latter are much heavier. Depreciation allowances, particularly ac-
celerated depreciation, ‘‘offers an interest (time-discount) gain to investors .
...moreover it reduces risk and uncertainty’’ (Herber, p.246). The famous
gas-oil depletion allowance allows taxpayers to deduct 22% of any income
from the sale of gas or oil (other minerals have lower rates). Exploration
costs are treated as expenses rather than depreciable investments, which
together costs the Treasury some 1.2 billion annually (Pechman, p. 130).

For corporate taxes the investment credit is central. Beginning in 1962,
business firms have been permitted to deduct as a credit against their tax
liability a percentage of the value of their new investment. This percentage
varies with the expected service life of the asset. In 1969 this cost the
Federal Treasury about 2.5 billion (Pechman, p. 127). Financial institutions
have also been favored. Banks have been allowed to maintain a reserve for
bad debts that greatly exceeded actual loss experience, thereby lowering tax
liabilities by significant amounts. This loophole has cost the Treasury bil-
lions but is gradually being plugged up.

The most striking aspect of this list of tax subsidies is that all but two of
them—the exclusion of transfer income and income splitting—are associated
with the ownership of property. With respect to the personal income tax all
of these provisions, except the exclusion of transfer income, benefit high in-
come taxpayers more than low income taxpayers. But this is not very re-
markable; it only means that the tax structure is less progressive than the
nominal rates would lead one to believe. What is salient about the erosion of
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the personal tax base is that almost all of the large loopholes favor unearned
[property] income over earned income.

Likewise with the corporate income tax. It is not surprising that the pro-
visions mentioned above lower the average tax rate. But it is interesting to
note that all of the above provisions favor firms which are capital intensive
more than those which are labor intensive.

The larger tax subsidies are unequally distributed among income groups,
with higher income groups receiving disproportionately higher tax subsidies.
In Table 3 we present data for the overall distribution of tax subsidies, along
with data for tax subsidies for tax-exempt interest on bonds and for capital
gains, by income group. At the upper reaches of the income distribution
(individuals earning 1 million or more), the average tax subsidy amounted to
over $720,000 in 1972.

The unequal distributional impact of personal income tax exemptions is
repeated in the corporate income tax through a variety of subsidies (usually
called “‘tax incentives’’) which benefit the larger corporations disproportion-
ately. In 1971, for example, 11 of the top 45 corporations in the Fortune 500
list paid corporate income taxes of 10% or less on a ‘‘taxable income’’ of
nearly two and three-quarter billions of dollars (JEC, 1973, p.8). The
acceleration of this trend toward unequal tax subsidies among corporations
has exacerbated the trend toward concentration in American industry.

Taxation, however, is only one form of subsidization. Next we will discuss
the larger program subsidies—agricultural subsidies, manpower training
subsidies, and housing subsidies. '

TABLE 3
TAX SUBSIDIES BY INCOME GROUP, 1972
I(rtz}::ome Gdrou?‘g) Average Annual Tax Subsidy ($)
ousands o,
Total Capital Gains Tax-Exempt
Interest on Bonds

3 16 - -
3-5 148 1 -
5-10 340 9 -
10-15 651 24 1
15-20 . 1181 55 1
20-25 . 1,931 120 4
25-50 3,897 534 24
50-100 11,911 3,795 205
100-500 41,480 22,630 3,630
500-1,000 202,752 165,000 19,167
over 1,000 720,448 640,667 36,333

Sourpe: Philig M. Stern, "‘Statement Before Joint Economic Committee,” in Joint Eco-
nomic Committee, Hearings Before the Subcommittee on Priorities and Economy in
Government (Washington: Government Printing Office, 1972), pp. 80-81.




2. Federal Agricultural Subsidies

Born in the midst of desperate rural poverty during the Great Depression,
agricultural programs epitomize the unequal distribution of federal govern-
ment expenditures. This phenomenon has important qualitative and dynamic
dimensions. The original rhetoric of our agricultural programs was highly
egalitarian: to relieve the extreme conditions of poverty in rural areas and to
mitigate the seasonal and cyclical fluctuations in farm income. In reality,
however, farm programs have drastically altered the structure of farming in
the United States. First, government policy fostered the corporatization of
farming through technical assistance offered by the Agricultural Extension
Program. Second, it fostered the concentration of farm ownership. Third, to
accomplish this, millions of previously independent farmers were forced to
leave their independent self-reliant existence and enter the labor market as
wage laborers (See Wachtel 1971, p. 12). Thus, the classic pattern of capi-
talist development was telescoped in agriculture in the past 40 years: mil-
lions of small scale owners became decapitalized, forming the pool of wage
laborers for the large scale concentrated corporate farming structure which
dominates the landscape today.

The result of this policy is the highly unequal distribution of farm benefits
revealed in Table 4. With Gini Coefficients ranging from .40 to .80 for
program benefits, the farm program typifies the unequal distribution of fed-
eral government expenditures. Yet even these data fail to reveal a severe
class bias: while farm owners are paid not to produce, displaced workers are
hardly paid not to work!

8. Federal Manpower Training Subsidies

Manpower training appears to be the most permanent, if not the only survi-
vor, or the 1960’s social welfare ‘‘experimentation.’’ From its modest begin-
nings in 1964 the program has grown to a 1.5 billion dollar outlay in 1971
for 1.5 million enrollees. The conventional argument views these training
programs as solely redistributive in that they enhance individual economic
opportunity.

Such a view is, at best, incomplete. Manpower training programs have
increasingly become training subsidies for the largest corporations (See
Wachtel 1971, pp. 12-16). Funds have shifted away from generalized
institutional training, which maximizes benefits to the individual worker, to
job-specific or on-the-job training (OJT), which maximizes benefits to the
employer. On-the-job training as a percent of MDTA programs increased
from 5 percent in 1964 to 20 percent in 1966, to 41 percent in 1968. The Gen-
eral Accounting Office, (p.i), a conservative auditor of federal programs, has
reached the same conclusion:
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OJT contracts had served primarily to reimburse employers for OJT which they would
have conducted even without the Government’s financial assistance. These contracts
were awarded even though the intent of the program was to induce new or additional
training efforts beyond those usually carried out. {emphasis in original).

~ TABLE 4

DISTRIBUTION OF FARM INCOME AND COMMODITY PROGRAM
BENEFITS BY FARM SIZE, MID-1960S

Farm Size

Lower Lower Lower Top Top Top Gini

20% 40% 60% 40% 20% &% °oncem
tration

Source and Year Percent of total income or benefits retio*®

Farmer and Farm Manager
total money income, 1963 3.2 11.7 26.4 73.6 50.5 20.8  0.468

Program benefits
Sugar Cane, 1965 1.0 2.9 63 937 831 632 0.79
Cotton, 1964 1.8 66 15.1 849 69.2 41.2 0.653
Rice, 1963 1.0 5.5 15.1 84.9 65.3 34.6 0.632
Wheat, 1964
Price Supports 3.4 8.3 20.7 79.3 62.3 30.5 0.566
Direct Payments 6.9 14.2 264 73.6 573 279 0.480
Total 3.3 81 204 7.6 624 305 0.569
Feed Grains, 1964
Price Supports 0.5 3.2 15.3 84.7 573 244 0.588
Direct Payments 44 161 318 68.2 468 207 0.405
Total 1.0 4.9 173 82.7 56.1 23.9 0.565
Peanuts, 1964 3.8 109 23.7 763 572 285 0.522
Tobacco, 1965 3.9 13.2 265 735 528 249 0476
Sugar Beets, 1965 50 143 270 73.0 505 244 0.456
Agricultural conservation
program, 1964
All eligibles 79 15.8 34.7 65.3 39.2 na 0.343
Recipients 105 22.8 40.3 59.7 366 13.8 0.271

*The higher the Gini coefficient, the more unequal is the distribution.

n.a.; not available.

Source: Charles L. Schultze, The Distribution of Farm Subsidies. Who Gets the Bene-
fits? (Washington: The Brookings Institution, 1971), p. 16.

Other programs which did not mask their direct subsidy character were also
introduced. The JOBS program, for example, subsidized members of the
National Alliance of Businessmen, an elite group of large corporations
drawn primarily from among the more liberal members of the Fortune 500.
In 1971, 169 million was allotted to this program. ‘

In sum, the benefits of training, though normally examined through re-

turns to the individuals trained (which generally are low or close to zero),
should properly be examined by assigning benefits to the corporate subsidy
recipient as well. If this were done, any supposed redistribution toward low
income groups might well be completely eliminated.
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4. Federal Housing Subsidies

A wide variety of federal programs influence the housing market. By exam-
ining what the federal government does—not what it says—one can isolate
three major themes: 1) most government housing subsidies encourage home
ownership; 2) most of what the government has done aids mortgage lenders,
the construction industry, or land speculators; 3) a small amount of housing
subsidies have gone to groups in the population which were temporarily in-
surrectionary —urban low income populations in the late 1960’s—in order to
quell their dissent.

a. Tax Subsidy of Housing

A major thrust of housing policy in the United States has been to encourage
home ownership for middle-income families. The most important programs
which encourage home ownership are tax subsidies for home ownership (de-
scribed above), insurance of mortgage credit, and various federal credit in-
stitutions. Referring to the largest single housing subsidy program (tax sub-
sidies) one baffled liberal observer writes: ‘‘with respect to any conceivable
policy objective, the pattern of tax benefits seems to be capricious’’ (Aaron b,
P-20). But the rationale for encouraging home ownership is obvious, and it is
precisely the ‘‘alleged, but unsubstantiated benefits accruing to the commu-
nity when households come to own their own homes...”” {Aaron b, p.7). A
government commission has made explicit these benefits to the ‘‘commu-
nity.”’

Home ownership encourages social stability and financial responsibility. It gives the

homeowner a financial stake in society with a built-in inflation hedge ... It helps elimin-
ate the ‘‘alienated tenant’’ psychology. (Douglas Commission, p. 401).

By making the homeowner into a mini-capitalist and property owner, the
government housing policy fosters a petit-bourgeois mentality in the middle-
income stratum.

Homeowner’s preferences in the federal income tax flow disproportionately
to upper income families since they depend upon one’s marginal tax rate
(i.e., one’s ‘‘tax bracket’’}. The homeowners subsidies are worth on the
average only 66 cents per year to the lowest income group but over $6,000
to the highest income group (Stern b, p.60).

b. Mortgage Credit

The federal government, since the early 1930’s, has created several credit
institutions—the most important of which are FHA and FNMA —which have
dramatically increased the availability of mortgage money. These programs
have both encouraged homeownership by middle income persons and have
proven to be an enormous boon to the mortgage banking industry. Home
mortgages in 1966 amounted to 225 billion with 55 million in new mortgages
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being written every year (Stone, p.27). Mortgage lending is a giant indus-
try and has gained enormously from a government policy which results in
millions of families demanding mortgages.

In the depression of the 1930’s, the mortgage market collapsed and the
government intervened in order to give a boost to the construction industry
as well as bail to bail out the homeowner (Aaron b, p.77). Housing starts fell
by 90% from 1929 to 1934 and the industry was in a crisis (Douglas
Commission, p. 94). Mortgage interest rates were relatively high, repayment
periods short (7 to 10 years) and down payments were high (35% or more).
Periodic payments were for interest only, with the principal due at the
expiration of the mortgage.

The Federal Housing Administration (FHA), created in 1935, was willing
to insure mortgages with much longer repayment periods (up to 25 years by
1938), low down payments (as little as 10% by 1938, no down payment on
inexpensive houses by 1965), with the principal amortized over the period of
the loan (Douglas Commission, p.96). The home buyer paid an insurance
premium of one-half percent of the principal per year. Contrary to any other
kind of insurance, the one insured against risk (the lender) does not pay the
premium,

Since 1965, only about 15 percent of all mortgages have been insured by
FHA, but the impact of the federal mortgage guarantee since 1935 has been
to revolutionize the mortgage market (Aaron b, p.27).

Another group of federally sponsored institutions aids the homeowner. In
1938 the Federal National Mortgage Association (FNMA) was legislated to
create a secondary mortgage market. FNMA increased the liquidity of
lenders by allowing them to sell off mortgages and encouraged new money
to enter the mortgage market by offering its shares on the short term sec-
urities market FNMA also partially insolates the mortgage market from
cyclical variations in other securities markets, thus making it an attractive
investment. FNMA was so successful that in 1968 it was turned over to pri-
vate investors. The Government National Mortgage Association (GNMA}
was then created to take over FNMA'’s unprofitable activities.

¢. Housing the Poor

The thrust of federal housing policy has been to subsidize home ownership
among middle income groups and to structure the mortgage industry to en-
courage home ownership and enhance the profitability of mortgage lending,
construction, and real estate development. Neither of these policies directly
aid the lower income strata since a house is far too expensive for most low
income families to purchase. The poor in this country are largely housed in
the discarded dwellings of the slightly more affluent. Elaborate construction
codes and zoning ordinances in fact assure that little housing is built for the
poor by making it illegal to construct inexpensive dwellings.
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Even without the construction codes, decent low cost housing would be
difficult to build. Liberals and conservatives typically blame this on the
rapidly rising wages of construction workers, but.in fact rising labor. pro-
ductivity in construction reduced the labor share of housing costs between
1950 and 1966 (Stone, p.29).

High and rising housing costs in reality accrue to the land speculator and
creditor. According to Stone {p.29) ‘‘During the last few decades land has
been the fastest rising major element in the cost of new housing.”” After the
house is bought, interest is the single largest component of housing ex-
penses. Thus, one of the most important reasons why decent housing is
unavailable to the poor is that the government has seen fit to maintain in-
terest rates at high levels. For higher income families, the government sub-
sidizes a portion of these enormous interest costs via the Federal income
tax, but lower income families receive no such subsidy.

d. Public Housing

Two and one-half million people live in federally subsidized public housing,
and over three-quarters of the households living in public housing have in-
comes of less than $4,000 per year. {Aaron b, pp. 108, 115). In 1966, public
housing tenants received a subsidy of over one-half a billion dollars as
measured by the difference between rents charged public housing tenants
and equivalent private housing. (Aaron b, p. 123). Benefits have risen sub-
stantially since 1966 as the number of units of public housing has increased.
{Aaron a, p. 571). Federal outlays on public housing are currently just over
one billion dollars per year (Aaron b, p. 113). (This figure does not include
the tax subsidy to high income investors who purchase the tax exempt
bonds which finance public housing.) Thus, public housing represents the
only housing subsidy directed mainly at the poor. It was not conceived for
this end, however, but as an anti-depression measure. After successfully
serving its original purposes of stimulating construction, housing depression
and war-era workers, federal public housing was very nearly ended in 1949.
The Korean War gave the program new life by exacerbating housing short-
ages, but the Eisenhower administration was decidely hostile to public
housing. The program fared only slightly better in the Kennedy-Johnson
era. It was not until the urban racial insurrections of the mid-1960’s forced
the government to act that public housing again found favor in Washington.
In sum, federal aid to puBlic housing was not originally a program to aid the
poor, but was designed to meet other needs. As these needs vanished, the
program continued, grudgingly giving a few crumbs to the poor.

Public housing is popularly seen as a major attempt to relieve the housing
problems of the poor—a perception which stands in sharp contrast to the
facts. Instead, we see that:
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congress has never appropriated enough money to make public housing work, local pub-
lic housing authorities have not even spent what little money the federal government has
authorized, and those to whom our institutions have given control over public housing
have no intention of redirecting the program in order to improve dramatically its contri-
bution to the low-income housing stock in urban areas. (Gordon b, p. 361).

e. Urban Renewal N
Urban renewal is normally thought of as a housing-oriented program de-
signed to improve life for low income households. This conception could not
be farther from the truth.

Urban renewal, begun in 1949, is a program which buys up urban land,
clears the property, builds needed infrastructure, and then sells the land to
private developers. The subsidy goes to the developer and the new user of
the land. The subsidy comes from several sources. First, foreknowledge of
renewal plans understandably causes property owners to reduce their main-
tenance and repair outlays, and thus the neighborhood begins to deteriorate
physically and economically. When the urban renewal authority takes pos-
session of property, it pays the current market value, not the value of the
property at the time that the area was designated for urban renewal.
Property owners as a result absorb considerable losses which become, in ef-

- fect, a subsidy to the new users of the land.

" A second source of subsidy arises from the fact that the property owners
are forced to sell their land whether or not they wish to. Property owners
are remunerated at the ‘‘fair market value’’, as determined ultimately by
the courts. But many property owners clearly would not choose to sell if
they had the choice. Since the price they would voluntarily accept for their
property is higher than the amount they are forced to accept, this difference
is a subsidy to the new users of the land.

A third source of subsidy arises from the fact that businesses are reim-
bursed only for the physical assets which they lose. A small shop may have
spent a generation building a clientele within a community and its ‘‘good-
will’’ is by far its most important asset. Renewal may thus be catastrophic.
One study has shown that over three-fifths of the 750 small businesses dis-
placed by one urban renewal project never reopened. (Cited in Ives, p. 75).
The size of the subsidy to the new owners is the difference between what
the shopkeepers would voluntarily accept as payment to move and the far
smaller sum which they actually do receive.

The fourth source of subsidy is the actual ‘‘write-down’’ which is the dif-
ference between the urban renewal authority’s outlay for acquisition, clear-
ance, and site improvement of the land and the smaller sum which the pri-
vate developers pay. The federal government pays two-thirds to three-
quarters of the write-down, depending on the size of the sponsoring juris-
diction. By 1971, the federal government alone had spent over ten billion
dollars on the program. But most of the subsidy of the new property owners
was paid by the former property owners, not the government,
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The new uses of urban renewal land are typically commercial facilities,
upper-middle income or upper income housing, and the cultural facilities
which service these income groups. Some low and moderate income housing
has been built, but this has not been the thrust of the program.

Urban renewal, in fact, has reduced the supply of low cost housing and
thereby driven up rents in the remaining units. Renewal did not even
remove the worst dwelling units from the housing stock! From the early fif-
ties, urban renewal concentrated on the ‘‘gray’’ areas rather than on the
slums per se. (Douglas Commission, p. 156). By displacing blacks, urban
renewal also exacerbated racial divisions outside the dominant class, thereby
strengthening its power.

By the late 1960’s, in response to popular uprisings by the urban poor,
minor reforms in the administration of the urban renewal program—such as
increased community input—were instituted. The thrust of the program,
however, remained the same. Categorical grants for urban renewal were
ended in 1973 and are being replaced by revenue sharing for community
development. LeGates and Morgan argue that this will 1) increase the flow
of federal funds to small towns and suburbs at the expense of large, deter-
iorated central cities, 2) reduce overall spending for community developmeént
as revenue sharing funds are used to lower local taxes, 3) work to reduce
progressive elements of urban renewal administration such as community
participation and relocation benefits, and 4) lead to a rise in the non-
residential use of urban renewal land. Thus the meager benefits that the
urban poor received from urban renewal in the 1950s and 1960s will be
further reduced.

f. Other Housing Subsidies of the Poor

The federal government has a number of other housing programs which
generate a subsidy for the poor. The most important ones are homeowner-
ship and rental assistance, below market interest rate loans to developers of
multifamily housing, and rent supplements (2). These subsidies taken to-
gether are currently about half the size of federal outlays on public housing,
pale beside housing subsidies of those with higher incomes, and like man-
power programs benefit capitalist institutions as much as poor recipients.
Low income groups probably do not receive the major share of the subsidy
from the National Housing Act of 1968. In purchasing a house under its
Section 235, the family pays a fixed amount, no matter how much the house
costs, and the federal government pays the rest. This has allowed real
estate speculators to buy up nearly worthless property and sell it to
unsophisticated purchasers—often with hardsell tactics—at exhorbitant mark
ups. The new owners often do not have the resources to pay the enormous
repair and maintenance expenditures on a dwelling that is unfit for habita-
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tion. The new owners default, giving themselves a bad credit rating. FHA
picks up the tab. It is possible for FHA to auction off the same house to the
same speculator so that the process may repeat itself. A recent government
study concluded that ‘‘speculator profits of 60-70 percent on houses held for
less than 8 weeks are not uncommon.’”’ {Committee on Government Opera-
tions, p. 4). .

The Section 236 program provides similar below-market interest rate loans
on multifamily housing, and has been subject to many of the same difficul-
ties. The program was quite profitable to developers and financiers, largely
because of the special depreciation provisions which offered high income in-
vestors lucrative shelters from the federal income tax. (Solomon, p. 90).

Another program to subsidize housing for low income groups is the rent
supplement program. A limited dividend corporation or cooperative con-
structs an apartment building and the federal government contracts to sup-
plement that part of rent payments which exceeds 25% of the family’s in-
come. The contract expires after 40 years, and tenants are required to pay
at least 30% of the fair market rent. Beneficiaries are poor; eligible families
have incomes below public housing limits. When originally proposed in 1965
the program was to have 500,000 units constructed in the first four years.
But by 1972, fewer than 46,000 units have been started and the subsidy in
1972 was only $91 million.

The major federal programs which subsidize housing for low income
groups are public housing and several sections of the Housing Act of 1968.
As was pointed out earlier, public housing was not originally designed for
the poor. It becomes clear that more recent subsidy programs, bad as they
were, responded to the growing militancy of the civil rights movement and
the urban unrest of the mid-1960’s. At present there is no longer any
need to ‘‘buy off the poor with crumbs,’’ and therefore the Nixon Adminis-
tration’s 1973 budget allocated no new funding for any of these programs.
Most of the federal subsidies of housing, however, have never gone to the
poor but instead to middle and upper income groups, land owners and
financiers. The recent ‘‘economy’’ moves, of course, do not touch these far
larger subsidies to the privileged.

5. Final Thoughts

This laborious recitation of the jungle-like character of the U.S. federal
government activities merely scratches the surface of a comprehensive
analysis of the distributional impact of government activities in the United
States (3). Nevertheless, it is precisely this kind of investigatory work which
is needed to obtain a better fix on the complex role of the state in advanced
monopoly capitalist countries. And as the contradictions in these countries
(and throughout the capitalist world) mature we can expect even greater
penetration of the state in more and more aspects of daily life setting in
motion a politicization of pecple in the struggle surrounding the control and
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benefits of state activity. These notes are simply what any set of notes
should be: an initial investigation into the complex character of federal
government subsidies in the United States.
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Footnotes

1. Itis difficult to define tax subsidies precisely. Some argue that the notion involves
comparison with some ideal, and is thus inherently value-laden and ambiguous. Others
feel, for example, that on efficiency grounds capital gains should be taxed at lower rates,
and is thus not really a ‘‘loophole.”’” We follow, however, orthodox public finance theory
by defining any variation in tax rates due to the source of income as a subsidy. Such
deviations from horizontal equity are discussed in Boris Bittker, et al. See also Goode
and Pechman (pp. 67-104). Pechman (pp. 107-109) and Musgrave (pp. 164-171) discuss
the corporate income tax base.

2. For a complete list of housing subsidy programs, see Aaron b, Appendix A.

3. In the larger paper from which this is excerpted we also discuss the theory of the
state especially in relation to its expenditure and taxation policy and in relation to social
welfare policy, transfer payments, state and local government activities, and govern-
ment purchasing policy.
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Dependent Capitalism
and the State:
The Case of Mexico

Nora Hamilton*

The purpose of the proposed research is to explain the emergence of the
existing pattern of economic development in Mexico—i.e., one of dependent
capitalist development, characterized by the dominance of a coalition of for-
eign interests, foreign-linked domestic bourgeoisie and the state bureau-
cracy, which has resulted in high and relatively sustained growth rates on
the one hand and increasing inequality on the other. This pattern is seen as
problematic in view of the expansion of the functions of the state, particu-
larly during the 1930’s, for the purpose of implementing the goals of the
Mezxican revolution of 1910-1917, including the end of Mexico’s direct de-
pendence on the U.S., establishment of the basis for autonomous capitalist
development, and expansion of the economic role of the state, both in
production and in the distribution of benefits to Mexico’s peasants and
workers. The focus will be on the changing functions of the state since the
revolution, and particularly since the 1930’s.

I. Theoretical Framework

The analysis of the origins of the existing structure of Mexico will be based
on the theory of the state in dependent capitalist societies, which in turn
takes into account (1)} the historical effects of the penetration of capitalist
economies into areas where the productive forces are at a lower, generally
pre-capitalist, level of development, and (2) the function of the state in capi-
talist and in underdeveloped societies.

a. Dependency and underdevelopment

The effects of the penetration of capital into pre-capitalist areas generally
include some form of dependence and underdevelopent, in which the pro-
ductive potential of a given area or society is eroded through loss of surplus,
dequalification of labor, ruin of land, loss of mineral resources, or shifting
the productive base and structure in a manner which distorts the productive
process.

* Nora Hamilton may be reached at the Department of Sociology, University of Wis-
consin, Madison, Wisconsin. She would be interested incriticism and comments from
others who are doing research on the state in dependent societies, particluarly in Latin
America —especially comments regarding data on trends in Mexico and other Latin
American countries which would tend to confirm or contradict the theoretical model
sketched here. Although a comparison with Brazil is beyond the scope of this study,
9o;nments regarding similarities or differences between Brazil and Mexico are also of
interest.
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The nature of economic dependence in Latin American societies at a given
stage of history is a function of the stage of development of world capitalism
and the historical development of the productive forces within the dependent
society. The latter in turn depends on such factors as population size, its
degree of mobilization, the existence and nature of natural resources, and

the mode of previous il;tegration into the world economy (to some extent a -

function of the first three factors).

On this basis one may identify two fundamental types of dependent eco-
nomies in Latin America today. The export enclave economy is dominated
by the production of one or two commodities for export (agricultural or min-
eral). The enclave is foreign controlled (either through direct ownership or
another mechanism such as control of markets and technology); foreign
ownership of mineral rights, plantations, etc., may be accompanied by for-
eign ownership of utilities, transportation, communications. Capital accumu-
lation is frustrated by profit repatriation. There is an implicit conflict

between foreign interests on the one hand and the (actual or potential) na-
tive bourgeoisie and the state on the other, although a key sector of the
population {e.g., the commercial and financial bourgeoisie, or perhaps to
some extent the state itself) will collaborate with foreign interests. Generally

the population is small or relatively unmobilized.
The second type is the dependent capitalist economy with foreign owner-

ship concentrated in manufacturing, attracted by low wages and taking ad-
vantage of existing markets, implying a previous stage of mobilization. (An
alternative possibility is that production is oriented to the export of manu-
factured goods to other dependent economies.) Basic sectors of the economy
{minerals, transportation, utilities, and finance) may be controlled by the
state and/or private national interests; the most dynamic sectors, however,
are to a large extent foreign controlled. The population is sufficiently large
to provide an industrial labor force and perhaps a market, although produc-
tion for an internal market is often oriented to high income groups. The use
of capital-intensive technology limits industrial employment to a small and
perhaps decreasing proportion of the labor force and results in substantial
dependence on imports of capital goods from the metropolitan country.
Within the dependent capitalist economy there is a relationship of collabora-
tion between the state and foreign interests which generally includes an im-
portant sector of the domestic industrial and commercial bourgeoisie. Ac-
cumulation is facilitated by the authoritarian state through regressive in-
come distribution (inflation with wage control), and by foreign credits. The
loss of capital through repatriation is compensated (temporarily at least) by
the inflow of investments and loans, resulting in a dramatic growth of for-
eign debt and dependence on foreign creditors.

The economic history of Mexico during the 20th century has been the his-
tory of its transition from an enclave economy during the administration of
Porfirio Diaz (1879-1910), when the basic sectors of the economy and half of
the country’s wealth were in foreign hands, to a dependent industrial
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economy today. But the continuity of this transition was interrupted by the
Mexican revolution and subsequent nationalist development during the
1930’s which, paradoxically, offered at least the possibility of independent
national development but at the same time established the basis for a more
advanced form of dependent capitalist development.

b. The role of the state in dependent capitalist societies
1. The capitalist state

The overriding function of the capitalist state, encompassing all historical
epochs, is the preservation (reproduction) of the capitalist system. Given the
dynamics of this system, involving the accumulation, reinvestment, and thus
continuous expansion of capital, and the contradictions between the devel-
opment of the productive forces and constant expansion of production, on
the one hand, and the constraints imposed on its realization by the system
itself on the other, the state role in preserving the system involves the
establishment of conditions for capitalist production and (increasingly) the
management of contradictions arising from this process of capitalist produc-
tion.

The contradictions arising from capitalist production include: (1) contra-
dictions at the level of production and realization, due to the absolute devel-
opment of the forces of production on the one hand and the restrictions on
product realization (markets), due to the relations of production, on the
other; (2) contradictions arising from the anarchy of capitalist competition at
the national and international levels; and (3) contradictions at the political
level (superstructure) due to class conflict. The nature of these contradic-
tions, and thus the particular functions of the state in their management,
vary according to the state of capitalist production and the historical stage of
development of capitalist societies.

Within contemporary capitalist societies, the function of the state is to
manage contradictions at the level of production and at the level of the mar-
ket, including the provision of investment and production subsidies, main-
taining aggregate demand and often even some form of overall economic
planning.

The mangement of contradictions arising from competition at the national
level involves the mediation of conflict within the capitalist class, both
between and within sectors (e.g., the regulation of trusts). The management
of contradictions arising from international competition involves the protec-
tion of home markets from foreign competition (tariffs, import quotas, etc.)
and the securing of external natural resources, markets, and production
inputs through colonial conquest, international aid and diplomacy, and
capitalist wars.

The management of contradictions at the political level requires the man-
agement of class conflict so as to insure the necessary order and stability for
capitalist production. The means include:
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(1) the institutionalization of class conflict through labor legislation,
arbitration of labor disputes, and the direct or indirect incorporation of class
parties or organizations into the existing political framework;

(2) the weakening of class conflict through reform (full employment and
welfare policies, sociaL security, medical care, housing, etc.);

(3) various forms of socialization and social control, including the elab-
oration of ideology and its propagation through the educational system,
media, ete.; and coercion {strike-breaking). The insurance of order and sta-
bility on a world scale occurs through diplomacy, aid, colonization, direct or
indirect intervention (e.g. military and economic support of sympathetic re-
gimes). In dependent economies, the state plays the role of insuring order
and stability for foreign capitalist interests as well as the national bour-
geoisie. Subimperialist powers (Brazil) may perform this function in neigh-
boring countries in the intersts of an imperialist power.

2. The capiialist state in underdeveloped societies
Given the contradictions arising from capitalist underdevelopment as a re-

sult of the historical experience of dependence, and the increased economic
and technical requirements for the higher social concentration of production

“of 20th century capitalism (in comparison with 19th century capitalism), the

state in the underdeveloped society may (initially at least) perform the his-
toric role of the capitalist class in the accumulation of capital. Unlike in ad-
vanced capitalist societies, the class nature of the state in underdeveloped
societies is problematic in that it varies among countries and may also vary
within a given country over a period of time. Partly as a consequence of its

role in capital accumulation and investment, the state may enjoy a certain
amount of temporary autonomy vis-a-vis class interests—particularly at cri-

tical periods as immediately following independence, revolutionary, or other
social upheavals, and a sharp break or change in dependency relations. In
Mexico this occurred in the 1930’s following the Mexican revolution, the
temporary partial withdrawal of the pressures of imperialism as a conse-
auence of the world depression, and a resurgence of political unrest in the
Mexican working class due to the effects of the depression in Mexico. Given
a situation of temporary state autonomy, the cumulative decisions by the
state will tend to favor one of three basic groups, resulting in a specific
class orientation and -an indication of the direction that developments will
take:

(1) workers and peasants (or rural preletariat), favoring development on
a socialist model;

(2) national bourgeoisie (actual or incipient)—those not linked to foreign
capital, which may lead to development on a nationalist capitalist model
(e.g. Japan);

(8) foreign capital and linked national interests, resulting in continued
dependence upon the metropolitan country and the model of dependent in-
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dustrial economy.

A fourth possibility is the development of a powerful class of state
bureaucrats based on continued state control of the means of production and
at least intially working class and perhaps peasant support, though not real
power. This would lead to a model of bureaucratic state capitalism, with the
state continuing to perform the traditional role of the capitalist in production
relations.

The role of the state in dependent capitalist societies corresponds in part
to its function in capitalist societies in general, and in part to its functions in
underdeveloped couniries. With respect to Latin American societies, two
historical models of the state in dependent industrial economies have been
suggested, the second tending to supersede the first as a consequence of
the shift from import substitution to the production of intermediate and cap-
ital goods, and changes on the international scene (Pompermayer and
Smith).

The first is the populist state, consisting of the vertical integration of
sectors of the industrial bourgeoisie, remnants of the agro-export oligarchy,
professional sectors of the middle class and armed forces, and organized in-
dustrial workers who share control of the state, with the partial separation of
the state from the dominant class structure. The political incorporation of
popular sectors is accompanied by economic expansion of markets. The pop-
ulist state emerged in various forms in several major Latin American coun-
tries as a consequence of the severe effects of the depression on dependent
economies in the 1930’s, and was oriented to economic independence on the
basis of national industrialization and import substitution.

In contrast, the second model, that of associated development, is charac-
terized by a horizonal class alliance of those sectors of the national
bourgeoisie favored by internationalization of the domestic economy, parts
of the old political elite, segments of the state bureaucracy, and the armed
forces. This stage marks the end of the progressive incorporation of popular
sectors into the economy, as manifested in stagnant and declining consump-
tion rates, decreasing shares in national income, and political demobiliza-
tion. Continued industrialization is oriented to a restricted market, with a
concentration of income and ability to consume. The armed forces and the
technical-professional bureaucracy provide the necessary stabilization for
dominant economic groups unable to control the state on their own.

II. The Existing Political-Economic Structure in Mexico

Various studies (see bibliography) have described and analyzed the
conditions of the coalition between foreign interests, certain sectors of the
national bourgeoisie and sectors of the state bureaucracy, of growth and in-
equality, and of foreign penetration of the economy; a few indicators of
these conditions are given below.
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a. The dominant coalition

The role of the state in the economy is indicated by its share in gross in-
vestment (Y5 to ¥ of the total), its control of key sectors (petroleum, elec-
tricity, railroads), and control of financial and investment policies via such
institutions as the Banco de Mexico and National Financiera (NAFIN), the
major development bank. Access to the government by members of the
domestic capitalist class is both formal and informal: leading members of
the private sector sit on the boards of the Banco de Mexico and NAFIN,
participate in various advisory committees (such as license committees
which advise on granting license requests for the import of items having
quotas) and advise on important economic decisions through business cham-
bers and confederations. Recruitment of the government and party adminis-
tration does not seem to draw heavily upon the dominant class, with the
possible exception of the mixed-enterprise sector. However, there has been
a significant flow of personnel from the public to the private sector—includ-
ing four ex-presidents who have become private entrepreneurs—and
numerous instances of sudden enrichment of government officials at all lev-
els.

Government support to private enterprise is indicated by low costs of gov-

~ernment controlled industries (electrical power, petroleum, transportation)

which amount to a subsidy to private industry; import policies maintaining
high tariffs of consumer items manufactured in Mexico and relatively low
tariffs (sometimes tariff exemptions) for industrial imports (raw materials
and capital goods); tacit support to policies whereby productivity increases
accrue to profits rather than to wages; and interest rates which tend to favor
large enterprises over small businesses and consumers.

The interrelationship between the state bureaucracy, foreign interests,
and the national bourgeoisie is more complex. Legislation on the books
stresses ‘‘Mexicanization’’—i.e., control of the economy by Mexicans,
translated into specific terms of Mexican ownership of at least 51% of all
enterprises and larger proportions or total ownership in certain key sectors.
But enforcement of these laws has been lax—yet even if the laws were ri-
gidly enforced they are not likely to result in substantial changes in view of

the mutual benefits derived from Mexicanization by domestic owners and

foreign capital. ‘ '

The dominant sectors of the national bourgeoisie are concentrated in a
small number of wide-ranging economic groups: recent studies suggest that
approximately six private banks control virtually all the deposits in the
country and constitute the nucleus of these groups of financial, industrial
and commercial enterprises. Some of the groups (e.g., the system of the
Banks of Commerce) are linked to large foreign enterprises. Some authors
have identified at least two coalitions of state-national bourgeoisie: the first,
including foreign linked bourgeoisie, foreign interests, and the military-
technical bureaucracy which support them; the second including that sector
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of the national bourgeoisie oriented toward autonomous production and
those sectors of the state bureaucracy which support them. The latter tend
to favor expansion of the internal market and state intervention to -insure
conditions of national production; the former, which is dominant, favors de-
velopment on the existing pattern with growth based on the internationali-
zation of the economy.

The coalition oriented toward autonomous national development has its
origins in the Cardenas government of the 1930’s, during which the state
actively intervened in the economy in an effort to end foreign domination of
the economy and to implement the social goals of the revolution. It was
during this period that the most massive land redistribution program took
place since the revolution, which effectively broke the power of the land-
owning oligarchy; government arbitration of labor disputes shifted to favor
labor and the constitutional rights of labor to organize and strike were rati-
fied.The Cardenas government was responsible for the first major expropria-
tions of foreign-owned property with the nationalization of U.S. and British
oil interests in 1938. Cardenas also restructured the revolutionary party,
which monopolized coritrol of the government, {o include organizations of
major sectors of the population—the largest and initially most important
of these being the Confederation of Mexican Workers (CTM) and the Na-
tional Peasant Confederation (CNC), the former including several major la-
bor federations, the latter organizing beneficiaries of the agrarian reform.
The stated objective of this structure was to insure that all sectors within the
population, and particularly the peasants and workers, would be able to ex-
ercise some control over decision-making within the party and government.

Cardenas envisioned socialism, with workers controlling the means of
production, as Mexico’s ultimate goal, but considered it an unrealistic one
for the immediate future: He therefore encouraged economic development
generated by a national capitalistic class with the state nonetheless main-
taining control over key sectors of the economy which would enable it to
control and direct national investment. At the same time, Cardenas recog-
nized the class conflict inherent in capitalism and conceived the role of the
state as mediating this class conflict on the side of the workers.

Over the past thirty years, the state machinery established during the
1930’s with the ostensible purpose of carrying out the goals of the Mexican
revolution has become oriented to economic growth based on the interna-
tionalization of the economy, which benefits foreign capitalists and the for-
eign-linked domestic bourgeoisie with little if any distribution of these
benefits to poorer sectors of the population, specifically peasants and work-
ers. The problem is to understand the process by which this transition
occurred. It will also be important to determine the extent to which the ex-
isting pattern of relationships among foreign capitalists, domestic bour-
geoisie and sectors of the state bureaucracy is the result of historical condi-
tions in Mexico, particularly the revolution, and the extent to which it is a
variation of a pattern emerging in other dependent capitalist countries such
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as Brazil. Another way of putting this question is to ask what has been the
function of the Mexical revolution (and efforts to implement its goals) in
creating the necessary conditions for Mexico’s present pattern of economic
development?

b. Growth and inequality
<

Between 1940 and 1970, GDP (Gross Domestic Product) has grown at an an-
nual rate of 6.5% —one of the highest sustained growth rates in the world.
At the same time, studies of income distribution indicate that relative in-
equality has increased, with 50% of the population receiving 19% of the
income in 1950 and 15.5% in 1963, whereas the top decile continues to
receive 50% of the income. Indicators of production, wealth and income also
demonstrate sharp urban-rural differences and regional imbalances. Con-
centration of ownership, wealth and production also characterized different
sectors of the economy.

c.Economic dependence

Foreign investment is concentrated in manufacturing. varticularly the auto-
motive industry (80% controlled by foreign capital), machine industries
{60%) and electrical products (60%)-—i.e., the most dynamic sectors. Of the
100 largest firms in Mexico, 56 were foreign controlled or had strong foreign
participation (1962).

While direct foreign investments have been increasing, their significance
has been declining in relation to foreign loans. In 1946—52 foreign direct
investments represented 72.7% of total foreign financing; in 1963-67 they
represented 19.6% (1).

LI Problems and Hypotheses

The pattern of state involvement in economic development fostered by the
Cardenas government—favoring both the national bourgeoisie on the one
hand and the workers and the peasants on the other—has been identified as
a variation of the populist state. In view of the inevitability of class conflict
between the bourgeoisie and the proletariat, the populist state is obviously a
transitional form; ultimately the state must confront the conflict between its
two basic support sectors, involving a choice between the two and a transi-
tion to some other form.

The problem is thus to explain how this particular transition—from the
populist state to state-supported dependent capitalism—occurred. The ques-
tion may be divided into three parts:

(1) What continuity exists between the Mexican state in the pre-revolu-
tionary enclave era and today?

(2) To what extent were conditions estabished or maintained during the
1930’s, especially during the Cardenas administration, conducive to the
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emergence of the dependent capitalist state?

(3) What changes occurred between 1940 and 1958 (by which time state
autonomy had ended and foreign investment had begun to accelerate) which
made this transition inevitable? '

The following is a summary of hypotheses or propositions which provide a
tentative explanation of the state transition, and which will be investigated
further in the course of the research:

(1) There were several important elements of continuily between the
Diaz era and the post-Cardenas era, among them the continued existence of
a domestic bourgeoisie with links to foreign capital. While their economic
base was undermined by the revolution and subsequent state intervention,
their continued links with foreign capital enabled them to re-establish them-
selves in new enterprises. It is doubtful, however, that the continued exist-
ence of this class constitutes either a necessary or sufficient condition for
dependent capitalist development—first, because international capital is in a
position to attract new sectors of the domestic bourgeoisie, and second
because their position relative to the state was initially relatively weak. A
second element of continuity was the continued existence of a landowning
class which, while it lost power at the national level, was able to retain pow-
er locally (in relation to ejiditarios and small landowners) through its control
of credit, technology and marketing, and its consequent ability to manipu-
late state institutions at this level. ,

(2) International and internal conditions (mentioned above) enabled the
Cardenas administration to base its support on the peasants and working
class and to operate more or less autonomously with respect to national
bourgeois and foreign interests. Cardenas utilized this opportunity to en-
large the state role in the economy, broaden the economic and political par-
ticipation of labor and of the peasantry, and establish conditions for
economic development, including the extension of the market (through
income distribution) and the institutional basis for economic stability and
state legitimacy. While the populist state was transitional, there were at
least several tentative directions this transition could take, among them so-
cialism, bureaucratic state capitalism, and state supported national capital-
ism.

(3) By 1958, however, the Mexican bourgeoisie had become sufficiently
strong to dictate terms to the new president (Lopez Mateos, 1958-64), indi-
cating that the ability of the state to operate autonomously had ended by
that time if not before, and that the options of state capitalism as well as
socialism had been eliminated. But development on a national capitalist
model is not a viable alternative for underdeveloped countries in view of the
internationalization of capital and the traditional profit motive of the bour-
geoisie, leading them to join more profitable foreign capital. In view of the
relative weakness of national capital in the underdeveloped countries, parti-
cularly since control of technology remains in the hands of the capitalist
class of advanced capitalist countries, this association results in dependent
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capitalist development, with the characteristics described above.

(4) Foreign capital, particularly in manufacturing, was again attracted to
Mexico during the 1950’s, partly by the size of the market, and by the
availability of cheap labor. Tariff barriers to protect new Mexican industries
also precluded reaching these markets through exports. Manufacturing
subsidiaries would also provide a market for capital goods imported from the
home company. Mexico’s proximity to the U.S. and the existence of finan-
cial links to the Mexican bourgeoisie and trade contacts (the infra-structure
of dependency) were undoubtedly factors, although it is probable that such
an infrastructure could be established or re-established over a somewhat
longer period of time.

(5) The acceptance (and indeed encouragement) of foreign capital by
the Mexican state indicated a shift in the class base and orientation of the
state, from workers and peasants in temporary coalition with the national
bourgeoisie to those sectors of the bourgeoisie in a position to benefit from
foreign capital. The rapidity with which this transition took place indeed
raises questions regarding the strength of the class base during the
Cardenas administration and strongly suggests that the state retained its
autonomy and its ability to shift its class allegiance and orientation beyond
this period. This in turn suggests that in the collaboration of the state with

~ peasants and workers, the state was in the stronger position and that the

institutions structuring this collaboration (labor legislation, the incorporation
of peasant and labor confederations in the government party and the ejidal
bank) could as easily be utilized as instruments for the control of workers
and peasants, as indeed they were. For example, the landowning class,
which continued to exert power at the local level, was able to utilize local
government and state institutions— poorly subsidized from higher levels—as
a means of controlling the peasantry. The CTM became an instrument for
controlling the workers and was in turn under the domination of the govern-
ing party. Without their tenuous alliance with the working class, the nation-
alist sectors of the bourgeoisie were in a weak position in relation to those
sectors of the bourgeoisie and the state bureaucracy attracted by foreign
capital and technology.
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Economic Policy and State
Power: A Case Study
of Chile under Allende

Barbara Stallings, Richard Feinberg

Much of the left regards the military coup in Chile as definitive proof that
major structural changes, improving the conditions of the working class
and moving toward a socialist mode of production, cannot be accomplished
by using the bourgeois state apparatus. Those holding this view, however,
have not made a detailed analysis of the use of the instruments of the
Chilean bourgeois state to see specifically when and why they failed. Thus
the question is left open as to the relationship between these tools and
state power. Our hypothesis is that these tools can be used by a leftist
group that wins control of the executive branch in order to make important
structural changes in the short run. These changes, in turn, may create
conditions favorable to the seizure of state power by the left. In the long
run, however, unless complete control of state power is achieved, the
initial gains cannot even be maintained. This paper attempts to demon-
strate this proposition (1).

The Unidad Popular (UP), a coalition of six Marxist and social demo-
cratic parties, won control over part of the executive branch, the pres-
dency, in September 1970. They had three major short-term goals.

First, they sought to improve the economic conditions of the working
class by redistributing income, expanding employment, and increasing and
restructuring production so as to produce more wage goods. Secondly, they
intended to increase state participation in the economy. Finally, they
wanted to increase the political support for the regime. But, in addition to,
and in combination with, these short-term aims, the UP also wished to
begin to move Chile from a capitalist to a socialist mode of production,
which they saw as a long term process. It was obvious that the power the
UP had in 1970 was not adequate to fully achieve all of these goals. They
had control only over part of the executive branch (they did not control the
contraloria and had only formal control of the military and the police) and,
as measured by election results, the backing of 36 percent of the popula-
tion (2).

On the other hand, control over most of the executive branch automa-
tically gave the regime control of a number of economic tools which could

* Richard Feinberg studies economics at Stanford University. Presently he is
Research Scholar at the Brookings Institution, Washington, D.C. Barbara Stallings has
studied political science at Stanford and will spend next year at Cambridge University in
the United Kingdom.
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help them in achieving their goals. These included the ability of the
government to manipulate monetary and fiscal policy, to initiate wage-price
controls and exert some control over exports and imports. Over and above
these, the regime also confronted specific economic conditions which could
be used to further its economic policies. These included idle capacities,
both physical and human, stocks and foreign exchange reserves. It was (or
should have been) clear that these advantages were of limited utility since
it was in the nature of many of them that they would either disappear or
lose their usefulness. This was certainly the case with the excess capacity,
stocks, and reserves. Increasing the money supply was also a short-term
policy because it was bound to increase inflation to the point of its be-
coming counterproductive.

Thus the Allende regime was caught in a fundamental contradiction. On
the one hand it had goals for which its power resources were inadequate.
On the other hand it was unwilling to augment its power by any but
constitutional means, a slow process at best. In this context it began to
pursue its goals through an expansion of the economy, making use of the
tools at its disposal, and made major strides during the first-year-and-a-
half. But, as noted above, this expansion was grounded in the use of tools
which would soon exhaust their usefulness. At the same time the regime
had no strategy for seizing state power, principally because of serious con-
flicts within the coalition, especially between the Socialists and Commu-
nists, about timing and methods of gaining state power. The result was
that when their expansionary strategy stalemated, they had no other power
resources and no strategy for attaining more. The position of the regime
was, then, especially precarious because the right had a very clear strategy
for regaining that portion of state power which it had lost.

This paper analyzes the initial success and later failures of the expansion
policy, focusing on monetary policy, a traditional instrument of the
bourgeois state for influencing the economy. The emphasis is on monetary
policy because it was the most useful of the instruments mentioned above.
The bourgeoisie had no means with which to halt or directly counteract it,
whereas they succeeded in frustrating many other UP initiatives. Control
over the money supply gave the UP power to act without entering into
immediate and direct confrontation with the entrenched opposition.

It must be pointed out that monetary policy in Chile essentially meant
use of the printing press. Because the capital market in Chile had tradi-
tionally been small, opportunities for financing budgetary deficits or
monetary expansions through open market operations, through the issuance
of government debt, did not exist. Furthermore, the opposition-controlled
congress prevented any kind of effective fiscal policy, like tax increases or
a progressive tax reform. Under these circumstances, fiscal and monetary
policies were closely bound to the printing press. Thus, the usual demar-
cations between fiscal and monetary policy that apply in advanced
capitalist nations are misleading in the Chilean case.
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Monetary policy, in combination with fiscal measures, is regularly used
by capitalist states to counteract business cycles as well as to ‘‘legitimate’
the system by meeting certain demands of important pressure groups.
However, the financial resources derived from controlling the printing
press may be consciously applied to further socialist goals. For example,
fiat money can be usgd to increase state control over real resources in a
drive to wrest economic power from the private sector. Increased state
consumption immediately serves this end. Fiat money can also be used by
the state to acquire control of means of production, either by purchasing
already existing capital assets from their owners or by undertaking direct
state investment. At the same time, the state can influence production in
the private sector through selective disbursal of credit. Planned public con-
sumption and credit rationing, when combined with an income redistribu-
tion program, can both increase and restructure production. For example,
more emphasis can be put on the production of wage goods. Likewise,
more resources can be directed into social as opposed to private consump-
tion.

Control over monetary policy gives the state various direct and indirect
instruments with which to affect income distribution. Fiat money can cover
the increases in wages granted government employees and can finance
augmented -social security benefits. Moreover, wage increases in the pri-

" vate sector, won either through government decree or workers’ struggle,

require ‘‘validation’’ through the printing press. Should the government
decide to hold the money supply constant in the face of rising wages and
prices, serious disequilibria develop, and wage increases become impos-
sible. Capitalist policy makers are well aware that heavy inflation, easily
produced by an increase in the money supply, can alter the distribution of
income and wealth. Keynes argued for gentle inflation as a method of
surreptitiously lowering real wages. But there is no inherent reason why
inflation should cause wages to fall relative to profits. This depends on the
class in power. Likewise, those assets held by the workers, such as savings
accounts, can be made to retain their value over assets more commonly
held by the bourgeoisie, such as corporate securities.

We will not illustrate the advantages and limitations of these mechan-
isms in the Chilean case. Prior to the UP victory in 1970, the state had
attained a powerful role in the economy. One of its instruments was use of
the monetary system. Central banking was established in Chile in the
1920’s, the immediate product of the Kemmerer Mission, a U.S.-based
financial advisory group that literally toured the world establishing mini-
federal reserve systems. Their objectives were to guarantee repayment of
international loans by integrating Third World countries into the inter-
national monetary system. This would facilitate the creation and main-
tenance of their dependent status.
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Through deficit spending, as well as tax increases and foreign loans, the
Chilean state began to control ever larger percentages of the GDP (Gross
Domestic Product) and to account for an ever larger share of total invest-
ment. By 1970, the fiscal budget was approaching 20 percent of GDP,
which combined with the autonomous agencies and government-owned
industries, placed nearly 50 percent of the national product under state
control (3). By 1969, public investment accounted for 11.4 percent of GDP.
Investments financed by the public sector, including capital transfers to the
private sector, amounted to 61 percent of total gross investment in fixed
capital in 19656 and 75 percent in 1969 (4). These capital transfers, ten-
dered at effectively negative rates of interest, were subsidies obtained by
an ailing private sector. They reveal the close links that existed between
the private and public sectors, as well as the subservience of the state to
monopoly capital. Such subsidies, primarily to the big capitalists, increased
despite their evident contribution to Chile’s chronic inflation.

Even before Allende, the Chilean state was, with the exception of Cuba,
probably the strongest state in Latin America in terms of its economic role.
In addition to its investment role, the state set minimum wage scales,
participated directly in the wage-bargaining process, fixed prices on many
basic items and intervened in foreign trade. Moreover, the state played a
central part in the import substitution industrialization process begun in
the late 30’s. Thus, the state gained direct ownership of such basic in-
dustries as oil, electricity, telecommunications, and joint ownership of
others including steel, copper, chemicals, etc. (5).

On the other hand, the Chilean state was also more bound into the
bourgeois form of checks-and-balances than any other Latin American
country. There was a strong congress with total power over taxation among
other crucial areas, an independent judiciary, and an additional check
called the contraloria, an institution with power to rule on the legality of
any executive or legislative action. The Chilean president had only limited
power of appointment over the judiciary and the contralor. Congressional
elections were timed so as never to coincide with presidential elections.
Thus a newly elected president might have to deal with an old congress for
up to two-and-a-half years, as did Allende.

The effect of this type of strong but segmented state structure is that
when one class or class fraction controls all parts of the apparatus, it has
a very powerful instrument. When this power is divided, however, a stale-
mate may result. The Allende government was precisely one of divided
control of the state apparatus. The working-class dominated UP coalition
won control over part of the executive branch. But the bourgeoisie main-
tained its control of the congress, judiciary and the contraloria. In addition,
the bourgeoisic was dominant in other areas of the superstructure,
especially the communications media and education.

An initial expansion of wages and public spending, i.e., an expansion of
effective demand, was deemed necessary by the UP to shock the economy
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out of its four-year recession which had been exacerbated by the post-
election decline. These Keynesian measures coincided with the basic UP
strategy. Public investment in education rose 46 percent in real terms bet-
ween 1970 and 1972, 86 percent in health, and 65 percent in housing.
Fiscal expenditures for social security and family allowances increased by
80 percent. Each program was oriented toward redistributing benefits to
the workers. The poorest neighborhoods saw marked improvement in health
care as local clinics were installed. Popular housing projects were erected
in all parts of the country. In two years total current fiscal expenditures
rose nearly 60 percent in real terms while revenues actually declined by 12
percent (see Table 1). In the absence of a market for government securi-
ties, only the printing press could {fill the gap.

Wage payments in the fiscal sector also increased, growing 43 percent in
the two years. Minimum wage levels were raised for both blue collar (77
percent) and white collar workers (44 percent). Wage increases in the
private sector tended to outstrip productivity gains as the workers felt free
to demand increases even beyond the officially sanctioned level. Between
1970 and 1972, the percentage of national income going to wages and
salaries rose from 55 to 66 percent. In addition, there was a strong de-
crease in the concentration of income; the gini coefficient fell from .52 to
.42. With this rising consumption power of the workers, the money supply

- had to expand.

The increasing demand arising from the redistribution of income, along
with the increased budget deficit, caused production to rise to record
levels. GDP increased 8.3 percent in 1971 while industry grew at 12.9 and
agriculture at 5.1 percent. These figures compare with 3.8, 3.6, and 3.1
percent averages respectively for the preceding five years. In addition to
significant quantitative gains, qualitative differences were also important.
For at least a decade, the production of durables had been growing two to
four times as fast as the basic consumer goods sector. The UP, however,
managed to reverse this trend. Basic consumer goods grew by 16.2 percent
between 1970 and 1971, while consumer durables increased by only 6.7
percent. The production of intermediate goods grew 14.4 percent. Thus a
start was made at redirecting the productive structure in order to concen-
trate on satisfying the needs of the working class rather than the more
privileged sectors of the population.

Use of the Keynesian -expansionary strategy based on deficit spending
and wage increases was not new in Chile. It had long proved useful as a
short-run tool, but was always followed by a cutback as a foreign exchange
bottleneck developed. The economy was very dependent on foreign ex-
change, not only for luxury imports, but also for most capital goods as well
as for intermediary inputs and, increasingly, for food. The dependence of
the industrial sector on imports meant that, in the absence of foreign ex-
change, industry could not grow and even had to operate below capacity.
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Historically, this constraint produced cycles, in which periods of foreign
exchange availability would allow for high industrial output and increased
consumption, only to falter as reserves diminished. Then the government
would have to put the brakes on the economy and usually appeal for
foreign credits.

The UP was lucky to come to power when high copper prices had
allowed some 380 million dollars in foreign reserves to accumulate. The UP
did not hesitate to use these reserves to support their policy of economic
expansion and income distribution, and imports of intermediate goods and
food picked up. However, in the presence of falling copper prices and an
external credit blockade, the decline in reserves was unavoidable. An ex-
pansionary strategy based on reserve utilization necessarily faced a short
time horizon.

As reserves shrank, the UP sought to ration foreign money, by adminis-
trative as well as by price mechanisms, and a multi-tier exchange system
was set up: food imports received preferential treatment, spare parts and
capital goods were assigned intermediate rates, while luxury items faced
discriminatory exchange rates. Despite these maneuvers, the shortage of
foreign exchange became a biting constraint on the economy. Since foreign
reserves constitute part of the money supply, the outflow of dollars
threatened to reduce the monetary base and undermine the UP’s expan-
sionary policies. The government boldly offset this fall in reserves by
increasing domestic credit.

During the first year, the UP ended the existing practice of periodic
devaluations and held the exchange rate fixed. This aimed at removing the
inflationary effects of devaluation and was nationalistic in its motivation.,
Such a policy of fixed rates in the presence of domestic inflation might be
expected to reduce exports, but the physical volume of exports actually
increased in 1971, Again the policy proved viable in the short run. By
1972, however, the overvaluation of the escudo was so great as to con-
tribute to the decline in exports in numerous sectors. It was more
profitable to sell in the buoyant and higher priced domestic market.
Finally, the UP was forced to devalue, but did so insufficiently and with
hesitation. Considerable uncertainty as to future exchange rates was a
disincentive to exporters.

Public financial subsidies in industry became a central factor in the
Chilean economy. Here, as elsewhere, Allende tock a traditional tool,
reversed its orientation, and pressed it to its limit. The UP permitted cre-
dits to the private sector to stagnate, as private investment slumped, while
credits to the state sector skyrocketed. Credits to the combined categories
of fiscal, public institutions and the nationalized industries rose from 8441
million escudos in 1970 to 22861 million by December 1972 and reached
29949 million by June 1973 (all in 1967 escudos). Some of these credits to
socialized firms were necessary to offset prices which were set below the
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costs of production in order to benefit workers’ consumption. Their size
and who would get them was determined in conjunction with the govern-
ment’s investment targets and its policy of concentrating new capital stock
in the state sector.

While the state was using its leverage over the money supply to seize
control over current cogsumption and investment, in benefit of the workers
and a national planning system, the printing press also served to gain con-
trol over existing means of production. Since the UP rejected seizure of
power by non-constitutional means and as it did not control congress, it
was forced to work within the existing legislative parameters. Therefore
the Allende government offered monetary compensation to select dispos-
sessed capitalists. In the agrarian reform, landowners were granted imme-
diate payments of ten percent of their land’s value with the remainder to
be paid in long-term indexed bonds. Massive stock purchases enabled the
state to gain control over nearly all of the private banks, as well as over
numerous subsidiaries of multinationals; sometimes stocks were purchased
on the exchange floor, sometimes after direct negotiations with the owners.
(In many other cases, however, the state simply took control over factories
through existing legislation which permitted it to *‘requisition”” or ‘‘inter-
vene in’’ factories where production declines threatened necessary consump-
tion or where labor disputes paralyzed production.) Control of Chile Films,
combined with acquisition of the major publishing house, Zig-Zag, and of
an R.C.A. subsidiary, provided the material foundations for an upsurge in
popular revolutionary culture.

For costless money, the state—now in the hands of progressive forces—
was acquiring real resources (see Table 1). Each current fiscal expenditure,
as well as each nationalization, had a specific goal; yet taken together,
they were providing the state with control of an expanding share of
national income. This control would be essential in the struggle of the
socialist forces to gradually overcome the forces of private accumulation.

The Unidad Popular had hoped that these actions, aimed at increasing
state social services, improving income’ distribution, and reducing un-
employment, would gain the popular support needed for the continuation
and acceleration of the transition process. Indeed, electoral support rose
rapidly, from the 36 percent won in the presidential contest to 51 percent
just six months later, in the April 1971 municipal elections. But this was
insufficient. A necessary step in carrying out a ‘‘legal revolution”’ would
have been a majority “in congress. For reasons beyond the scope of this
essay, control of the congress was never achieved.

The initial advances gained with the aid of the printing press owed much
to relative price stability. In spite of an increase of 116 percent in the
money supply, prices rose by only 22 percent in 1971, less than in any
year since 1966 (see Table 2). This stability was due partly to lags result-
ing from the slow adjustment of the public to the newly acquired money
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balances. Also supply increased as idle capacity was mobilized and stocks
depleted, in response to the created demand. These forces were combined
with the executive’s determination to make official price controls stick.
However, the continued massive injections of money throughout 1972
(another 165 percent) made inflationary pressure unbearable, and the lags
began to work themselves out (7). Finally, in July of 1972, the government
felt compelled to take the lid off selective items, and the official price
index began rising at some 15 percent per month. Price rises began eating
up the new money emissions, and the government’s control over relative
prices and over wages and profits, interest rates, and consumer goods,
diminished. The usefulness of monetary expansion as a policy tool was
drawing to an end.

Before examining the generally negative political repercussions of the
released inflation, it is worth explaining that, especially in the earlier
period, but even in the second half of the UP experience, the increase in
the money supply and the eventual inflation did not have nearly as adverse
effects on overall economic activity as even sympathetic observers have
imagined.

Inflation is generally considered to have a negative effect on financial
savings, and if unchecked, may degenerate into exponentially rising prices
and a resulting decline in real output. Moreover, the instability of relative
prices may distort investment allocation, as well as radically alter income
distribution and consumption expenditures. An examination of the figures,
however, reveal that these potential negative side effects of increasing the
money supply were, in fact, largely attenuated in the Chilean case. Chil-
eans, accustomed to inflation, had geared their economy for it; and the UP
government intervened to further reduce the potentially adverse effects of
its easy money policy.

The fear that expectations of continued inflation would produce a run on
the banks proved unwarranted. Private financial savings, as indexed to the
official price level, actually rose throughout 1971 (see Table 3) (8). The
spurt of the consumer price index (CPI) in the second half of 1972, com-
bined with falling real income, account for the relative fall in the savings-
CPI ratio. Notably, however, this ratio was rising again at the time of the
first coup attempt, in June, 1973. The rise of these ratios was partially due
to the government’s attempt to hold down the price level. An alternative
measure, the ratio of private financial savings to the money supply nar-
rowly defined, is less favorable. However, lags in savings propensities and
in portfolio adjustments help explain why the money supply temporarily
ran ahead of savings. In any event, this ratio’s fall was limited and acute

financial disintermediation was not occurring. Financial savings continued

because many savings instruments, such as passbook accounts in the
Banco del Estado (the State Bank) traditionally were readjusted to the of-
ficial price index. Moreover, keeping the price level down caused demand
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to exceed supply, and people were simply forced to save, though much of
this savings was channelled into black market dollars.

Nor was Chile heading toward a disastrous hyperinflation. Velocity, as
indicated by the ratio of nominal GNP to money (see Table 3), actually fell
in the first year. Later, when people’s desire to be rid of the debased cur-
rency increased, the UP policy of price control prevented consumers from
freely bidding up the price level. Extreme inflation was stymied. The in-
stability of relative prices might have produced inefficient investment pat-
terns. However, the private sector was hardly investing and the public
sector could plan its investments without regard to current market prices.
Moreover, in a dependent economy, investment is as much a function of
foreign credit as of domestic market conditions.

By late 1972, many changes began to occur. The highly favorable con-
juncture of 1971, created by the expansionary policy, passed without the
UP’s being able to take advantage of it to complete its control of the state.
This failure left it forever on the defensive. The rate of inflation increased
and the government could no longer control it. This resulted in a deter-
ioriation of the UP’s position with respect to income distribution and pro-
duction. It also altered the quality of state participation in the economy
and the political support for the regime. As the class struggle increased in

intensity, the manipulation of the monetary system not only became less

effective as an instrument of state policy, it also began to produce side
effects which contradicted the UP’s goals.

As explained above, inflation, the main negative effect of the UP use of
the monetary system, began to take off in July of 1972 when the govern-
ment tried a New Economic Policy. The idea was that since Chile was still
operating within a capitalist mode of production, it was necessary to get
relative prices back into adjustment so as to stimulate production in the
private sector as well as to increase government revenues. The latter was a
problem because prices in the state-controlled factories had increased less
than in the private sector. Whether or not one thinks the new price policy
was a good idea, it was very poorly executed. Increases began with basic
food and clothing items, and these changes alone caused such an increase
in the consumer price index that the prices of luxury items (durable con-
sumer goods) were never raised. Thus the workers were hit hardest by the
price hikes. Finally, rather than waiting for the usual January adjustment,
an extraordinary cosp-of—living wage increase was granted in October, but
much of the buying power of the workers had already been lost by then.
The next wage readjustment came in June, 1973, retroactive to April, but
again fell short of the rapidly rising cost of living. This situation probably
caused a drop in the workers’ share of the national income, though indica-
tions are that it remained above the 1970 percentage.

The other major problem was the supply of goods. The spectacular 1971
increases slowed down considerably in 1972 and turned negative in 1973.
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Industrial growth started to slow down early in 1972 and was negative
after August of that year. The industrial production index for the last six
months of the UP period was back down to below the 1971 figures for the
corresponding months. Among the sectors hardest hit were food, clothing,
and other wage goods. Inflation undoubtedly had something to do with
these production drops in the sense that it heightened uncertainty. More-
over, the attempt to hold down inflation, i.e. price controls, left the private
producer feeling that his profit margins were more a function of adminis-
trative fiat than of supply and demand factors. But these explanations are
probably secondary. A more powerful reason for the downturn in real out-
put is that the economy was entering the type of cyclical slump following
an induced expansion that had plagued previous administrations. Further,
especially in 1973, the economic difficulties were, to a large degree, caused
by actions on the part of domestic and international opponents of the
Allende regime. These included overt campaigns to create economic chaos
by depriving Chile of needed raw materials, spare parts, and foreign ex-
change in general. Furthermore these actions consisted of investment boy-
cotts by the private sector, work stoppages, buying panics created by the
reactionary media, direct sabotage, etc.

Of greater import than the production drops, however, was the decrease
in supply caused by hoarding and the black market. The famous colas
(lines) in front of stores were largely due to the shift of goods from the
“‘white’’ to the black market. Much of the very large amount of money
circulating in the private sector was turned into speculative capital as all
kinds of people—from ex-domestics to small shopkeepers to the industrial
bourgeoisie—invested in all kinds of products—from cigarettes to chickens
to cars—and sold them weeks or months later for many times their pur-
chase price. This activity made both political and economic sense for the
opposition. On the one hand, it produced much larger profits than any
other activity and on the other, it exacerbated the economic, and therefore
the political, difficulties of the government.

By 1973, it was obvious that the scarcities and the increasing inequalities
in the income distribution could no longer be ameliorated by monetary
methods but could only be handled by direct state intervention in the distri-
bution process. The Minister of Economics formally proposed a rationing
system in January of 1973, but the opposition made such skillful propa-
ganda use of the proposal (‘‘rationing equals political control through the
stomach’’) that the government backed down. Nevertheless, a National
Distribution Secretariat was set up to plan and ‘‘rationalize’’ distribution.
The state increased its control over wholesale distribution and, by Septem-
ber 1973, a rationing system was ready to go into effect.

Two other goals which originally were furthered by use of the monetary
system to increase government resources also passed into the realm of the
ever-intensifying class struggle. With respect to increasing the Social Area,
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very little was being done via stock purchase or direct sale agreements by
late 1972 and 1973. Almost all of the banks were already under state con-
trol. Those factories and farms which were being taken, were seized
directly by the workers or through the requisition and intervention powers,
since the right had mounted a very effective campaign against sales of
property to the state. Although the right tried very hard to increase its
support by capitalizing on the high inflation rate and scarcities, the March
1973 congressional elections demonstrated its failure. It is political history
in Chile that the president’s party always loses support in the mid-term
elections. In spite of very severe economic problems, however, the UP
defied this trend and increased its support from 36 percent in the 1970
presidential election to 44 percent in March 1973. This phenomenon can
only be explained in terms of increasing sectors of the working class, as
well as other low income groups such as small farmers and urban self-
employed sectors, coming to understand that the UP represented their
long-run class interests in spite of all its failings. As one UP party slogan
in the 1973 election went: ‘‘This government may be shit, but at least it’s
ours.”” It was increasing class consciousness, rather than material benefits,
which increased the UP support.

The monetary tool which served the government well during the first
year-and-a-half became relatively useless by 1973. It was obvious that it
was no substitute for state power. Lenin wrote that the inflationary print-
ing press is ‘‘that machine gun which attacked the bourgeois regime in its
rear, through its monetary system.’”’ ‘‘Honor to our printing press,” he
said. But when the hyper-inflation of the early 1920’s reached its peak, the
Bolshevik party was well on its way to militarily defeating the forces of
reaction and establishing state power; these are preconditions for success-
fully completing a transition to socialism initiated by a bold and pro-
gressive monetary policy.

FOOTNOTES

1. Tt might be argued that the historical situation in any particular country is unique
and therefore conclusions drawn from one case cannot be applied to other cases. How-
ever, the Goulart regime in Brazil and the attempts by coalitions dominated by the
working class to win the presidency in Uruguay and Venezuela suggest the relevance of
the Chilean experience to other Latin American countries. Further, the Communist-So-
cialist coalition nearly won in France and a similar coalition may win in Italy. Again, the
}gssons of the Allende period might be useful to potential socialist regimes in Western

urope.

2. Itisalsoimportant to note in this context, that the dominant faction of the UP was
unwilling to seize power not delegated to the Coalition through constitutional processes.

3. The so-called public sector budget in Chile was composed of these three parts:
1) fiscal sector, 2) autonomous agencies, and 3) government-controlled industries.

4. The source for these figures, as well as all others in this paper, is Barb
hpgs, E'_conomic Development and Class Struggle in Chi?e,p 1.2358-1;;3araP}81t?)1
dissertation, Stanford University, forthcoming. ’ -
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5. This description of the strong role of the state might seem to contradict the dis-

cussion of the Latin American state by Hein and Stenzel in Kapitalistate 2. In reality,

however, two different subjects are at issue. The Hein/Stenzel essay focussed on the

dependent nation-state vis-a-vis the advanced capitalist countries. The present discuss-

ion concerns the state with respect to the internal economy. Not only are the two non-

;:lontradictory but closely interrelated, though this interrelationship cannot be spelled out
ere.

6. A history of Chile’s external sector can be found in North American Congress on
Latin America (NACLA), Newsletter, Chile: Facing the Blockade, Jan. 1973.

7. Indiscussing the UP monetary policy, it is important to distinguish between those
aspects that were more of a working out of intentional and voluntary UP policy, and
those that were more an expression of the multiple pressures surrounding the UP gov-
ernment. In general, in the 1970-72 period, the UP monetary policy moved ahead in the
desired directions, but at an unforeseen pace. For example, the UP was quite prepared
touse its financial power to subsidize firms within the social area. But the divergence be-
tween inflating costs of production and the official prices of goods produced in the
socialized firms became tremendous. Similarly, wage levels were supposed to rise, but
not to the extent that they actually did. The additional wage increases were a product of
pressures from within the working class, as well as from opportunistic political ele-
ments. At the same time, the UP government was unwilling to use the repressive forces
of a still-bourgeois state against the workers. In the case of wages and credits, as in
other cases manageable and rational policies were pushed to the point where they be-
came counterproductive. Also, it should be mentioned that the expansionary policies
planned in the immediate post-electoral period contemplated such compensatory mea-
sures as increasing workers’ savings through the issuance of government bonds.
Congressional opposition combined with retrenchment within the UP to kill this vital,
complementary measure.

8. Another indicator of savings, the ratio of currency, demand and time deposits to
nominal GNP also indicates ample financial savings through 1971, after which GNP data
is unpublished.
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Australia, Multinational
Corporations and the
Pacific Rim Strategy

Bruce McFarlane & Bob Catley

At the time of the Whitlam Labor government’s accession to office in
December 1972, Australia had emerged fromits status as European satellite
and the provider of raw materials; it had a manufacturing base (largely
foreign owned), an orientation to the Asia-Pacific Basin, and a growing
surplus of foreign exchange. It was ripe for sub-imperialist status and the
discarding of its older colonial one. The Labor Parliamentary leadership
was quick to discern this change and moved steadily to mobilise its
resources for taking advantage of the opportunities if offered. It intensified
its demands for an end to the Vietnam War while developing something
new—a Pacific Rim Strategy.

By 1970 Australia was clearly being integrated into the Pacific Basin or
Pacific Rim international subsystem of the world capitalist market. ‘‘The
Pacific Basin had become a major economic force, one which some econo-
mists foresee as the global centre of trade by the year 2,000”, argued the
Chairman of Standard Oil of California. Peter Wiley described (1) its
structure in the following terms:

The United States and then Japan stand at the apex of the hierarchy of economic
development. They draw resources from the next tier, Australia, Canada and New Zea-
land while selling goods in their markets. The advanced countries moreover regard the
integration of the neocolonial (chiefly Asian) countries of the Pacific Rim ... as essential
to the future of the international division of Labour in the Pacific. First, because (of) ...

their potential as markets ... Second, the advanced countries view the raw materials of
these countries as increasingly important to their economic wellbeing.

The three tiers of the Pacific Basin were: first, Japan and America, tech-
nologically advanced metropolitan economies; second, including Australia,
recipients of metropolitan industrial capital, providers of minerals and
foodstuffs; and third, including Southeast Asia, sources of cheap labour,
industrial raw materials and energy supplies. Under the Nixon Doctrine the
defence of this structure at its most vulnerable point, the third tier, would
rest primarily on the armed forces of the comprador regimes trained,
supplied and supported by metropolitan forces.

In 1970 the influential Austrialian Institute of Political Science held its
annual summer conference on Big Business in Australia. In a key address
(2) the Australian Paris-based correspondent for the Wall Street Journal,
Neil McInnes, argued that Australia was boxed into the world that the
multinational corporations were creating. He suggested that if, as was the
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case, Australia found this uncomfortable, it should, set about creating
multinational corporations of its own to act in concert with the existing
giants, especially in capitalist Asia, Foreign firms could introduce new-
technology industries to Australia; Australian firms could establish old-
technology industrial subsidiaries in Asia. He pointed out, ‘‘The role of
active junior player in a foreign captained team suits Australia in politics,
and there is no reason why it shouldn’t suit them in international busi-
ness.”” Within months, E.G. Whitlam, who was reportedly very impressed
by Neil McInnes’ paper, addressed the American Australian Association in
New York. He said (3):

Investment in Australia can be effective indeed ... if that investment is primarily
directed not merely_tq catering for the extension of the American market represented by
twelve and a half million affluent Australians but as the stepping off point, the launching
pad, for the development of the hundreds of millions of people who form markets that
are around Australia ... I think there are advantages for American investors to have
g:isatralia as a factory in the 18th century sense of an offshore factory for South East
He had already been arguing (4) that Australian investment in Southeast
Asia should be increased and in fact the 1960s had witnessed such a
development. While still small by international standards the level of
Australian external investment had risen from $A 6 million in 1961 to $A 57
million in 1968, although it is difficult to distinguish ‘‘Australian’’ from

" Australian-based capital. The Liberal government was already encouraging

such tendencies. In addition, on his return from America, Whitlam implied
that the defence perimeter against communism should be redrawn in Indo-
nesia, Malaysia and Singapore, rather than Vietnam, by increased military
aid and the provision of military advisors. During his barnstorming Asian
tour in Frbruary 1974, the Labor Prime Minister became an enthusiast for
the ASEAN alliance. Trade Minister Dr. Cairns, following a visit to the
U.S., argued that the interests of American capitalism had not been served
by the intervention in Vietnam, as American business had come to recog-
nise. A socialist society with an expanding economy provided a more
reliable trading partner than a stagnant, parasitic Asian despotism which
was costly to maintain. Further, while the need to withdraw from Vietnam
was increasingly emphasized by Labor, it was accompanied by a growing
demand for a special relationship with the Indonesian military government
(5).

During the two years which elapsed between Whitlam’s public pro-
nouncement of his ‘‘springboard”’ strategy for Asia, and the election of a
Labor government, a number of new developments in the Pacific Rim
opened up further opportunities for Australian penetration of the area.
First, the decline of American imperialism became increasingly evident.
Washington was forced to accept an eventual withdrawal from Vietnam,
Cambodia and Laos and the re-drawing of a defence perimeter based on
the ASEAN states. Similarly it was forced into a detente with China and
new hopes of a large reliable market were awakened. A more competitive
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and aggressive economic posture by Japan destabilized the Pacific Rim
hierarchy. There was an acceleration of industrial development in South-
east Asia based on the subsidiaries of the multinational corporations. In
some cases, the most ambitious of such plans were Australian-based,
precisely along the lines advocated by Whitlam and Meclnnes. In 1970 the
Ford Corporation established Ford Asia-Pacific Inc., headquarters Mel-
bourne, to develop,

a complete new multinational auto industry based on a system of regional free trade in
motor vehicles and components ... Each country would undertake production of a differ-
ent set of components at high volume for supply to the whole region. Each country would
also undertake vehicle assumbly from components made within the region and each
government would permit imports equivalent in foreign exchange value to its exports of
parts and vehicles. There are eighty Australians in management positions throughout
the region and sixteen Americans (6).

In 1973 the President of Ford International declared, ‘‘We talk about
complementation and we always talk about Australia as the lead dog—the
lead cow—of the whole operation. The Philippines is part of it with its
stamping ground (but) Australia is the ideal manufacturing base for our
entire Asia-Pacific operations’’ (7). Other multinationals, General Motors,
Dunlop, I.T.T., Coca-Cola, etc., were adopting similar strategies. Third, as
was previously noted, the great boom in the price of raw materials and
energy supplies led to a growing inflow of capital into Australia and a
drmatic rise in the balance of payments surplus to more than 4 billion
Australian dollars. In addition, the boom heightened the importance of
Southeast Asian commodity production and accelerated the drive to dis-
cover more energy sources in the area. The outlflow of Australian capital
to Southeast Asia also accelerated, especially investment in Indonesia,
where it has approached $A 200 million, while in its 1973 budget, the
Whitlam government doubled its civil economic aid to Indonesia.

The previous Conservative coalition government had not been totally
unaware of these developments, and some efforts had been made to adopt
policies to suit them. Contacts were opened with China; new restrictions
were placed on capital inflow into speculative areas; an earlier version of
Australian Industries Development Corporation was established by McEwen
in 1970 “‘with the object of raising loans abroad to finance participation in
large-scale development projects including equity involvement and to pro-
vide finance for a wide range of industries’ (8). Significant study groups
had been established to examine the need for a new Australian Pacific Rim
strategy (9); open admission was made that Australia faced no military
threat; greater encouragement was given to Australian investment in Asia;
and a new urgency was given to the consolidation of Australia’s political
and economic relations with the ASEAN states. But the coalition of govern-
ment’s twenty-three year legacy of unbridled capitalism, the 1971 economic
mismanagement, a brief, if mild recession in 1971-2, its descredited legacy
of stark reaction in Asia, and the decline of social services, finally proved
aufficient to win Labor the December 1972 election.
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The speed with which Labor began to implement its plans occasioned
some surprise and evinced concern on the stock markets. Labor’s domestic
objectives included the resotration of social peace, a harmonisation of class
relations, a concomitant improvement in social services and the consolida-
tion of the industrial base of the Australian economy. Many of its efforts to
implement indicative planning and anti-inflationary measures have so far
foundered on the resistance of both the working class (to an income policy)
and the bourgeoisie (to a reduction of privilege in areas of health and edu-
cation services, and higher business taxation). In any case, the commit-
ment of the Labour Party to thoroughgoing improvements in the condition
of the working class relative to that of capital, has been severely diluted in
the last decade by the impact of a ‘‘technocratic Laborist’’ leadership
headed by Whitlam (10). But it is the Social Democrats’ strategy for
Australia’s new role in the international arena which most concerns us
here.

Shortly after assuming office Whitlam announced that ‘‘foreign policy
must now be fully integrated with domestic policy’”’. He added that ‘‘the
tactics of containment, forward defence and ideological confrontation are
not only no longer relevant but counter-productive’’. External relations,
like exchange rates, tariffs, manpower and industrial policies, were to be
integrated into an overall strategy for the consolidation and expansion of
Australian capitalism. We may conveniently examine this strategy with
reference to five major themes: handling the multinationals; resources
diplomacy; penetrating the Pacific Basin; relations with the socialist bloc;
and defending the Pacific Rim.

Despite the frequent criticisms of the multinational corporations made by
both ministers and unions, there has been no across-the-board curtailment
of foreign investment as explained in the previous section. Moreover, in
his 1973 address to the American Australian Association in New York,
Whitlam adopted a different posture to 1970:

It should be quite clear that this does not mean we have no further wish to see foreign
capital flow into Australia. But in the future we will cast a more critical eye over indivi-
dual investment proposals. We intend to make sure that future capital inflow is asso-
ciated with productive investment which will add to Australia’s real resources and that
foreign capital is employed in real partnership with Australian owned capital.

In this conception we have foreign capital for productive tasks (in alliance
with local capital boosted by savings), and a new resource diplomacy using
Australia as a regional centre. It is the 1970 junior partner scheme in a
new dress. In late 1973 a consortium of American and Japanese interests
were prevented from building a petro-chemical complex in South Australia
until 51 percent Australian capital was admitted. The Whitlam government
had made its point; it, rather than compliant state governments and private
interests, would determine investment policy.

The field of resource deplomacy is more complex. Briefly the Labor
government shows little sign of either participating in Organisation-of-
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Petroleum-Exporting-Countries type arrangements with Third World coun-
tries to improve their position vis-a-vis the metropoles and the multi-
nationals, nor, except in special cases (like uranium) of reducing output of
commodities. It involves, rather, establishing stricter government control
over leases to ensure better prices and royalties; greater Australian parti-
cipation in mining industries; the establishment of government-led sellers’
cartels to face the multinationals; protection of Australia’s future industrial
needs; and a reduction of government subsidies for oil and mineral search
operations. Supplies will be continued on more favourable terms and at the
expense of private Australian mining interests and over-enthusiastic State
governments. Such a policy, as we have seen, had also been favoured by
sections of the Liberal coalition government, especially Garton and
McEwen. The commodities boom plus a different electoral base gave Labor
the opportunity to implement it.

On 30 September 1973 Dr. Cairns, then Minister for Secondary Industry
and Trade, announced that the Pacific Basin was ripe for Australian
expansion. His department was certainly seeking to facilitate such penetra-
tion. On 15 June he had told businessmen that a ‘‘constructive attitude to
our balance of payments situation would consist, for example, in encour-
aging Australian firms to invest overseas’’. The 1973 Budget announced
the establishment of a committee to examine and report on the encourage-
ment of private investment overseas. On 10 October 1973 Cairns
announced he would send an official survey mission to Thailand and Philip-
pines to encourage private Australian investment to go abroad. This would
secure markets for processed products, provide a larger base on which to
build Australian technology and management skills, strengthen Australia’s

political position in the Pacific Basin and enable Australian companies to gain

a better perspective of the world, Dr. Cairns explained. Later he
added that government assistance would be given to firms setting up
processing plants for Australian minerals in Third World countries. In
January 1974 it was revealed that a German consortium had led the way,
building a steelworks in Indonesia to process Australian ore. Nonetheless
an Australian trade mission in November 1973 anticipated such investment
on a smaller scale by Australian industry. In February 1974 it was
announced that Australian National Industries would establish a steel
forging industry in the Philippines. During the same month, while visiting
Thailand, Whitlam was informed that the government there favoured his
policy of encouraging Australian investment in Thailand. Australian com-
panies, particularly the steel giant Broken Hill Proprietary, have joined the
international consortia scouring Southeast Asia for energy supplies, and
BHP has announced three oil strikes. The major Australian banks have
already established subsidiaries in Djakarta. As Whitlam indicated during
his 1974 tour of Southeast Asia, ‘‘Australia wanted to facilitate trade with
its near neighbours in a mutually beneficial basis and promote economic
development through constructive aid programmes’’.
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The darker side of this penetration is reserved for the Trade Depart-
ment’s handouts to Australian businessmen. Noting the Indonesian wages
range from 90 cents to $A 1.35 a day for labour, one document points out
(11) that ‘‘Industrial relations since the banning of the Communist Party in
1966 have been generally calm...At present strikes are banned’’. Further,
the Australian Labor Government in a development of its predecessors’
policy has concluded an unprecedented private investment agreement (12)
with Djakarta that Indonesia will not nationalise firms nor block the outflow
of profits. In this event Australian investors can seek arbitration or recoup
losses from the Australian government. Inviting such investment the
Indonesian Ambassador to Australia, Mr. Her Tarning, explained:

The most useful form of investment would be the processing of Indonesia’s raw
materials, with the added attraction of cheap labour, for export markets. Foreign inves-
tors were protected by legislation which guaranteed their investment and ensured re-
tention of profits (13).

Whitlam has consistently argued that ‘Indonesia should serve as an
indication of the approach we shall increasingly adopt in future to
Australian activity of this kind overseas...the economic problems faced by
Indonesia are common to most of the developing countries of the region”

(14). The expansion of Australia into the Pacific Basin proceeds: invest-
ment to utlise a cheap and docile labour supply; energy exploration to
provide against the depletion of Australian reserves; the provision of a
springboard for those advanced technology industries beyond Australia’s
capacity, which may permit Australian equity participation, given sufficient
pressure from Canberra.

Relations with the Asian socialist states have undoubtedly improved
under Labor, though the policy is now largely bipartisan and trade with
China had flourished even during ‘‘defence in depth’’. Dr. Cairn’s 1973
trade mission te China was composed of Australia’s leading industrialists
and followed complaints that the China market was being inadequately
explored by the Liberals. Glowing departmental reports were issued and
during Whitlam’s later visit a trade agreement followed. A nearly-abortive
sugar deal, a $A 20 million iron ore contract and a three year wheat agree-
ment were negotiated. As Dr. Caims put it, ‘‘I would rather have the
position in the Pacific that we have a three leg stool—the U.S., Japan and
China—than a two-leg one’’ (15).

Finally we may turn to Canberra’s plans for defending the newly drawn
Pacific Rim. First, Australia continues to regard ANZUS as its main
security treaty and despite the agreement on the North West Cape base
will not seek the removal of American military installations. Second,

although Whitlam has continued to assert that Australia would never again’

send troops to fight in mainland Asia—‘‘We believe that Australia should
not intervene militarily even when the contest for power and for control
leads to violence’’ (30 November 1973)—he insisted at his Singapore Press
Club address (8 February 1974) that Australia would continue its defence
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cooperation with Malaysia, Singapore and Indonesia and could retain its
RAAF units in Malaya. The decision to withdraw the Australian batallion
“in no way repudiates or downgrades the five-power arrangements’’.
Previously it had been made clear that some Australian troops would be
retained in Malaya (16). Further, in September, Australian air and naval
forces participated with those of the U.S. in a major exercise in the North
Pacific, and in London in January 1974 the Defence Minister called for far
more joint exercises by ANZUK powers in Southeast Asia (Malaysia,
Singapore, New Zealand, Britain, Australia). Of particular importance in
view of Whitlam’s remarks that relations with Indonesia provide a model
for Southeast Asia, there is the provision of defence equipment, arma-
ments and training facilities to Indonesia that were increased in the 1973
budget. These led even the Australian Financial Review to criticise the

ALP for too openly identifying with the Indonesian junta to the tune of $A

20 million in aid. {In 1973 Malaysia would receive $A 6.1 m. in defence
aid, Singapore $A 1.2 m., Indonesia $A 5.1 m.). In all these respects
Australia’s plans for the defence of the ASEAN perimeter differ from
Washington’s only in their exclusion of Vietham and Cambodia as sites for
last-ditch resistance.
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Gerhard Armanski, Boris Penth, J6rg Pohlmann

Staatsdiener im Klassenkampf

Soziale Lage und Kiémpfe
staatlicher Lohnarbeiter in der BRD

Mit den Streiks Anfang 1974 ist es ins BewuBtsein auch

| einer breiteren Offentlichkeit getreten, daB die zunehmen-

den sozialen Konflikte in der BRD auch vor dem bisher
eher windstillen o&ffentlichen Dienst nicht mehr halt-
machen, Rationalisierung, Lohndruck, Intensivierung der
Arbeit zwingen auch die staatlichen Lohnarbeiter zu ver-
starktem Kampf um die Sicherung ihrer Existenz in der

| biirgerlichen Gesellschaft, dieser ProzeR steht erst am An-

fang und zeigt erst ansatzweise klare Konturen.

Die Arbeit beginnt mit einer knappen Darstellung des all-
gemeinen Verhaltnisses von Kapital und Staat, insbeson-
dere bezliglich der Notwendigkeit staatlicher Tétigkeit
und ihrer Grenzen. Dieses Verhiltnis wird nachfolgend an
den Verhaltnissen der BRD konkretisiert. Die daraus ent-
springende These, daR die widerspriichlichen Bedingungen
staatlicher Tétigkeit gegenwiértig und zukiinftig zur Oko-
nomisierung der staatlichen Téatigkeit, d. h. auch zu ver-
mehrtem Rationalisierungs- und Leistungsdruck auf die
staatlichen Lohnarbeiter fiihren, wird ausfiihrlich anhand-
der Deutschen Bundespost und einigen Bereichen des un-
mittelbaren Gffentlichen Dienstes erldutert. Es wird ge-
zeigt, auf welche BewuBtseinsformen diese Verhaltnisse
treffen und welche Inhalte und organisatorischen Formen
die Kampfe der staatlichen Lohnarbeiter derzeit anneh-
men, SchlieBlich werden — primar in der kritischen Ein-
schétzung vorhandner Ansétze — Thesen zur tendenziellen
Entwicklung der Kémpfe der staatlichen Lohnarbeiter
und der politischen Einwirkungsméglichkeiten in diesem
ProzeR entwickelt. Die Arbeit will einen Anfang machen

| mit der notwendigen Kldrung in diesem Abschnitt des

Klassenkampfes. Sie erfillt ihren Zweck am besten, wenn
sie im Zusammenhang praktisch arbeitender Gruppen auf-

. genommen und umgesetzt wird.

Das Buch hat ca, 250 Seiten und erscheint im Friih-
jahr 76.
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Problems in Marxist
Theories of Inflation

~
Otto Jacobi, Joachim Bergmann, Walther Mueller-Jentsch **

The following notes attempt to clarify the theoretical problems involved in
providing a Marxist-oriented explanation of secular inflation. Our central
interest will be to illuminate the relationship between inflation and the
crisis tendencies of late capitalism and to define more accurately their
function in the politico-economic system. The first part deals primarily with
questions immediately linked to theorems of Marxist political economy; the
second part enters into a discussion of Marxist theories of inflation.

The relative economic stability of postwar capitalism has been accom-
panied by permanent inflation. In contrast to the traditional types of
capitalist inflation with their abrupt and explosive rises in prices and sub-
sequent price collapses, secular inflation is characterized by a general,
constant and long-range upward movement of prices. It is apparent that
this process of inflation becomes an endless flight of stairs, i.e. there is no
descension from price levels once achieved; we are dealing with a typical
ratchet-effect.

In the 13 most important industrial capitalist countries, consumer prices
rose on the average by 2.1% annually between 1958 and 1965; during the
period between 1985 and 1972 the average rate of inflation was 5.2%. In
1973 the rate of inflation was beyond 8%.

Part One: Theorems of Marxist Political Economy

1. The Relationship between Values and Prices

Marxist attempts to explain the phenomena of creeping inflation are faced
not only with the question of the causes and effects of the process of the
devaluation of money, but alsc with the problem of how to define the re-
lationship between values and prices. Marx’s approach to this relationship
was two-fold:

* The following paper was originally prepared for seminar discussion. It was written
collectively by a team studying the effects of trade union policies on the economic pro-
cess under conditions of full employment. This resulted in a particular bias. Since this
paper was written, further studies have been published in which the problems of
Marxist theories of the inflationary crisis process have been tackled. See, for example,
A. Glyn and Be. Sutcliff, British Capitalism, Workers and the Profit Squeeze, London,
1972,

**  (.Jacobi and W. Mueller-Jentsch do research in the Institut fuer Sozialfor-
schung, 6 Frankfurta. M., Senckenberganlage 26; presently they are finishing a project
on German Labor Unions and their politics. Bergmann teaches at the Technische Hoch-
schule in 61 Darmstadt.
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a) The level of prices, the price structure and the sum total of prices are
principally dependent on the corresponding magnitudes of value. Assuming
that we are dealing with competitive capitals largely devoid of market
power and assuming that the organic composition of the capital units in
various branches is equal, prices are merely manifestations of the values
contained in the commodities in the form of abstract socially necessary
labor and are identical to them.

Marx demonstrates that through competition a balancing out of the rates
of profit is achieved despite the differences in the organic composition of
capital among different sectors of the economy and/or enterprises, a bal-
ancing out of the rates of profit is achieved. The result is that in those
sectors with a higher organic composition prices settle above values and in
those sectors with a lower organic composition of capital prices settle be-
neath values. This, however, is not an inflationary process. The total level
of prices remains unchanged, because those prices set above value are
balanced out by the same quantity of prices set below value.

Monopolies pose a different problem. Due ot their market power,
monopolies can achieve prices which lie above values. Marx discusses the
question of what happens when the prices of goods consumed by workers
rise as a result of monopoly pricing power (1). If workers in all sectors of
the economy are compensated for the price increases by wage increases,
then their situation, their relative status, remains unchanged. Under these
conditions the competitive capitalists themselves provide the monopoly
profits. However, if wages do not rise or do not rise at the same rate as
do prices of consumer goods, then the standard of living of the workers
falls. In this case, the workers must also provide a part of the monopoly
profits by accepting a lower standard of living. This is possible only if their
previous wages provided them with a standard of living above the minimal
level of physical subsistence. It is appropriate to point out here that the
question of which of these situations obtains touches upon an important
aspect of a Marxist explanation of inflation. If the workers are not fully
compensated for the price rise in the monopoly sector, inflation can be
seen as an attempt by monopoly capitalists to achieve greater profits at a
direct cost to workers. Alternatively, if as a result of the class struggle
wages do rise in all sectors proportionate to the rise in prices in the
monopoly sector, cumulative inflation results.

b) According to Marx, the law of value dictates the movement of prices.
‘“Whatever the manner in which the prices of various commodities are first
mutually fixed or regulated, their movements are always governed by the
law of value. If the labour-time required for their production happens to
shrink, prices fall; if it increases, prices rise, provided other conditions
remain the same’’ (2).

Werner Hofmann must be given credit for having posed again the
question of the relationship between values and prices (3). In his discus-
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sion of this topic, Marx shifts back and forth between the sphere of values
and the sphere of prices. This method was acceptable then, because in
Marx’s times owing to the relative absence of monopoly power, the rela-
tionship between value and price was more direct. Innovations which in-
creased productivity and thus decreased the value of a commodity per unit
of production actually led to decreases in prices. Thus, Marx had, in
theory of value, an instfument which permitted him both to analyze and to
interpret the current political and economic situation. Hofmann, on the
other hand, can justifiably point to the fact that changes in values and
changes in prices no longer develop at the same pace. Under late capital-
ism we can observe that, despite continuing increases in productivity which
lead to decreases in value and which, according to Marx, ought to result in
decreases in price, prices are not falling. This contradiction, namely the
continuous and simultaneous rise in the level of prices and the increase in
productivity, touches at the very heart of Marx’s theory of value. Has the
relationship between values and prices completely dissolved, or does it
continue to exist in nmew form under changed circumstances? Hofmann,
who subscribes to the first thesis, justifies his position by pointing to a
monopolistic competition which no longer permits an equalization of rates
of profit and thus precludes a trend towards an average rate of profit.

This, of course, implies a reduction in the explanatory power of Marx’s
theory of value; it remains valid only as a ‘‘theory of value creation.”” It
states that social wealth is exclusively created through human labor, that a
part of living labor is privately appropriated and that exploitation takes
place. This means that only the ‘‘qualitative’’ side of the theory of value
retains its validity, but the ‘‘quantitative’’ one does not. The theory of
value can provide the framework for the analysis, structuring and interpre-
tation of socio-ecnomic processes, but it is unsuitable as a tool for carrying
out concrete quantitative anaylyses, precisely because value and price have
no direct relationship to one another under a system of monopoly
capitalism.

Mattick takes a fundamentally different position. He begins by rejecting
the necessity of concretizing the relationship between prices and values.
He asserts, however, that the law of value does indeed determine prices
and, due to shifts in labor productivity also determines general price move-
ments. But the multitide of simultaneously existing rates of exploitation
makes it impossible to identify the value base of a given commodity from
its price. According to Mattick, Marx intended to demonstrate, ‘‘that the
absence of value considerations in the market does not invalidate an anal-
ysis of capital in value terms. Beyond the statement that price relations
presuppose value relations and that in this sense the latter determine and
limit the former, no need exists for a Marxian theory of prices’” (4).
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II. Functions of Money and Price Movements

As no adequate explanation of inflation can be deduced exclusively from an
analysis of the sphere of production, attention must also be directed to
Marx’s theory of money.

e] Measure of Value

According to Marx, the primary function of money is to provide a measure
of value (5). Money has the task of representing commodity values as
magnitudes of the same denomination, as gualitatively equal and quantita-

tively comparable. But Marx stresses that commodities are comparable not

because they each have a money price, but rather because they share the
common quality of embodying human labor. It is the amount of socially
necessary labor-time embodied in any one commodity that determines its
value. This makes it possible to measure the values of commodities in one

and the same specific commodity, the money commodity, i.e. gold.t

‘‘Money as a measure of value, is the phenomenal form that must of nec-
essity be assumed by that measure of value which is immanent in com-
modities, i.e. labour-time’’ (6). Thus the real measure between commo-
dities and gold is labor itself. Money can only perform its function as the
measure of value because the money commodity, gold, itself contains that
which produces value, i.e. labor-time.

Thus Marx, integrates the labor theory of value with this theory of
money. Implicit in this integration is the notion that a change in either the
value of the money commodity or the value of other commodities leads to
movements of prices. Changes of value result from changes in productivity.
The following table illustrates the inevitable effects on prices caused by
changes in the value of commodities and/or gold as the money commodity

(7).
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Even though Marx works with the quantity equation, he does not inter-
pret it in the same manner as supporters of the quantity theory of money
{namely that the amount of money in circulation determines prices). Rather
he argues that a change in the total quantity of money in circulation is a
reflection of value-determined price movements (‘‘the amount of the means
of circulation required, is determined before-hand by the sum of the prices
of all these commoditi%s") {8). Thus he concludes that the amount of
money in circulation changes directly with the prices of commodities (as-
suming the constancy of the mass of commodities and thus a reduction in
the total sum of prices}. If, for example, we assume a constant value of
gold and falling commodity values due to an increase in productivity, it
then follows that prices must fall. This drop in prices, however, will only
take place if there is a reduction in the amount of money in circulation.
Money’s capacity to react independently and autonomously is ensured by
the money commodity which reacts as an intrinsic bearer of value. Only in
its function as a measure of value is the commodity money capable of
contraction or expansion; the quantity of gold in circulation depnds on its
own value.

In this context, Marx suggests that hoarding functions as the conduit for
the supply or withdrawal of money to or from circulation thus allowing the
supply of money to be sufficiently flexible to accommodate price changes
{9).

The money commodity which functions on the basis of its intrinsic qual-
ity of bearing value is capable of adjusting relatively free of friction to the
kind of price changes shown in the table above. Rises in prices cannot be
conceived of as inflationary because they are preceded by changes in
value. In the Marxist model there can be no process of inflation as long as
the money commodity automatically reacts to changes in the total sum of
prices.

However, if a means devoid of intrinsic value is used as money the
adaptive mechanism of the total quantity of money to movements in prices
is interrupted. Marx always insisted on the value determination of money,
i.e. he attributed money functions only to a commodity bearing intrinsic
value. He rejected the idea that money functions could be performed by
mere symbols. Yet, given the demonetization of gold which has taken place
since Marx’s time these conclusions become questionable. Marx’s own
reference to money’s function of representing value relationships between
commodities points to the mediatory role of money and permits us to intro-
duce a concept of money based on its functional definition (10). In the
Marxist model, there is no compelling theoretical reason for the intro-
duction of a value-bearing money commodity for the purpose of comparing
the amounts of socially necessary labor contained in commodities. It ap-
pears that Marx formulated his theory of money based upon the realities
which confronted him and that he overlooked the nature of gold currency
as transitory.
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Abandoning the value determination of money would mean that the rela-
tionship between values and prices has to be reformulated. As long as the
total supply of money in a society is dependent upon gold, it remains rela-
tively inelastic. From this fact, Marx concluded that an increase in produc-
tivity would have to be passed on in the form of falling prices. But with an
elastic supply of money, a passing on of the gains of proc!uctivity is in
principle possible on the basis of constant or even rising prices.

b] Money as a Medium of Circulation
‘‘As the mediator of commodity circulation, money assumes the function of

a medium of circulation”’ (11). In its function as a means of circulation,
money permits the circulation of commodities. It effects the transfer of

ownership of commodities from those who possess them as exchange

values to those who use them as use values. Yet it is only an appearance
which presents the circulation of commodities as the result of the move-
ment of money (12).

From an understanding of the function of money as a medium of ex-
change Marx deduced the phenomenon of paper money. Whereas initially
the money commodity itself circulates, in the process of historical develop-
ment subvalue money arises. By the time paper money is introduced, the
symbolic nature of money becomes obvious.

Replacing gold by symbols of value is possible, because the independent
representation of the exchange value of commodities is only a brief
moment in the process of circulation. Thus, the merely symbolic existence
of money, its functional presence in the circulation process, suffices (13).

The use of paper money as a functional substitute for the money com-
modity is nevertheless dependent on its relationship to gold. The specific
law of the circulation of paper money states: ‘‘the issue of paper money
must not exceed in amount the gold (or silver as the case may be) which
would actually circulate if not replaced by symbols’’ (14). Any amount of
paper money which deviates from this specific quantity leads to price
movements. Marx mentions that commodity prices do rise nominally due to
the issuance of excessive paper money. Still, they are subject to changes in
value as can be seen when the quantities of paper money are considered in
terms of the amount of gold represented by them.

Numerous Marxist theoreticians subscribe to this position when dealing
with the contradiction inherent in permanent reduction in value and simul-
taneous inflation. Mandel, for example, maintains that a recalculation of
paper money prices into gold prices would demonstrate that most of to-
day’s money prices lie substantially beneath the gold prices of the 19th
century (15).

Mandel’s retreat into imaginary calculations is a dead end theoretically.
Interpreting creeping inflation as nothing more than a fictitious rise in
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prices precludes any examination of its causes and effects and negates the
possibility of the existence of a new phase of capitalism which functions in
a different manner and requires new analysis.

In connection with average profit, Marx examines the effects of
increased money prices upon the workers (16). A nominal rise of
commodity prices puts the workers at a disadvantage if wages remain con-
stant. Marx does contend, however, that a nominal increase in the rate of
profit is impossible without causing an increase in wages. This leads us
back to the basic question of whether inflation can be seen as a direct
expression of the class struggle between workers and capitalists.

The other question resulting from the above is whether the ultimate
demonetization of gold—nationally and internationally—has to be dealt
with in theoretical terms by a reformulation of the Marxist value-price rela-
tionship.

In the following, we shall discuss the inflation theories of various Marxist
economists. It becomes apparent after surveying the material available that
three basic explanations of inflation predominate:

a) Explanations of inflation connected to the increasing monopolization of

_capital;

b) Explanations of inflation connected to the high degree of elasticity in
the creation of money and credit by which the state, central banks, and the
banking system can provide the economy with an almost unlimited volume
of money; and

¢} Explanations of inflation connected to the struggle over distribution
based on the contradiction of interests between capital and wage-labor.

It is interesting to note that nearly all of the explanations of inflation
which we shall deal with are derived exclusively from one of the three
above-mentioned factors, i.e. they are monocausal in nature. The other two
factors are not denied in any of the explanations, but are deemed to be of
secondary relevance for the question of inflation.

We, on the other hand, believe that all three factors are necessary as-
pects of the process of creeping inflation.

Part Two: Marxist Theories of Inflation

L. Monopolistic Price Setting [Boccara, Hess] [17]

In the theory of state ﬁlonopolistic capitalism (stamocap), inflation is seen as
an instrument of the state acting in the interests of monopoly capital.
By means of inflation, the real wages of the wage dependent are de-

pressed in favor of monopoly profits. ‘
One of the most important versions of stamocap theories—at least for

our purposes—is presented by Boccara and Hess. They focus on the law of
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the tendency of the rate of profit to fall which is considered to be the
dominant law of capitalism (18). Overproduction of capital is seen as a
~ result of the workings of this law.

They conceive of monopolization and the induction of the state into the
service of monopolies as defense strategies against the falling rate of profit
(19). According to Marx, the law of value which governs capitalism en-
forces average profit. This self-regulating mechanism, however, requires
free competition (20). Only under conditions prevalent in pre-monopolistic
capitalism did the rate of profit provide an automatic regulatory mechanism
for the optimal distribution of socially necessary labor (21). The transition
to monopoly capitalism is closely linked to attempts by capital to circum-
vent the effects of the law of value. To overcome these effects, i.e. a fall
in the rate of profit, capital has to accelerate accumulation, which leads to
increased concentration and centralization. The undermining of the effect-
iveness of the law of value by the process of monopolization has created
new problems.

The law of value as a regulatory mechanism has to be replaced by a
more-or-less conscious and goal-oriented general social regulator. ‘‘The es-
sence of state economic policies lies in the attempt to implement through
state power that which, under present conditions, can no longer be regu-
lated by the market mechanism’’ (22). Because state monopoly intervention
results directly from the necessity of counteracting the tendency of the fal-
ling rate of profit, these authors do not assume an end to the efficacy of

the law, but rather a learning process on the part of capital. Today, capital -

is capable of compensating the law that is threatening its own existence.
Thus, even though the effectiveness of the law cannot be totally avoided,
at least it can be regulated.

The central thesis of the theory of stamocap posits that the private
creation of surplus value is maintained by public devaluation of capital
(23). To an increasing degree, the state mobilizes capital and applies this
capital without actually producing capital, i.e. without extracting any profit.
The monopolies benefit from the spending of public funds for the society
as a whole (infrastructure) as well as from direct support for individual
sectors of the economy (subsidization, tax preferences, and state-funding
for the science and research programs of the huge corporations). ‘‘For
monopoly capital, this means that it does not have to finance a significant
and growing portion of the capital advanced, while at the same time enjoy-
ing the profits emanating from these investments. The state financing of
these areas successfully offsets the falling rate of profit for the individual
capital units’’ (24). For monopoly capital, the problem is solved: ‘‘The
devaluation of capital is avoided and yet the rate of profit has been pre-
vented from falling”’ {25). In this connection, Boccara speaks of the fact
that the economic activities of the monopolies and the state have developed
into a ‘‘uniform organic totality’’ (26). Looking at the source of public
funds leads us to the problem of inflaticn. According to the authors, state
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monopoly capitalism is a system which renders the non-monopolists tribu-
taries to it.

The state develops into a gigantic distribution machine which stimulates
or increases monopoly profits to the detriment of non-monopolistic capital-
ists. This process also causes a reduction of the income of wage earners
{27). The state functions as a capital reservoir which puts funds at the
disposal of menopoly capital. Thus, the theory of stamocap appears to be a
theory of secondary exploitation. The instruments employed in the process
of secondary exploitation are a comprehensive tax system and permanent
and systematic inflation (28). Yet the question arises whether the state is
capable of appropriating capital by means of inflation. It seems much more
plausible that the monopolies would directly appropriate the buying power
of the masses through inflationary monopolistic pricing rather than having
the state encourage inflation in order to indirectly effect such an appropri-
ation.

This theory implies that in extended reproduction the relative status of
the wage earner must deteriorate. Proof of this would require empirical
evidence of falling wage shares.

A further question must by asked. Why don’t the non-monopolists sub-
jected to collective exploitation in the interests of the monopolists attempt
to counterbalance this burden of secondary exploitation?

It is also unclear why the process of secondary exploitation has to be set
in motion within the power structure of state monopoly capitalism. Since
secondary exploitation is only possible if the workers emerge from the
process of primary exploitation with wages high enough to permit addi-
tional exploitation, its existence may reflect some success by workers in
resisting exploitation at the point of production.

Hess and Boccara draw a remarkable conclusion from their analysis. Due
to the fact that private and profitable capital utilization on the part of the
monopolies is secured through public capital devaluation, the tratitional
manifestation of crisis, namely, the crisis of over-production, is ‘‘no longer
the only form and not the most significant form’’ (29} in which contradic-
tions come to the surface. More likely are permanent structural crises,
currency crises, crises in the educational system, etc. With respect to the
problem of inflation, we must disagree with their argument. If we accept
their premise that crises of overproduction and high unemployment rates
are basically things of the past, then it is unrealistic to assume that the
workers are going to allow the collective exploitation of the state to deprive
them of those gains they have made in the primary distribution process.
Generally speaking, it is worth noting that the stamocap theoreticians do
not discuss the contradictory relationship between the securing of mono-
poly profits and the successful counterbalancing of the tendency of the rate
of profit to fall, on the one hand, and the demands of the workers for
employment, which the state is able to pacify due to its interventionist
policies, on the other hand.
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The stamocap theoreticians operate with a model of inflationary capitalist
growth. On the one hand, they conceive of systematic inflation as neces-
sary for continued expanded reproduction. Yet, at the same time, they
overlook the fact that the chances of employment for the workers, as well
as their standard of living improve within that framework. Thus it appears
questionable whether inflation can be interpreted simply as an instrument
of exploitation.

The relationship between values and prices as well as the monetary and
credit theory problems connected with permanent inflation remain undis-
cussed.

II. Credit Inflation [Mandel, Mattick]

Mandel (30) considers the problem of inflation and its effects upon class
struggle to be one of the major problems posed by monopoly capitalism.
According to him, capitalism is faced with the dilemma of choosing be-
tween two equally poor alternatives, namely, between crisis and inflation.
In this connection, Mandel asserts that the permanent inflation of present-
day capitalism stems from its own inherent tendency toward over-produc-
tion. He conceives of the capitalist crisis as a crisis of over-production of
exchange values characterized by ineffective monetary demand (31). In
highly industrialized monopoly capitalism, crisis is expressed in two ways
(32). In the one instance, it is a real crisis of the commodity economy in
the form of non-marketable commodities. In the other instance, it is a
monetary phenomenon in the form of a surplus of capital which can find
no profitable utilization. If the ‘‘surplus product’’ represents the problems of
realization, then *‘surplus capital’’ symbolizes the problems of utilization.

The problem of absorption thus exists at both levels. It is in the context
of the absorption of the surplus product that Mandel develops his theory of
permanent inflation. According to him, the capitalist answer to over-
production is ‘‘above all credit, i.e. enormous private and public debt and
continuous inflation’’ (33). Massive private and public debt and permanent
inflation permit a temporary solution of the problem of over-production.
Continuous inflation is a necessary stopgap against recurrent and serious
crises of over-production.What is specific to Mandel’s explanation of
inflation is that over-production, state military demand and state debt form
a unity and generate inflation (34). This is because the main instrument for
the utilization of present and potential capacities is arms production which
is initiated by state demand. The state does not finance its spending
through a tax policy that leaves prices unaltered. Rather it does so through
the expansion of its debt. Public debt thus becomes the driving force be-
hind credit inflation. Creeping inflation is called forth by the increase in
unproductive state spending which in turn is caused by the tendency
towards overproduction.
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Mandel fails to explain why state spending policies cannot simply offset
insufficient effective monetary demand, which, he claims, accompanies the
crisis of over-production, but rather must exceed it—so that continuous
price effects result. Mandel himself points out that the surplus product
must first be sold in order to realize its surplus value. This puts him in a
position of having to demonstrate why state demand made possible by the
creation of monetary credit must be arranged in such a manner as to
create per saldo over-demand. Mandel’s argument that arms production
generates increased buying power without producing an additional supply
of commodities contradicts his basic thesis of general over-production.

While it is true that Mandel always conceives of contemporary capitalism
as monopoly capitalism, he does not use the power of the monopolies to fix
prices as a structural argument in his explanation of inflation. Mandel also
doesn’t discuss the relationship between credit inflation and the Marxian
theory of money.

Permanent inflation causes a redistribution of national income or of sur-
plus value: ‘‘Either a redistribution of surplus value favoring certain ele-
ments of the capitalist class to the detriment of others, or an increase in
surplus value at the cost of wages’’ (35). Thus, it follows that Mandel also
conceptualizes implicitly a process of secondary exploitation. Thus he
touches upon the question of the effects of inflation on class struggle,

‘which he considers to be one of the major problems of capitalism. Yet he

does little to clarify the problem himself. The victims of inflation include
all those individuals with fixed incomes as well as those wage-earners with
no recourse to the power of a union to protect their real incomes. This
redistribution need not necessarily lead to a deterioration of the standard
of living of the workers, but certainly to the deterioration of their relative
status, because it means ‘‘that the share of the increasing social product
which goes to wage-earners is less than it would have been with a
stable currency’’ (36).

In this connection we must point out that Mandel, like the stamocap the-
oreticians, has not drawn his model of capitalist growth to its final theoret-
ical conclusion. He ignores the fact that the more successful the extraction
of the surplus product, via credit inflation is, the better the chances of the
workers for employment. According to Mandel’s assumption, a stable price
level would have led to open crisis, thus not only reducing total social
wealth, but also the living standard of the workers. If Mandel does inter-
pret inflation as a nedéssary buttress of capitalism then he cannot conceive
of it exclusively as an additional instrument of exploitation and simply dis-
regard the effect it has on employment policies.

Mandel’s evaluation of the role of the unions and their power in the
political arena is unresolved. He states that, on the one hand, the unions
have enough power to prevent wages from seriously falling during a crisis,
while on the other hand, they are not in a position to force through major
wage increases during a boom. At another point he speaks of the growing
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strength of the unions and the upward trend of real wages (37). He makes
a special point of mentioning that a reduction of unemployment causes a
decrease in the rate of surplus value. And yet he fails to discuss the
manner in which the struggle for higher wages in a period of credit infla-
tion effects the mechanism of inflation as well as the problem of surplus as
a whole.

Mandel does indeed claim that the rate of inflation is cumulative without
providing rigorous reasoning for his contention. It is, however, important
to point out that automation which was implemented by the corporations in
the hope of reducing the costs of wages does indeed increase the latent
danger of over-production so that money inflation must be increasingly
employed in order to siphon off the surplus product. In this manner, both
automation and inflation, as constant attempts to secure the rate of profit
lead, on the production side and on the realization side, to growing insta-
bility (38). Mandel, however, is not capable of demonstrating why the
inflation must be cumulative. To do this, he would have to demonstrate
how automation necessarily leads to increasing over-production and how
absorption by means of credit inflation leads to constantly rising rates of
inflation.

In Mattick’s explanation of inflation, the falling rate of profit, based on
the rising organic composition of capital, and the planned and regulated
expansion of the volume of credit and money play a central role.

As in the stamocap theory developed by Boccara and Hess, Mattick con-

ceives of inflation as a mechanism of distribution aimed at offsetting the
falling rate of profit in order to promote further capital expansion. State
expansion of the supply of money permits big business to raise its prices
more rapidly than the less monopolized sectors, and more importantly, than
the workers can raise their wages. ‘‘The supply of money is a matter of policy
and not the unwilled result of uncontrolled economic events...Inflation
results from monetary policies designed to improve the profitability of capi-
tal internally and so enhances its competitive capacity externally’’ (39).
Thus, it is not the monopolies’ fixing of prices which leads to inflation, but
the monetary policy of the state.

For Mattick, the most important function of inflation is to increase the
profitability of capital through skimming-off consumers’ income, particu-
larly those of wage-earners, in favor of monopoly capital. This interpre-
tation presupposes either falling real wages, or at best, a rise in real
wages which is not proportionate to the development in productivity. At
the same time, Mattick points out that inflation does indeed maintain a
relatively high level of employment so that the workers prefer it to defla-
tion with widespread unemployment. This confronts him with the difficulty,
shared by Mandel, of having to explain why, despite a favorable situation
in the labor market and the rise in bargaining power, real wages are rela-
tively retarded.
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Inflation also assumes another function as a mechanism for financing in
state induced production. Mattick’s thesis is predicated on the existence of
unused industrial capacities and capitalist money hoarding as a result of
the falling rate of profit. By effecting ‘‘capitalistically useless production of
goods”’ instead of ‘‘capitalistically useless money hoarding” through taxa-
tion and loans (deficit financing), the state avoids the socially untenable
results of a sinking rate of accumulation without, however, being able to
increase the profitability of capital.

Indeed, rather than increasing the profitability of capital, the tendency
toward growing state induced production leads increasingly to the expro-
priation of profit shares through taxes and to the expansion of public debt.
“Controlled inflation’’ is thus intended to compensate taxation, because
price increases become possible as a result of increased money supply and
these price increases secure normal profits. On the other hand, inflation
gradually leads to repudiation of public debt. ‘It spreads the expense of
non-profitable government-induced production over a long period of time
and over the whole of society’’ (40).

Why the public debt must be repaid at all, if a loanable volume of
money continues to exist that allows the conversion of debt, remains
unclear. Mattick categorically excludes the possibility of reducing the pub-
lic debt with additional tax income from increased economic activity as a
result of state induced production, because he—contrary to all empirical
information —denounces the multiplier effect as a simplistic illusion and
claims that state-induced production is unprofitable by definition.

His theory of money means an obvious retreat from an application of the
Marxist labor theory of value. He traces the historical process of the
demonetization of gold without examining the question of whether a shift
away from a money commodity having intrinsic value leads to serious con-
tradictions. Gold and paper money ‘‘function equally well in settling ex-
change relations between business firms. But this is so only because real
money as well as quasi-money are both covered by real capital assets’
(41). Money as a measure of values is of no significance. Money as a
means of payment represents commodity values, because it has buying
power. The demonetization of gold, the replacement of the gold standard
as an instrument for controlling the expansion and contraction of money
and credit makes the supply of credit and money subject to political deci-
gions. ‘‘Inflation and  deflation result from governmental decisions to
expand or contract the money and credit supply’’ (42).

IU. Wages and Inflation [Gillman]

Gillman (43) proceeds form the contention that capitalist societies, in parti-
cular during their monopolistic phase, are marked by the contradiction
between the amount of investable capital and the relatively inadequate in-
vestment opportunities. The development of the productive forces cause a
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surplus to arise for the society as a whole, while the constraints placed on
those forces by capitalist relations of production result in a limitation of
investment possibilities. Thus this excess social surplus cannot be ab-
sorbed. Gillman, in explaining the phenomenon of non-investable surplus,
draws explicitly upon the Marxist argumentation: (44) ‘‘In the unplanned
and private profit economy which is capitalism the drive to maximize profits
tends to minimize consumption, both personal and social, relative to the
total output on the one hand, capital accumulation would be impossible
without this gap. On the other hand, it creates a tendency for capital
accumulation to outrun consumption potentials’’ (45).

Gillman views the process of monopolization as an intensification of the
problem of absorption, because the monopolies increase non-investable sur-

plus value. He proceeds from the assumption that the monopolistic phase

of capitalism is characterized by increased competitive struggle (46). This
competition focusses on greater rivalry in the field of innovations. The
monopolies are forced to be constantly open to new technologies.

“The command which monopoly and big business hold over f1nanc1al
material and technological resources enables them to create ever-increasing
productive capacities, ever-mounting masses of goods, at an ever-increas-
ing mass of profits which the capitalistically-restricted consumers’ markets
and the new capital outlets cannot absorb on a continuing basis’’ (47).

Gillman deduces the dilemma of capitalism from the fact that the system
cannot function smoothly given the limitations of investment outlets posited
above. Unless the total social surplus remains in the economic process, a
high employment rate cannot be maintained, or, put differently, Keynes’
underemployment equilibrium cannot be avoided. This demand forces the
state to maintain a high level of employment, because otherwise the cap-
italist system would be threatened by its own unsatisfied workers and the
real competition of socialism. Gillman’s thinking on the problem of infla-
tion is framed in the context of the private capitalists’ interest in accumu-
lation and the workers’ demand for full employment. Permanent full
employment ‘‘tends to raise the value of labor power and to cut the capit-
alists’ surlus-value at the source of its creation. The historical tendency of
the rate of profit to fall is accentuated. The potential for the private
accumulation of capital is permanently diminished. Further, the rate of
profit becomes a mere residual in the full employment formula. Full em-
ployment becomes the negation of the essence of the capitalist mode of
production; it negates its essence as a system of the private accumulation
of capital’’ (48).

Due to rising wage costs the falling rate of profit will generate resistance
among the industrialists. They will try to limit the power of the unions by
applying political pressure and to improve-the rate of profit by employing
work-saving innovations. ‘“Where this resistance proves. ineffective, they
will, where they can, raise prices to offset and often, more than offset the

121

wage increases. Inflation becomes an escape valve, even if only a tempor-
ary one, for staving off a fall in the rate of profit and in the rate of capital
accumulation potentials’’ (49).

Gillman correctly rejects any interpretation of his explanation of inflation
as a wage-price spiral. He subscribes in principle to the opposite chain of
events: contrary interests and exploitation characterizes capitalism and lead
to a constant struggle for profits and wages. In this conflict, inflation be-
comes a means of stabilizing a rate of profit threatened by a high level of
employment.

In a second, supplementary step, Gillman describes the genesis of cumu-
lative inflation in the business cycle. He posits that an upward trend of
any kind in the business cycle will be accompanied by a general rise in
prices. However, prices rise more rapidly than wages, because the large
numbers of unemployed weaken the upward trend of wages until their re-
incorporation is completed. If the upswing continues, the workers will be
able to gain wage increases to compensate for the rising cost of living.
This will cause the industrialists to implement price increases which sur-
pass wage increases. This process of reciprocal attempts to overtrump the
adversary during an upswing is one of the causes of the rising rate of
inflation.
~ Accoring to Gillman, inflation is the result of the struggle over distribu-
tion of the surplus which can be traced back to the attempt to pass off
rising costs (on the one hand, the rising cost of living, on the other hand,
the rising costs of production) onto the class adversary. It is thus charac-
teristic of inflation during high employment that it acts as a means of se-
curing the rate of profit, and thus capital accumulation. Inflation functions
as a means of capital accumulation to the advantage of the capitalists as
long as the rate of price increases surpasses the relative cost burdens. This
will be the case, according to Gillman, until full employment is achieved.
During periods of full employment, the rate of profit declines and busi-
nessmen demand that the inflationary spiral be stopped.

From this, Gillman concludes that ‘‘capitalists as a class oppose inflation
because it leads to and tends to prolong full employment, and seek to sta-
bilize the economy at less than full employment’’ (50). They desire a reces-
sion in order to be able to stop the increasing demands of the workers
(51). _

This type of monocausal inflationary development can, above all, explain
the role of wage policies during full employment and explain a trend
toward cumulative inflation. But in this context, Gillman overlooks the
power of the monopolies to fix prices which is the structural basis for the
process of inflation. All political and theoretical questions connected with
money and credit are secondary to him.
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IV. Monopolistic Price Fixing and The Struggle Over Distribution

In the following we shall attempt to show the manner in which certain
aspects of the various monocausal explanations can be put into a system-
atic context. We shall approach the problem by drawing heavily upon the
price-fixing power of the monopolies as outlined in Werner Hofmann’s
Die Saekulare Inflation (52).

We also make the basic assumption that the rate of profit is the central

dynamic factor of capitalism. The movement of capital is regulated by vari-

ations in the rate of profit. This is the point of orientation for the capital-
ists. The variations in the rate of profit are, according to Marx, basically

determined by the development of wages and by changes in the organic

composition of capital. In the following, we shall only refer to the relation-
ship between wages and profit. Due to lack of empirical data and inade-

quate theoretical discussion it is not possible to make any conjectures -

about the empirical development of the organic composition of capital and
resulting change in the rate of profit. Furthermore, we subscribe to the
Marxist thesis that capitalist growth reveals a tendency towards over-
accumulation, thus generating new potential for crisis.

Amidst the conditions of monopolistic competition and the historical
development of the expectation of full employment on the part of workers,
the functional totality of capitalism has developed new forms for managing
crises in which secular inflation plays a major role.

The classic capitalist crisis has been dominated by two crisis phenomena,
unemployment and unused capacities accompanied by sinking wages and
prices. Recuperation was implemented by elastically shifting prices down-
wards to the point where an improvement of the real value of monetary
resources intensified the incentive to buy and an upswing in the business
cycle was set in motion (real-balance-effect). The world economic crisis of
1929 made it clear that this mechanism could no longer be relied upon.
Since then, it has become increasingly clear that, in the course of mono-
polizaiton, the capitalist corporations have gained sufficient market power
to fix prices. Under monopoly capitalism, prices are not given data, but
rather an action parameter of the monopolies to enforce price-fixing based
on their market power.

Monopolistic price policies lead to higher price levels for the supply of
commodities which can be realized and sold on the market only if there is
a corresponding growth in total monetdry demand. If this is not the case
and if, instead of the classic process of price adaptation, a policy of strictly
downward regulated prices sets in, then the amount of unmarketable
products will rise and/or an anticipatory reduction of production will result.

This general adaptation via quantities instead of prices, which has been
prevalent since the rise of monopolies, endangers full employment and
may lead to increases in the existing level of unemployment. This state
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intervention in the area of employment policies is required to close this
demand gap (53). It is not only the demand for full employment on the
part of the working class, more vocal since the world economic crisis, which
requires a solution to the problem. The capitalist economy itself, geared by
its very nature to expansion, cannot accommodate a strategy of production
limitation (54). It follows from this that the state must accept the inflation-
ist price policies of the monopolies. Further, it must support these with
fiscal policies as well as with monetary and credity policy measures (which
have become manipulable since the liberation of the banking system from
the gold standard) in order to avoid unemployment.

In this exlanation of inflation profided by Hofmann, secular inflation is
not the result of the absorption of the over-production of exchange values,
but rather the result of general price-fixing via market power. State
economic policies, especially budgetary, monetary and credit policies, are
not the cause of inflation, but rather a ‘‘co-active necessary condition
without which the determination to fix prices on the market would be
broken by the existing volume of buying power”’ (55). Inflation ‘‘under the
present circumstances provides the mecessary conditions for the economic
process to continue at all, without the catastrophe of the early Thirties
having repeated itself’’ (56).

It would appear to us that the classic capitalist crisis of a recuperative
depression has given way to a new type which corresponds more closely to
the expansive nature of capitalism and at the same time reveals greater
potential for appeasement. This type of crisis is characterized by perman-
ent inflation whose structural pre-condition is the monopolistic power to fix
prices.

The employment policies of the state can lead to periods of full and
over-employment rendering the contradiction of interests between wage
labor and capital in the struggle over distribution highly acute. This is
because the workers and thier unions find relatively good chances for the
realization of the commodity labor-power on the market, so thai during
extended periods of full employment, union successes in the wage sector
are to be expected. These successes not only include a percentage of the
increase in productivity and an inflation allowance, but also increases such
that the general capitalist rate of profit is reduced. Marx expected this re-
duction in the rate of profit to take place only during an upward swing in
the business cycle, whereas it would subside during extended high employ-
ment.

The counter-strategies of capital to defend its rates of profit that we can
observe in action consist basically of attempting to play out their power to fix
prices in order to regain with accelerated inflation on the price front what
they were forced to relinquish on the wage front.

This strategy causes the workers, extremely sensitive to inflation, to
increase their wage demands. These conflicts over ‘‘the relative working
wage’’ results in the cumulation of the rate of inflation.
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This policy of trying to force the costs onto the adversary (on the one
hand, the costs of production; on the other hand, the costs of reproduction)
is limited, in the framework of rival national capitalists, by the possible
loss of domestic and foreign markets. Should this make the practice of
. passing on the costs to the other class impossible, capital will attempt to
combat the workers’ demands by threatening with investment strikes and a
subsequent recession.

One reaction to the effects of inflationary capitalist growth is the income

policy created in all capitalist countries. Its primary function is prophylac-

tic: intensification of the distribution struggle is to be avoided through
regulatory devices compatible with the system.

FOOTNOTES

1 Cf. Karl Marx, Capital, Vol. I, New York, 1967, pp. 861 ff. (German Edition: Das ’

Kapital, Band ITi, Berlin 1959, pp. 917 ff.) (Editor’s note: Wherever possible references
are g)iven first to the English edition of any book and then in parentheses to the Ger-
man),

2. K.Marx, Capital, Vol. I, p. 177 (p. 202).

3. Cf. Werner Hofmann, Article in Walter Euchner und Alfred Schmidt (Hrsg.):
Krit;k der Politischen Oekonomie heute—100 Jahre “‘Kapital,” Frankfurt a. M, 1968,
pp. 263-287.

4. Paul Mattick, Marx and Keynes: The Limits of the Mixed Economy, Boston, 1969,
P. 49 (German ed. : Marx und Keynes, Frankfurt a. M. 1971, p. 58).

5. Cf. K. Marx, Capital, Vol.I. p. 94 (p. 99).

7. Cf. K. Marx, Capital, Vol I, pp. 98-99 (p. 104) and pp. 117-118 (p. 122); cf. also K.
Marx, Critique of Political Economy, Chicago, 1904, pp. 139-141 (p. 110) and Pp.
241-243 (p. 187).

8. K.Marx, Capital, Vol. I, P. 117 (p. 122).

9. Cf. K. Marx, Capital, Vol. 1, pp. 130-134 (pp. 135-140).

10. Inthe same vein: P. Mattick, Marx and Keynes, pp. 171and 178 (pp. 132-146).

11. K. Marx, Capital, Vol. 1, p. 114 (p. 114) (Translator’s note: this particular sen-
tence is not included in the English edition of Capital which I used in the preparation of
this translation. It is the last sentence of Vol. I, Chapter 3, Section 1 located on p. 119 of
the 10th printing of Das Kapital Berlin, 1961. Eden und Cedarf Paul, in their translation
of the fourth German edition, have rendered the sentence as follows: ‘‘Money acquires
its function as a medium of circulation through being the instrument whereby the circu-
lation of commodities is effected’’ K. Marx, Capital, London, 19 72, Everyman'’s Library,
Book One, p. 93.)

12. Ci. K. Marx, Capital Vol 1, pp. 125-129 (pp. 130-135); cf. K. Marx, Critique ..,
pp. 126-161 (pp. 100-129).

13. Cf. K. Marx, Capital, Vol 1. p. 128 (p. 134).

14. Cf. K. Marx, Capital, Vol. I, pp. 125-128 {p. 133).

15. Cf, article by E. Mandel, in Euchner & Schmidst, op. ciz., pPp. 268-271.

16. Cf. K. Marx, Capital, Vol. I, p. 180 (p. 205).

17. P. Boccara, ‘‘Zum staatsmonopolistischen Kapitalismus,” in‘ Sozialistische
Politik: 3. Jg. Nr. 11 {Juni 1971), Berlin (West) 1971, pp. 7-39. P. Boccara, ‘‘Ueberak-
kumulation —Monopole —staatsmonopolistischer Kapitalismus heute,”” in Marxismus
Digest, H. 3 (1971), Frankfurt a. M. 1971, pp. 72-90.

P. Hess, ‘“Monopol, Rationalitaet und gleichgewichtiges Wachstum,”’ in Marxismus
Digest, H. 3 (1971), Frankfurt a. M. 1971, pp. 52-11.

P. Hess, ‘‘Monopole, Staat und das Problem des gesellschaftlichen Fortschritts im
gegenwaertigen Kapitalismus,’’ in Marxistische Blaetter, Sonderheft 1 [1967], Mach-
strukturen des heutigen Kapitalismus, Frankfurt a. M, 1967, pp. 17-30.

O. Reinhold u. a., [Autorenkollektiv des Institutes fuer Gesellschaftswissenschaften
beim ZK der SED), Der Imperialismus der BED, Berlin (Ost) 1971.

126

18. P.Boccara, Zum ..., Op. cit., P. 22.

19. P. Hess, Monopol, Rationalitaet ..., op. cit., p. 61.

20. P.Hess, Monopol, Rationalitaet ..., op. cit., p. 56.

21. P. Hess, Monopole, Staat ..., op. cit., p. 27.

22. P.Hess, Monopole, Staat ..., op. cit., p. 27.

23. P.Hess, Monopol, Rationalitaet ..., op. cit., pp. 64-65.
24. P.Hess, Monopol, Rationalitaet ..., op. cit., p. 65.

25. P.Hess, Monopol, Rationalitaet ..., op. cit., p. 65.

26. P.Boccara, Zum ..., op. cit., p. 17.

27, P.Boccara, Zum ..., op. cit., p. 29.

P. Hess, Monopol, Rationalitaet..., op. cit., p. 69.

28. P.Boccara, Ueberakkumulation..., op. cit., p. 86.

29. P.Hess, Monopol, Rationalitaet ..., op. cit., p.

30. E. Mandel, Marxist Economic Theory, New York, 1970, 2 vol. (German ed.:
Marxistische Wirtschaftstheorie, Frankfurt a. M., 1968).
E. Manedl, ‘‘Surpluskapital und Realisierung des Mehrwerts,”” in F. Hermanin, K.
Monte, C. Rolshausen (Hrsg.): Monopolkapital, Frankfurt a. M. 1969, pp. 60-70.
E. Mandel, ‘‘Arbeitswertlehre und Monopolkapital,”’ in F. Hermanin, op. cit., pp.
76-92.

31. E.Mandel, Marxist Economic Theory, p. 330 (p. 360).

32. E.Mandel, Surpluskapital ..., pp. 64-65.
E. Mandel, Arbeitswerlehre ..., pp. 91-92.

33. E. Mandel, Surpluskapital ..., p. 65.

34. E.Mandel, Marxist Economic Theory, Vol. 2, p. 527 (p. 555).

35. E.Mandel, Arbeitswertlehre ..., p. 92.

36. E.Mandel, Marxist Economic Theory ..., Vol. 2, p, 529, (p. 557).

37. E.Mandel, Marxist Economic Theory, Vol. 2, pp. 531, 535 {pp. 560, 566).

38. E.Mandel, Surpluskapital ..., p. 67.

39. P.Mattick, Marx und Keynes, p. 182 (p. 193).

40. P.Mattick, Marx und Keynes, p. 187 (p. 198).

41. P.Mattick, Marx und Keynes, p. 172 (p. 184).

42. P.Mattick, Marx and Keynes, p. 177 (p. 189).

43. J.M.Gillman, Prosperity in Crisis, New York, 1965 (German ed.: Prosperitaet in
der Krise, Frankfurt a, M. 1968).

44, J.M.Gillman, op. cit., pp. 70-71 (pp. 86-87).

45, J.M.Gillman, op. cit., p. 107 (p. 126).

46, J.M.Gillman, op. cit., p. 151-154 (pp. 179-182).
47. J.M.Gillman, op. cit., p. 154 (pp. 182-183).

48. J.M.Gillman, op. cit., pp. 205-206 (p. 245).

49. J.M.Gillman, op. cit., p. 207 (pp. 246-247).

50. J.M.Gillman, op. cit., p. 212 (p. 253).

51. J.M.Gillman, op. cit., p. 212 (p. 253).

52. W.Hofmann, Die Saekulare Inflation, Berlin {Ost), 1962,

53. G. Bombach, ‘‘Ursachen der Nachkriegsinflation und Probleme der Inflation-
sbekaempfung,”” in G. Bombach (Hrsg.), Stabile Preise in wachsender Wirschaft,
Tuebingen, 1960, pp. 187-205.

H. Haller, Das Problem der Geldwertstabilitaet, Stuttgart, 1966.

J. Robinson, Die fatale politische Oekonomie, Frankfurt a. M., 1966.

J. Valier, ‘'‘Monopolistische Akkumulation und schleichende Inflation,’’ in Kapitalismus
in den siebziger Jahren, Frankfurt a. M. 1971, pp. 59-75.

W. Hofmann, Die saekulare Inflation.

54. W.Hofmann, op. cit., p. 24.

55. W.Hofmann, op. cit., p. 34.

56. W.Hofmann, op. cit., p. 60.




126

Sozialistische Zeitung

bringt monatlich auf etwa 24 Seiten Aktionsmodelle, Beitrdge zur
sozialistischen Theorie und Strategie, Berichte aus der Linken inter-
national. ,links” ist illusionslos, undogmatisch — eine Zeitung fir
Theorie der Praxis und fiir Praxis der Theorie.

Einzelpreis DM 1.50.

Bezugspreis, jihrlich, DM 18.— + DM 3.— Versandkosten

Probeexemplare anfordern bzw. Abonnementsbestellung bei
Verlag 2000 GmbH, 605 Offenbach 4, Postfach 591.

127

127

SOCIAL POLICY

A new specter 1s haunting the Western world -
the specter of economic crisis.

Washington, the press, and the Establishment experts,
In endless streams of copy, confererces, and speeches
tell us the problem 1s complex, difficult to under-
stand, and even more difficult to solve. Thelr answer
is to mystify, to obfuscate, to make the difficult
impossible. But, is it impossible? Or is the obscur—
antism and the double-talk covering up ignorance and a
lack of policy?

SOCIAL POLICY, in a series of ongoing articles, offers
& different approach. In our current and forthcoming
issues, such experts as John Kenneth Galbraith, Michael
Harrington, Bennett Harrison, Robert Lekachman, Wilfred
Lewis, Jr., Albert Szymanski, Melville Ulmer, and
others analyze the economlc trauma we are experlencing.
They demystify the obscurantists. In direct, clear
analysis they show how we got where we are and what we
must do. They are clear because they have no comuit-
ment to the past; no comuitment to anyone's policy
except to soclal Justlee and soclal change.

Please enter my subscription to SOCIAL POLICY.
Enclosed is my check for:

Name 1 year ___ $10
2 years __ 18

Address 3 years _ 25

City

State Zip

To order mall coupon to SCCIAL POLICY, 184 Fifth Avenue, New York, N.Y. 10010




On the Relationship between
the Education System and
Capitalist Work Organization

Gero Lenhardt*®

The economics of education deals with the problems of planning and direc-
tion of the educational process from an economic perspective. In the fol-
lowing, I shall attempt to analyse some of the assumptions that educational

economists make about the societal pre-conditions and consequences of

formal education. The goal of this discussion is to elaborate questions con-
cerning the social context and consequences of the development of formal
education. We are not concerned with the several variants of theories of
educational economics or with their techniques of prognosis, but we will
concentrate on a few central arguments, expressed predominatly as exten-
sions of bourgeois theories of growth and now current in public discussion
of educational policy.

Educational economics is primarily concerned with the interrelationship
between economic growth, technological progress, the occupational struc-
ture, and skill requirements of the economy as well as the skills of the
labor force. Economics traditionally viewed the labor force as a homo-
geneous and unlimitedly mobile factor of production. It assumed that the
institution of the free market would regulate the allocation of the labor
force. In contrast to this approach, educational economics stresses the
importance of the diversity of skills within the labor force and the differen-
tiation of demand for labor according to specific occupational qualifications.
A merely quantitative conception of the labor market is rejected; it is
maintained, that both supply and demand must be differentiated with
respect to individual qualifications and the skill requirements of jobs. Thus,
the problem of achieving complementarity between the skills of the labor
force and the occupational structure of the economy becomes a central
focus of educational economics. Differences in skill are regarded, at least in
part, as a function of different educational processes. Consequently, the
traditional assumption that the supply and demand for workers will be
adequately mediated by the labor market alone has been revised. Now the
impact of the educational system has been recognized as a significant
determinant of the labor market that must be included in any analysis.

The neo-classical school within the economics of education strives to
* Gero Lenhardt is doing research in the Max-Planck-Institut fuer Bildungsforschung, 1
Berlin 33, Lentzeallee 94. Presently he is working on the relationship between *‘Per-
manent education’’ and capitalist division of labor in industrial bureaucracy; this study
is the second part of a research project on ‘‘Permanent Education and Work in Indus-
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conceptualize the role of the educational system in this process in market-
economic terms. It does so from the theoretical perspective of the concept
of “human capital’”’, Basically investment theories are utilized which
assume that educational investments can be planned along the same lines
as corporate investments. Educational expenses, indexed according to the
costs or time required,~are compared to expected yields, measured accord-
ing to the lifetime incomes of individuals with a specific education. Pro-
ceeding from the assumption that the differences in income are due to dif-
fering educational processes, rates of yield are calculated for certain
educational paths. These are used for the construction of optimalization
formulas: either it is possible to strive for a maximum yield from a given
educational investment or to maintain a given yield with minimal educa-
tional investments (1). At the macro-economic level, they attempt to
demonstrate a relationship between economic growth and educational in-
vestments by means of statistical correlations of these two variables in an
economy,

The studies which subscribe to the manpower-requirement approach are
also based on the premise that there is a direct relationship between
educational investments and economic growth. They seek to derive plan-
ning data for educational policy on the basis of estimated or politically-

“defined rates of economic growth; in other words, they attempt to specify

the skills with which the education system must equip the labor force in
order to meet these goals. To do this, they break economic growth down
according to the various branches of the economy; changes in the develop-
ment of productivity within the various branches are estimated. By
extrapolating these values they arrive at a determination of the future need
for workers in different occupations. They base their calculations on
present official occupational classifications and treat these categories as
constants. Structural change within occupational roles as they are cate-
gorized in statistical terms is neglected and consequently also the corres-
ponding change of skill requirements. Moreover, they make no attempt to
allow for or to anticipate possible changes in the school system; its present
vertical and subject-matter organization is merely projected unchanged into
the future(2).

Educational economists support their assumption that the educational
system is becoming more important for economic development, and that its
expansion can be exglainéd in terms of the rising need for technically or
scientifically qualified workers, with general assertions about the relation-
ship between economic growth, technological progress and the skill re-
quirements of the economy. Economic growth, under the assumption that
technological progress is its most significant determinant, is regarded as
changing the demand for workers in two ways: First, the structure of
demand for skills is altered by quantitative shifts in the relative size of
sectors of the economy. For example the Manpower Project at the Max-
Planck-Institut fuer Bildungsforschung (Max-Planck-Institute for Education-
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Yet Huisken still supposes that occupational continuing education is in-
troduced because technological progress threatens the necessary comple-
mentarity between job structure and skill structure in the economy. He
thus disregards his own category of the ‘collective worker’ and takes as the
focus of his analysis the individual worker—who must be adjusted to
sudden changes in complicated and specialized work tasks by means of
brief and narrowly focused retraining. In this way he comes very close
again to the position of the Economics of Education. The following passage
expresses even more clearly the agreement of these marxist authors with
the Economics of Education prevailing in the ‘‘Materials’’: ‘‘The adult and
continuing education that Weizsaecker and Picht propose is the beginning

of ‘permanent education’, i.e. the elimination of the separation between .

schooling and occupational career, which is tendentially compelled by the
complementarity between technical progress and skill structure.”” (11c)

Thus, neo-marxist critics of bourgeois educational economics affirm that
the latter’s central arguments describe quite accurately the determinants of
societal development in the educatiortal and employment systems as well
as the direction in which they are presently moving. So far, Hinrichsen'’s
and Koehler’s critique remains basically superficial and addresses itself
more to the (assumed) reality of capitalist educational planning than to the
Economics of Education itself.

In their analysis of advanced capitalist societies, the authors of ‘‘Imper-
ialismus in der BRD’’ (Imperialism in the Federal Republic of Germany)
and other exponents of the eastern European doctrine of ‘‘State Monopoly
Capitalism’ (Stamocap) have also examined the relationship between the
educational system and the employment system (12). The Stamocap theses
on the economics of education are largely identical to those propounded by
the bourgeois educational economists and the neo-marxist authors of the
“‘Materials”’ {13). ‘‘In the course of the scientific-technological revolution,”
they maintain, ‘‘the mental capacities of the workers become increasingly
important; the requirements for education and qualification are on the
rise.”” “‘In the long run the basic trend consists even under state-monopo-
listic conditions of a higher development of the average level of skill in the
labor force. In the long run it is not sufficient just to expand the
percentage of highly qualified manpower in order to accelerate technologi-
cal progress for profit’s sake. The labor objectified in the means of produc-
tion is only substitutable to a limited extent. Objectified and living labor
must create an inter-related, dialectical unity if the development of pro-
ductivity and the resulting increase in the rate of profit are not to be
impeded.”’ (14) Thus, in Stamocap theory too, changes in occupational skill
requirements and educational policy are derived from technological devel-
opments. The institutionalized imperative of the organization of labor in
capitalist enterprises, the principle of profit maximization, is entirely disre-
garded. Rather technological progress is regarded as the immediate and
decisive determinant of skill requirements. Though Stamocap tries to keep
profit maximization in mind, it is in fact insignificant for its analysis.
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al Research), using categories developed by Clark and Fourastie, has
established that the service sector, which is expanding at the cost of the
industrial and particularly the agricultural and the extractive sectors, is
especially skill-intensive. Thus, they see a rising demand for better quali-
fied workers as a resulgt of this basic shift in the economy(3). Secondly,
technological innovation and rationalization is assumed to have an impact
on the development of the demand for skills' within specific areas of work.
The economy’s use of scientific and technological know-how and means
leads to a rise in skill requirements. Edding, for instance, explains the as-
sumed increases-in skill level in terms of intra-plant division of labor:

“It is inherent in the logic of technology that machines gradually replace people
wherever uniform, repetitive functions are required. At the same time, higher perfor-
mance standards are demanded of scientists, leadership personnel and operators
charged with the research, development and maintenance as well as the rational utiliza-
tion of these increasingly complicated technical systems.”’ (4)

In this view machines are taking over routine functions and the increase in
the number of skilled jobs has expanded the demand for highly qualified
workers. Thus, those who do not have the requisite, increasingly longer
formal schooling are no longer able to meet the rising skill requirements.
However, the increasing employment of technical experts is said to create
a situation that threatens to paralyze the labor market and to interrupt the
steady flow of technical innovations. This is because knowledge and
capabilities are less and less transferable to other job categories or to new
jobs which arise in the course of technological rationalization. It is not only
the jobs which the individuals have to perform that have become more
specialized; it is maintained, that the requisite qualifications for these jobs
have likewise become more specialized; consequently skills are only ap-
plicable to a shrinking number of jobs whose life-span is becoming shorter.
Thus, workers run the risk that their occupational skills may no longer be
wanted; the result is said to be unemployment due to the unsuitability of
workers’ occupational skills to the changing skill requirements of the
economy.

This pattern of generally rising and increasingly specialized skill-
requirements is said to restrict the full use of the technological potential if
the labor force is not constantly adapted to the changing structure of jobs.
This is because new and more advanced means of production can only be
introduced if a labor force is available which can meet the requirements of
highly specialized technical jobs(5). It is assumed that the rate of obso-
lescence of human skills and knowledge depends on the speed of techno-
logical progress. Because the speed of technological progress is accelera-
ting, educational economists conclude, that it is an increasingly urgent task
of the educational system to counteract the constant obsolescence of oc-
cupational skills. :

In response to the question of how the skills of the labor force can be
best adjusted to technological progess, von Weizsaecker discusses how to
spread the education process over a person’s whole lifetime(6). His basic
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concept is that formal education and training can no longer be restricted to
_ the phase of a person’s life prior to entering the labor market. Because the
educational system can react more flexibly and reach more people if it is
expanded to include adults, education and training programs must be
spread over an individual’s entire occupational career.

The European Council, in a summary of several studies on this issue
that it has sponsored, reached a similar conclusion: ‘‘The solution to this
significant educational problem of coping with the tremendous growth in
the demand for education thus does not lie in the extension of pre-job
training, but rather in the systematic development of continuing training
and education within a comprehensive and coordinated system of continu-
ing education.”’
technological and social change has become so great that we cannot expect
the professional, social and personal knowledge and expertise that an
individual may possess as the result of his completed education to suffice
for more than a few years.” (7)

The above sketched assumptions and claims of educational economics
have been widely used, both to justify political demands for educational
reforms and to explain emerging trends in educational policy. Even
theoretical positions which think of themselves as Marxian, and criticize
educational economics as a bourgeois discipline, concur in the essential
elements of this analysis. Although they arrive at their conclusions in a
different way and for different reasons, authors. of ‘‘Materials on the
political economy of the education sector’’ present a quite similar model to
explain the interrelationship between technological progress, job structure,
the structure of skills in the labor force and the educational system (8).
For Hinrichsen and Koehler the fundamental problem of capitalist educa-
tional policy is the ‘‘complementarity between technological progress and
skill structure.’’ (9) In express agreement with the assumptions of educa-
tional economics, they maintain that technological progress determines skill
requirements in industry and has recently caused them to increase. ‘‘The
development of machinery as a result of technological progress—above
all the increasing automation of production that is characteristic of the lat-
est development—requires to an increasing degree specifically qualified
manpower.”’ (10) In another article of the same reader Huisken also
assumes an increase in skill requirements (1la). However, he maintains,
this change does not affect the bulk of the single workers, but rather the
skill structure of society as a whole. This category includes not just techni-
cal but also social determinants of the job structure. He argues that
scientific progress has expanded the amount of knowledge and ability over
which society disposes and thus raises its skill level. He warns, it cannot
be deduced from this general societal trend that individual workers neces-
sarily participate in this scientific progress by means of extended educa-
tion. ‘‘Not infrequently just the opposite happens.’”” (11b)
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Technological and Social Determinants of the Relationship Between the Educational and
the Employment Systems.

As we have seen, technological progress occupies a very prominent
position in the approaches to educational economics sketched above. All
three regard it as directly determining the job structure and thus indirectly
determining educational policies. To begin with, this assumption can be
criticized by pointing out that, while it is true that the level of technolog-
ical development is indeed significant in defining occupational
roles, there are also other determinants which must be taken into
consideration.

Janossy has pointed out that the skill requirements for individual work-
ers need not necessarily rise due to the expansion of the technological ca-
pacities of a society: ‘It is thus possible, in principle, that with
progress the unified knowledge, above all that objectified in the means of
production, grows in each individual work process, although—as a result of
the fragmentation of the total body of knowledge—the personal knowledge
of each individual worker (also in the production of the means of produc-
tion) decreases.”” (15) If the relationship between technological develop-
ment and skill structure is only a loose one, then it is necessary to look for
additional, non-technological, social factors in order to explain skill levels
of the workers actually required. In fact, however, Janossy develops a
technocratic argument, for example, when he points to the parallel devel-
opment of educational policies in societies with and without private
ownership of the means of producton. ‘‘In the economically highly devel-
oped countries,”’ the amount of education necessary fell at first as a result
of the “‘introduction of machinery into production’’ and then began to rise
again, after a particular stage of technological development had been
achieved (16).

Janossy could only avoid the charge of propounding a basically techno-
cratic theory of convergence by specifying the common, non-technological
determinants of eastern and western European societies, which result in a
similar pattern of work organization and educational policies. Aside from
the fact that he concedes more advantageous possibilities for state
planning to the societies without private ownership of the means of
production, he provides no criteria for a discussion of the socio-structural
determinants of the development of the division of labor within enterprises
and of educational policies. In this respect, his attempt to cite Marx is un-
justified. In contrast to Janossy, Marx constructs no relationship between
skill requirements and technological progress, but rather between skill re-
quirements and the development of capital. ‘‘Intelligence in production ex-
pands in one direction, because it vanishes in many others. What is lost by
the detail laborers, is concentrated in the capital that employs them’ (17).
The difference between capital and machinery, which Janossy and the
other authors we have mentioned neglect, is, however, decisive in this
context. This is because the concept of capital does not characterize just a
‘‘thing’’, but rather a specific structure of social relations which the work-
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ers are forced to enter into, both within the factory and outside of it.
These social relations also shape the technology and design of machines
and technical procedures, as well as their organizational context. The
impact of technological progress on skill requirements can only be under-
stood by taking into consideration this social dimension of machines qua
capital. This structure of social relations is expressed in the form of
occupational roles and the skill requirements which they institutionalize.

In an empirical study of the requirements of industrial production,
Bathge et al. have distinguished two mechanisms by which the occupation-
al roles of workers are structured according to the economic conditions of
private enterprises (18).

On the one hand, enterprises are in a position to determine the form of

occupational roles by organizational means, for example Taylorism. On the
other hand, the instruments of production, the machines themselves, can
be partially adapted to the organizational conditions set by the productive
relations prevalent in a society. This is because the construction principles
of machines dictated by the sciences do not completely determine their in-
dustrial-technological form and application, rather they only provide a
general, loosely-knit framework (19).

Technological rationalization as a cost-saving co-ordination of means to

ends, has not only a technological dimension, but essentially a social one.
This means that it is basically a question of which costs are taken into
consideration in defining efficiency or rationality as criteria for the
construction of machinery and the organization of work. This, however, is
determined by the structure of interests and power in a society not just by
natural necessity of scientific principles. Gorz, in an analysis of the class
situation of technicians, also points to this fact: ‘‘Science and technology
are not independent of the ruling ideology, nor are they immune to it. As
the forces of production, they also carry the seal of the capitalist relations
of production, because they are subordinated to this production process,
integrated into it and subject to its influence.”’ (20) The particular relations
of production under which technological possibilities are developed influ-
ence not only the purpose for which the means of production are used, but
they also determine their inner structure (21).

One could still cling to the view that observable changes in the structure
of skills in the labor force can be attributed to technological progress; it
could be argued that the capitalist character of work organization—though
possibly an important intervening variable—has in fact not significantly
changed. However, this argument overlooks the fact that changes in the
organizational form of work have indeed taken place. The increasing state-
interventionism and the monopolization of markets are two such major
changes in the societal form of the organization of work which—though
they have not changed its capitalist character—are indeed important for
the structure of jobs and for the development of educational policy. In ad-
dition, as we have seen, societal and technological determinants of work
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roles can only be distinguished analytically; to separate out technological
and social factors is to confuse an analytical distinction with reality.

Because of their technocratic approach, the theories of educational
economics sketched above are unable to perceive the impact of the social
determinants of the organization and technology of work on skill require-
ments. As a result, their assessments and predictions concerning the
development. of skill requirements are deficient. In addition they overlook
the fact that the educational system performs other functions besides that
of merely providing technically qualified workers. For example, the educa-
tional system plays an increasingly important role in the process of status
allocation which involves much more than matching the skill requirements
of jobs with technically competent workers.

The functioning of a specifically capitalist enterprise necessitates, for
numerous reasons, the organization of work in a way that leads to the
downgrading of skill requirements. Marx explained why this is so in the
first volume of Capital, in the chapter on industry. Under conditions of
production in which the product of their labor is taken from them and the
most important decisions are made against their basic interests, it cannot
be expected that workers will identify with their job and be motivated to
perform it with any real interest. Rather they must be compelled to do
their job and increasingly sophisticated strategies are required to extort
greater quantities of work. To the degree that positive sanctions or identi-
fication with the work is lacking, work tasks must be more and more
completely and unambiguously defined in order to secure their diligent and
docile performance. Only in this way can job performance be subjected to
external controls and the intensity of work be compelled by the threat of
firing or other sanctions. The principle means within an enterprise for lim-
iting the freedom of action of the employees are the orders of immediate
supervisors, institutionalized norms and work rules, and finally so-called
technical requirement regulations of behavior which are institutionalized as
operating procedures for technical equipment. Technical progress makes it
possible to adjust the technology of production more flexibly to the re-
requirements of surplus value creation (Kapitalverwertung) and to subject
workers to more complete compulsion, i.e. all possibility of individual
discretion can be eliminated more radically. Work, however, which leaves
little room for intellectual activity or initiative can be termed unskilled.

Reducing the skill level of jobs offers several further advantages for pro-
fit maximization: less skilled workers are in a weaker bargaining position
vis-a-vis the employer, because they are easily replaceable and dispen-
sable; thus they are hardly able to defend themselves against unfavorable
working conditions. The interchangeability of unskilled workers is moreover
a necessity for capital, because it makes possible more flexible adjustment
to market movements. When business is bad and profits and orders are
down, a firm can frequently only avoid financial catastrophe by shifting the
entrepreneural risk onto a large number of the employees. Those firms
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which at such times can quickly reduce their number of employees save a
great deal in wage costs. They can only afford to do that if they can be
sure of finding suitable workers again at the end of the crisis. This is
easier when the firm’s management has organized the work process in
such a way as to basically reduce skill requirements and accommodated
them to the average cultural level of competence. Where a higher level of
skill is not required for the performance of work tasks, women (in the 19th
century children), immigrant workers or other groups with relatively
limited training can be hired. This is especially advantageous because em-
ployees in these groups must accept unusually low wages. A firm that is
dependent on a highly qualified and specialized labor force loses all these

advantages.

A shift in the skill requirements of the economy does not necessarily, as .

the approaches sketched above suppose, lead to changes in the educational
system. Skills are not only acquired through formal education but also
informally on the job, i.e. learning by doing. This means in turn that an
expansion of the educational system is not necessarily to be attributed to a
rise in skill requirements, but might just as well have come about as a
consequence of declining informal chances for learning (22). In handicraft
production, in preindustrial manufacture and still in the management of
capitalist industrial enterprises, learning by doing is the typical form of oc-
cupational socialization. The industrialization of production has since the
19th century reduced the opportunities for the acquisition of occupational
skills through practical experience, as well as the need for highly qualified
" workers. With a certain time lag, the capitalist rationalization of white col-
lar work follows a similar pattern. Centralization of decision-making
authority and restrictive work rules to control and intensify work are in-
creasingly characteristic of white collar jobs. White collar workers too are
thus losing that minumum of individual decision-making and autonomy
necessary for the acquisition and expansion of skills through practical ex-
perience on the job.

Where managerial and administrative work is not fully de-skilled, work
procedures are introduced, which very often do not correspond to the
practical experience of the employees; they are developed by special staff
sections or consulting firms. Thus even when someone is able to learn on
the job, his practical experience becomes worthless.

Everywhere where the capitalist rationalization of work has not com-
pletely eliminated skilled labor and where technical work processes must
be learned, formal education must replace the vanishing chances for
qualification through practical experience, learning by doing.

Because of the technocratic implications the above sketched theories of
educational economics treat the process of status allocation, in which the
educational system plays an increasingly important role, as merely medi-
ating between the supply of and demand for technically qualified workers.
However, just as the social division of labor and resulting skill require-
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ments must be derived from both technical (the level of development of
the forces of production) and social (the relations of production) determin-
ants, the functions of the educational system must also be analyzed from
the perspective of how it contributes to the reproduction of specifically
capitalist relations of domination. From this point of view, status allocation
does not just mean maiching technically qualified workers with appropriate
jobs, but also the distribution of differential life chances, which are institu-
tionalized in the hierarchy of social positions. Social inequality and repres-
sion that capitalism produces requires legitimation. The educational system
contributes to the legitimation of the capitalist society in many ways.
Deference to authority is a behavior pattern inculcated also by educa-
tional arrangements that ostensibly only serve the purpose of technical
training. This is clear, when one considers the ideological character of the
distinction between general education and occupational training which is
particularly important in the German pedagogical tradition. The article by
Gorz cited above on technical and engineering schools makes some helpful
points. In contrast to the other theories sketched, Gorz largely dispenses
with the distinction between technical and non-technical skills. The
curriculum for technical knowledge as well as the formal organization of
the school are regarded as the foundation for a process of socialization in

_that the technical capacities learned also entail a training for subordination

in the hierarchy of the firm. Recognition of the existing structure of auth-
ority and limited, system-conforming status expectations are to a certain
extent already built into the structure of the technical curriculum itself:
“‘They learn directly applicable specialized knowledge and are trained to
determine the apropriate means for realizing a set of objectives without
questioning the objective itself.’”’ (23) Gorz also regards the work tasks for
which technical personnel are prepared as an expression of a specific
pattern of authority relations. The technical operating rules and procedures
correspond to work tasks and means to be used which—as we have
seen—essentially are a consequence of the social relations within which
work is organized. Hence the science of work organization and industrial
engineering is only seemingly of a purely technical nature; in fact it bears
the characteristic imprint of the authority relations of the capitalist society.
Technocratic ways of thinking exclude consideration of this social dimen-
sion of production techniques and technical regulations. They are presented
as something objective whose rationality is not affected by the specific
social relations in which they function. When technology is in this sense
technocratically defined, instruction will not help the individual to become
aware of his own interests and to discover how specific techniques of
production affect him. It is a characteristic of technical training to hide the
social content of technical procedures to be learned behind a veil of tech-
nocratic ideology.

Educational programs which aim to transmit exclusively technical skills
serve to disseminate ideology also in another way. This is the conclusion of
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several theoretical and empirical studies that deal with experiences of stu-
dents beyond those set forth in the explicit curriculum of the school. They
indicate that the formal organization of the school itself inculcates the stu-
dents with forms of communication which induce definite patterns of be-
havior, without having introduced them intentionally into the curriculum.
For example, Snyder has investigated the formal structure of American
colleges, the group structure within classes and finally, the psychological
predispositions of students subjected to this social structure. The organiza-
tional arrangement of the instruction is shown to have a very great impact
on the behavior of the students. Several factors are pointed out: the status
insecurities of the teachers and their anxieties; the institutional possibility
of basing their authority on grades instead of on arguments; a group
structure among the students fostering severe competition for grade status,
aided by strict informal sanctions capable of ensuring group conformity;
and finally the awareness, that the degree of success achieved at such an
institution will have a profound effect on later occupational success, hence
on general life chances. All these serve to relativize the significance of the
overt curriculum whose formal content does not usually bear serious and
critical examination anyway. This experience outside the formal curriculum
plan is so profound in its implications that it can be called a ‘‘hidden cur-
riculum.”’ (24)

In a detailed analysis, Gintis shows that the structure of social relations
in schools, the system of formal and informal authority and control, of as-
sessment and grading reproduces the capitalist work environment. Thus,
formal education is conducive to the development of traits in students,
which are a requisite for adequate job functioning in production character-
ized by bureaucratic order and hierarchical control. Formal discipline, ex-
trinsic (exchange value) work orientation, competition and individualist
career orientation, and cognitive nonaffective modes of response are highly
rewarded in school, whereas creativity, solidarity, intrinsic interest in the
goal of education and the development of individual sensitivity find hardly
any support (25). The ideological content of so-called general education
subjects such as German, Social Studies, or History has also been estab-
lished in numerous studies and need not be discussed in detail here.

Besides the socialization process the educational system performs func-
tions which have nothing to do with education at all. According to several
empirical studies, occupational status has become much more closely linked
with the attainment of specified academic degrees since the turn of the
century; this however does not mean that specific formal educational pro-
grams by their content prepare students for the mastery of particular occu-
pational tasks. Rather it is to be assumed that in a great many cases
diplomas do not certify any special technical competence necessary for the
performance of a particular occupation. The question then is, why is it ad-
vantageous for a firm to use educational degrees as a selection criterion?
They are useful for several reasons.
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For one thing, the formal degree makes it unnecessary for the hiring of-
ficials to individually examine each candidate; it is thus a very convenient
criterion for a centralized bureaucracy to use. It is even more important
since with a discontinuous skill structure and loose personal supervision
there is hardly any other chance for those responsible to judge competently
the ability of the subordinate. Hence they must make promotion decisions
on the basis of indicators which do not always say much about the indivi-
dual’s actual competence. Moreover, given the variety of degrees in the
hierarchically ordered educational system, status distinctions within the
firm can be easily justified; the idea that a degree is a reliable indicator of
individual competence is widespread and still largely unshaken. It helps
those who are successful to legitimize their privileges and leads those at
the base of the status pyramid to blame themselves for their disadvan-
tages. ‘‘The production of failures is just as important for the reproduction
of hierarchical social relations as the production of graduates: a given per-
centage of youth must, by means of the seemingly objective selection pro-
cess of the school, be convinced that they are onmly fit to be unskilled
workers. They must be convinced that their lack of success in school is not
a failure of the school but a consequence of their own personal and social
inferiority.”” (26)

A further example of the integrative function of the educational system
is provided by the development of higher education in the USA. A
prominent reason for the expansion of the college system in various states
was to absorb the large number of high school graduates who could find
no employment because of the chronic economic crises; their unemploy-
ment might easily have led to severe social discontent. Through institu-
tional means they can be expected to define their status as that of students
—a status which implies modest material claims and suggests, moreover,
that expectations of occupational success be optimistically postponed until
the future (27).

It becomes clear that continuing education increasingly propagated by
OECD can have a very similar pacifying function. If in fact continuing
education is possible for everyone at any time, or at least appears to be a
possibility, then the status deprivation that individuals experience would no
longer appear to be final. The conviction that they could improve their
social position any time through continuing education lets their deprivation
seem temporary and raises new hope of individual advancement. More-
over, it fosters in those who are unsuccessful the notion that they them-
selves, their own personal incapacity, is to blame for their misery. Indivi-
dual career orientation and its correlate, a personalizing interpretation of
social constraints and sources of injustice, serves the existing capitalist
system of rule by strengthening its ideology.

In addition the institutionalization of continuing education broadens the
possibilities for state intervention in the labor market. During the present
recession in West Germany, the state has devoted increasing attention to
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continuing education programs as a way to combat unemployment. The
fact that employees with relatively inferior education are more frequently
unemployed than their better qualified colleagues seems to support the
idea that better education increases, and in the long run, stabilizes the
utilization of manpower. Investigations of the causes of unemployment
have, however, shown that lack of skill and other personal characteristics
are not the usual causes of unemployment. Consequently it cannot be
assumed that coping with unemployment by means of continuing education
will fight the causes of unemployment. The main function of continuing
education is to remove not improperly qualified but excess manpower from
the labor market. This way to organize unemployment is useful because
the integrative value of continuing education and of work are to a certain
extent functionally equivalent. As we have seen in formal education an
institutional discipline can be easily established that corresponds to that in
the work place. An additional advantage is that in this way the state can
give material support to the unemployed without further loosening the
connection between individual achievement and material well-being—and
thus undermining the ideology of personal achievement. This is because
continuing education can be understood as a substitute for work, educa-
tional achievement as achievement of a different sort. Thus, in order to
avoid the danger of political radicalization the state cam support the
unemployed without violating the idological foundations of worker’s disci-
pline.

We shall not speculate here further on the non-educational functions of
formal education. What should be clear is that education may be institu-
tionalized for reasons other than the skills transmitted by the overt curri-
culum or in response to the skilled manpower requirements of industry.
We must recognize ‘‘that trends and motives in educational policy are to a
considerable extent a reaction to structural legitimacy-problems of a
society.”” (28) Because the educational system is capable of performing
numerous tasks, and multifunctional educational reforms can be variously
interpreted, the cooperation and support of social and political groups with
heterogeneous interests can often be secured. Thus reforms or expansion
of the education system can unite differing interests in a common educa-
tional policy, thereby successfully integrating these various groups (29).
Therefore one has to examine in detail whether transmitting technical
skills, inculcating cultural value-orientations, or even functions totally un-
related to education are the crux of the relationship between the educa-
tional system and the employment system. Otherwise, by identifying the
functions of the school with its own pretentions, the analysis runs the risk
of merely repeating popular conceptions of the purpose of schools (30).
Consequently one has to keep in mind that each of these possible functions
of the educational system can be the object of the interests of a particular
group or class. The function that is the focus of such a group interest need
not be the same function that the analysis determines to be essential—ac-
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cording to explicit criteria of relevancy. The identification of skill require-
ments with politically articulated educational interests and observable
developments in educational policies, all of which are undertaken or
deemed possible by the studies under discussion, implies providing an ex-
planation of educational policy based on a model of rational action which
largely ignores societal contradictions and constraints. This type of ex-
planation is more closely related to the ideal-types of rational activity of
Max Weber than to the political economy of Karl Marx.

Altvater, for example, asserts that: ‘“The educational economics based
on the manpower approach leads to a strictly economic definition of the
educational system with respect to educational planning.’”’ (31) Even if the
assumed demand for skilled labor had led the lobbyists of capital to
commit themselves to certain changes in the educational system, it would
be necessary to demonstrate the conditions under which the type of
corporate strategy could be successful. That the intent and the conse-
quences of social action may differ and that their incongruity is most often
deserving of examination, is a common theoretical insight not peculiar to
bourgeois social theory. The idea that capitalists formulate their interests
with the aid of science and subject—successfully—the development of
social reality to these plans borders dangerously on conspiracy theory (32).

_ The Expansion of Formal Education and the chances for Political Education

In the last two sections we have looked briefly at various theses on the re-
lationship between the educational system and capitalist division of labor,
particularly with respect to the sources of the expansion of education. It
became apparent that for most of the authors there is a correspondence in
at least one respect between those social interests urging a change in the
educational system and the results of its development: the labor market is
dependent on the growing number of qualified personnel provided by the
educational system. Discrepancies exist only to the extent that the output
of the educational system has not been able to keep pace with the demand
for better qualified graduates.

A further important function is attributed to the scientific-technological
revolution by the theories sketched above; they all imply that longer formal
education contributes to the spread of a democratic consciousness. The ex-
pansion of formal education according to Stamocap theory, leads ‘‘with
almost fatalistic certainty for monopoly capital”’ to a situation in which the
‘‘intellectual and cultural needs of working people’’ will be awakened in a
manner not at all intended. ‘‘This means not only a tremendous rise in
demand for education and scientific knowledge, but that the basic
democratic demand for the destruction of all educational privileges receives
new impetus.’”’ (33) This concept of a coincidence between technologiéally
based skill requirements and a humanistic interest in the development of
the individual personality through increased formal education is also ex-
pressed by Edding: ‘‘The educated person gains full maturity and inde-
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pendence above all as a result of occupational ability. A thoroughly ac-
quired occupational competence is the core of being educated.” (34)

It is indeed questionable whether this hope, that the economic interests
of the corporations will support educational expansion, is justified, within
the framework of the existing social order. There is, even under circum-
stances of changing production technology, hardly any need to increase the
technical knowledge of most workers. In addition, it would still have to be
demonstrated that scientific-technological know-how can lead so simply to
those humane and rational qualities for which Edding makes a plea and
which are also to be found in the programs of political groups whose ideo-
logical platform is provided by the theory of State Monopoly Capitalism.

Even Altvater proceeds from the assumption that, with the rise in skill
requirements based on technology, or rather with their more rapid qualita-
tive change, the possibilities for individual autonomy on the job as well as
in politics increase. ‘‘The progressive component of the ‘moral devaluation’
of skills consists in the fact that the individual in possession of occupation-
al skills is provided access to a wide spectrum of various occupations and
activities in his field of work. This development can provide an escape
from the boredom and dullness of life-long stupid work and broadens the
possibilities for independent creativity and social cooperation.”’ (35) How-
ever, Altvater does point out that the critical consciousness emanating from
a broad education presents a threat to the capitalist relations of production
and thus repressive measures must be undertaken in order to ensure ideo-
logical conformity. ‘‘One narrowly specialized skill will be replaced by an-
other if this appears to be necessary. Dullness thus becomes a constituent
aspect of economic development in capitalism.’’ (36) In addition to curricu-
lar manipulations which replace possible broader education by short-term
and limited adaption of individuals to rapidly changing skill requirements,
direct political repression by the state serves to discipline the labor force.

Gintis is even more pessimistic in his appraisal of the impact of formal
education on the development of a critical, democratic consciousness. In
his analysis, he distinguishes between cognitive and affective capacities,
which corresponds roughly to the distinction between technological and
non-technical social qualifications. These non-technical social capacities
describe predominantly those qualities which make the individual ready
and able to subordinate himself to the command structure of the factory.
Gintis views this process of subjection as one of the major services of the
educational system. He stresses the structural affinity between the student
role and occupational roles in bureaucratic industrial enterprises and points
out that the function of formal schooling consists precisely in indoctrinating
its students with the type of conformity and adaptability that is expected
from them in the workplace (37).

As we have seen earlier, Gorz arrives at a similar evaluation of school-
ing. Only with work experience do technical experts learn that their modest
expectations of a certain degree of autonomy and further development of
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their skills will be frustrated. How they react to this deprivation depends
largely on their contacts with the working class. A commitment to reform-
ist or facistoid tendencies is as equally possible as resignation or an
opposition to impending proletarianization. Gorz considers linking up with
the proletariat to be the most probable course of action. This is due not
only to experience gained during the formal education process, but also to
the objective trend. toward proletarianization on the job. “‘Yet with the
general frend toward continuing education and technicalization (or ‘intel-
lectualization’) of work, this distinction between the ‘old’ and the ‘new’
working class—at least among younger workers—becomes untenable.”’ (36)
Even the technicians, according to his thesis, will learn that they will be-
come the proletarians of the ‘‘technotronic society’’ (Gorz). This is sub-
stantiated by their experiences in school which make it clear that identify-
ing with specific professional aspects of their later work role is senseless:
“Their revolt against the stupid and repressive school system already
points to their future revolt against the repressive organization and hierar-
chical division of labor.”” (37)

With the exception of Gorz, who for the most part equates technological
and non-technical social capacities, and Gintis, who does not consider
school to be very important for the communication of cognitive capacities,
the idea that technological capabilities can be transferred to political sub-
jects and can lead to critical insights is common to all these theories. For
Marxist theoreticians this results in revolutionary opposition against capi-
talist society; for those authors, who seem to approach their problem from
the perspective of a social integration, rather than a conflict model, it leads
to social change of a reformist nature.

Most of the theories touched upon here agree that the school system is
primarily effective via its educational achievements. Only because schools
turn out individuals with certain cognitive skills and value orientations, do
they contribute to the integration or disruption of social relations. This idea
implies that the individuals have internalized the teachings of their schools
so firmly that they will cling to these even in the face of deviant subsequent
experiences, for example, in the restrictive organization of
work. It is indeed questionable whether the school can exercise such a
deep and lasting influence on the individual. Neither schools as an
institution, nor the cultural value systems and traditions which they have
incorporated into their curricula seem to be in a position to invoke such
authority. The affective distance between schools and the students is
clearly reflected in the complaints of teachers of all persuasions concerning
the apathy and lack of interest of pupils (38).

This might be the reason why Offe does not support his speculations on
a legitimation crisis caused by formal education on arguments referring to
the stable internalization of an overt or hidden curriculum. He has focused
not on the socialization process in schools, whose functional or dysfunc-
tional effects appear only after the students have moved on to other social
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spheres, but on the current integration of individuals in the school system.
Offe contends that the basic social role of more and more people, the role
which is the basis of their personal identity, is located outside of the
employment system. The expanding school system represents a social
sphere in which increasing numbers of individuals are integrated. He ar-
gues further that the ‘‘logic’’ of the social integration of individuals within
the school, and the behavioral constraints and possibilities that currently
exist there, conflict fundamentally with the modes of social integration that
characterize the labor market. Thus, contradictions between the educational
and employment system do not arise as a result of a completed process of
socialization in the school (because it has led to the internalization of cer-

tain cultural value orientations); nor is it a question of frustrated expecta-

tions among individual school graduates which leads to conflict. Rather
social integration is threatened by conflicts rooted in the divergent and
contradictory organizational principles of the educational and employment
systems. Thus, it is not the school graduates, but rather the members of
the school and college/university system who attack the principles of the
social system as a constantly expanding fringe group (39). However, if the
analysis and evaluation of formal education by Gintis and Gorz is correct,
then there is hardly any reason to expect that people organized and
integrated by institutions of formal education will tend to political behavior
more critical than that of people working in factories and offices.

This question like others sketched in this essay will receive further, and more de-
tailed, consideration in a later issue of Kapitalistate. Anyone who is doing research on
the political economy of education who wants to join the discussion organized by Kapi-
talistate concerning capitalist division of labor and skill requirements in German in-
dustry, the monepolization of markets and the expansion of formal schooling, causes and
functions of the development of Fach- und Fachhochschulen {educational institutions on
the sub-university level) in Germany, changes in class consciousness in the course of
adult education, capitalist technology, skill requirements and its impact upon Third
World countries, are being prepared and are under discussion.

L Anextensive discussion of neo-classicist approaches to this problem can be found
in: Enno Schmitz Das Problem der Ausbildungsfinanzierung in der neoklassischen Bild-
ungsoekonomie (The Problem of Education Finance in Neo-Classicist Education-
Economics). Berlin: Max-Planck-Institut fuer Bildungsforschung, 1973 (Studies and Re-
ports, Vol. 27)

2 cf. in this respect the survey by Burkhart Lutz, Inge Krings, Jan Fleischer: Ueber-

legungen zum Problem des ‘‘Bedarfs’’ an hochqualifizierten Arbeitskraeften und seiner
Prognose (Thoughts on the Problem of the ‘‘Demand’’ for Highly Qualified Personnel
and its Prognosis). Hochschulinformations GmbH. HIS Newsletter 10, December 1970.
A more extensive study is Armbruster’s work on the numerous variants of the man-
power-demand approach: W. Armbruster, Arbeitskraeftebedarfsprognosen als Grund-
lage der Bildungsplanung. Eine kritische Analyse (The Prognosis of Manpower Demand
as a Basis for Educational Planning. A Critical Analysis.) Berlin, Max-Planck-Institut
fuer Bildungsforschung 1971 (Studies and Reports, Vol. 23)

3. W. Armbruster, H.J. Bodenfoefer, D. Hartung, R. Nuthmann, W.D. Winterha-

ger, Expansion und Innovation (Expansion and Innovation). Max-Planck-Institut fuer
Rildnngsforschune Rerlin 1971 n 98

4. Edding, F., Oekonomie des Bildungswesens. Lekre und Lernnen als Haushalt und

Investition (The tconomics of the Education System. Teaching and Learning as Budget
and Investment), Freiburg 1973, p. 128
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. After technological progress had been incorporategl mto analysis, not only as a
tre5nd factor, but alsog;s thg prgcfduct of more highly qualified manpower, it became pos-
sible to construct a second connection between economic growth, technological pro-
gress, and the education system. The rate of economic growth was deemed to be depen-
dent on the qualification of those individuals who develop and propagate new techno-
logical processes. Here, educational plenning plays both a reactive and an active role.
Indeed, it can exert an influence on the speed of technological progress, mediated, of
course, by the achievements of the educational system. Cf. in this respect also: Arm-

., op. cit., p. 12 ] .
br‘é?te%lgz,s:gclfer, 8 .C. von, Zur oekonomischen Theorie des technischen Fortschritts
{On the Economic Theory of Technological Progress). Goettingen 1966, p. 98.
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ungspolitischen Umdenken’” {Approaches to a Re-evaluation of Educational Policies). In
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bildungspolitischen Umdenken (I}Yefonning Reform. Approaches to a Re-Evaluation of

i icies). Cologne 1973. .
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Ausbildungssektors. (Materials on the Political Economy of the Education Sector). Er-
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Kritik” (Bourgeois Theories Report and Critique). In Altvater, Elmar and Huisken,
Freerk: op. cit., p. 11. The essay is one of the most important ones contained in the
volume. The views expressed in the following are shared by numerous ofher essays
published in that reader. )

9. Hinrichsen, D. and K. Koehler, op. cit., p. 38.

10. Ibid.,p. 41. o o -

1la. Huisken, F., Kurzdarstellung marxistischer Kategorien, die zur Kritik der
buergerlichen Bildungsoekonomie dienen koennen. In Altvater E. und Huisken F., op.
cit., p. 188.

11b. Huisken, Fl,) op. ccll;{’ % 18}?1. . a7

. inrichsen D. and K. Koehler, op. cit., p. 47. L .

gc Alllltho:’s Collective: ‘Tmperialismus in dur BRD” (Imperialism in the FRG).
Berlin, GDR 1971, and Sozialistische Politik (SOPO) k! No. 7, Berlin, GDR 197}.

13. Cf. Baethge M., ‘‘Abschied von Reformillusionen’’ {Goodby to Hlusions about
Reform). In BemfftErziel%léng, No.11(1972), p. 22.

.8 , 0p. cit., p. b8. .

ig ?‘(.).P;z(i)nosp;y, Dag Ende der Wirischaftswunder (The End of the Wirtschafts-

wunders). Frankfurt a. M. 1966, p. 208. Emphasis in the original.
3 . Janossy, op. cit., p. 221,

ig %.'Ill\darx,}(’]apl))ital, V(?l. 1, New York 1973 (New World Paperbacks), p. 361.

18. Cf. in this respect also: Wienemann, E., Baethge, M., Gerstenberger, F., and
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sprozessen im System der beruflichen Bildung. (Production and Qualification. A Pre-
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(s?gl),gg atltsogM. PopitIzJ, H.P. Bahrdi, F.A. Jueres and M. Kesting Technik und In-
dustriearbeit (Technology and Industrial Work), Tuebingen 196,4, p. 190.
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Fabrik (Technology, Technicians and Class Struggle) In A. Gorz School and Factory,
Berlin 1972, p. 22.
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21. Cf. also: Harvard University Program on Technology and Society, Technology
and Work, Research Review, No. 2, Cambridge, Mass., Winter 1969, p. 1. .

99, See Susanne Keller and Richard Vahrenkamp ‘‘Zum Funktionswandel des Bild-
ungssystems’’ (On the Changing Function of the Educational System). published manu-
scripts. i

23. Gorz, A., op. cit., p. 43.

24. B. Snyder, The Hidden Curriculum. New York 1971; H. Gintis: ‘“Towards a \

Political Economy of Education,”” In Harvard Education Review 42, No. 1, p. 70,
“‘Education, Technology and the Characteristics of Worker Productivity’’ In American
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The Fiscal Crisis
of the State : A Review
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I. Introduction

James O’Connor’s The Fiscal Crisis of the State, like Paul Baran and Paul
Sweezy’s and Paul Maitick’s work, formulates a U.S. Marxist interpretation
of capitalism’s present fate. In Monopoly Capital, mainly written (though
not published) in the late Fifties and early Sixties, Baran and Sweezy
argue that advanced capitalist societies can only consume their huge sur-
pluses through war and waste. Their thinking was deeply influenced by the
United States’ huge productive capacity and its unchallenged postwar
hegemony. Later, in his less influential work, Marx and Keynes, Mattick
pointed out some of the inherent limits to the state’s capacity to shape and
dispose of this surplus. The U.S., it seemed, was experiencing the begin-
ning of the breakdown of its Keynesian solution. By the late sixties, do-
mestic revolt, the failure of an imperialist war, and threatening interna-
tional competition demonstrated that a more integrated political and eco-
nomic analysis was necessary. It is to these conditions which Q’Connor
addresses himself.

‘O0’Connor’s book underscores several important modulations in Marxist
theory. Dogmatic Marxism has in the past held the notion that the state is
merely the capitalists’ ‘‘executive committee,”’ yet Marx also noted that

The State and the structure of society are not, from the standpoi L1 i
t X point of politics, two differ-
ent things. The State is the structure of society (1). i

With other contemporary Marxists, O’Connor argues that the state is itself
a complex structure of authority relations bearing (perhaps requiring) a
certain degree of autonomy, and is by no means a simple instrument for
specific capitalists or even capitalists as a whole. This matter has been
analyzed, for example, by Claus Offe (2).

O’Connor develops this insight into a theory of how and why the state’s
functions have grown. and what kinds of stresses, particularly budgetary
stresses, have resulted. Bourgeois economists (only some of whom express
alarm at or even interest in the steadily growing volume of state activities)
theorize that public expenditures reflect aggregate voter preferences, an

This review of Jim O’Connor’s book is the outcome of lengthy discussions within the Bay
Area Kapitalistate group, of which O’Connor is a member. As we tried to clarify the
meaning and import of O’Connor’s work, we also reformulated in part his categories and
analysis. In this sense, the review is truly a collective working paper in which we attempt
to show the contribution of this book, its shortcomings, and the directions in which
further theoretical and empirical work is needed.
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assumption many such economists admit is politically naive. Many there-
fore restrict themselves to judging whether state activities in specific cases
are efficient. They thus fail to explain the rationale behind the burgeoning
state budget and the process by which it grows. For their part, political
scientists who analyze the budget process rely on a purely descriptive be-
havioralism, stressing proximate decision rules of political elites.

- The Fiscal Crisis of the State, on the other hand, develops a more struc-
tural theory of public finance. O’Connor distinguishes three components of
the U.S. economy: the monopoly sector, the competitive sector, and the
state sector, each of which employs roughly a third of the workforce. It is
his discussion of the relation of these sectors which makes O’Connor’s
work so powerful.

The monopoly sector, for example, generates technical innovation and
growth under state stimulation and dominates the economy. But O’Connor
argues that far from driving the competitive sector out of existence, the
monopoly sector steadily regenerates it. Indeed, the competitive sector
employs, or rather underemploys, a large population which would other-
wise comprise a surplus of crisis proportions. Thus, though the monopoly
sector dominates the competitive sector and makes occasional inroads on it,
the society could by no means do without the latter.

These complex monopoly-competitive sector inter-relationships impose a
number of contradictory requirements on the state sector. Fundamentally,
the state must both sustain profits and hold the society together. It must
perform both an accumulation function and a legitimation function. This
general formulation, however, covers a multitude of specific problems for
the state. While it must engage in foreign and domestic policies which ad-
vance the interests of the monopoly sector, the state must alsc attend to the
sometimes inconsistent needs of the competitive sector, and above all to the
political demands of surplus labor ahd capital. These varied demands for
state activity, O’Connor argues, continually outrun the state’s ability to raise
revenues. Economic conficts pile up politically, and inevitably bear a
burgeoning price tag as the state socializes more production costs and
attempts to find budgetary ‘‘solutions’’ for more political conflicts. But
profits are not socialized. The fiscal crisis of the state, in other words, is
an endemic condition for advanced capitalist societies (3).

II. An Elaboration of the Basic Themes

O’Connor’s monopoly, competitive and state sectors are, at the abstract
level, characterized by different modes of surplus value production, appro-
priation, and realization. The competitive sector is mainly based on
absolute surplus value production. It can increase profits only by paying
low wages, maintaining poor working conditions, keeping long hours of
work, etc. This sector has less capacity for upgrading of productivity; new
firms enter easily, and workers are weakly organized. Productivity gains
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are passed to the whole economy through the price mechanism, and easy
entry tends to limit any firm’s ability to expand the scale of production.
This sector has historically demanded of the state that it adjudicate and
expand markets, restrict imports, fix prices, provide social investment like
highways, severely discipline labor, and expand foreign trade.

In the monopoly sector, surplus value tends to be created relatively,
although speed-ups and the like are not unknown. Rapid productivity in-
creases go hand in hand with monopoly, the integration of applied science
into the production process, large amounts of fixed capital, and a ‘“‘deal’’
concluded between dominant capital and bureaucratic trade unions. This
‘“deal,”” which transforms marginal productivity increases into higher
wages as well as higher profits, is intended to insure capital’s control over
the production process.

Monopoly sector labor, historically well organized, has dominated the
development of American trade unions since the late 30’s and has helped
to produce both economic and political integration. Indeed, just as the AFL
represented the conservative tendencies of skilled workers before the New
Deal, the CIO, contrary to its ‘‘progressive’’ image, can be said to have
performed the same conservative function within the monopoly sector since
then.

While James Weinstein, Martin Sklar and other historians have attemp-
ted to show how this unequal alliance actually developed, O’Connor seeks
to show its structural characteristics. Labor essentially agrees to accept in-
creased productivity as its key goal, disciplines the work force, and grants
capital the right to organize work. Capital, for its part, promises high and
steadily increasing wages in return. Through this unequal ‘‘bargain’, the
fruits of expansion and technical progress are retained within the monopoly

sector. Without this political relationship, the monopoly sector would not

exist as it does today.

The state sector does not directly produce surplus, but instead appro-
priates it to maintain and enhance the conditions necessary for capital ac-
cumulation; that is, the state, in the U.S. at least, contributes indirectly to
the production of surplus. But to do so it requires legitimacy, which for
O’Connor means in practice that it must provide some broad social bene-
fits. Legitimacy, of course, is far more complex than simple bribery, and
O’Connor does not use the term consistently nor give the issue the full
treatment it deserves.

At some points, O’Connor claims that legitimacy is won by providing
social benefits, or, better, by permitting out-groups to establish rights or
claims on the state (though the exact amount of the claim will be left un-
certain). At other places, notably in the section on fiscal policy and taxes,
the legitimacy function involves deliberate concealment of the real pur-
poses of state taxes and spending, namely accumulation. In this latter
sense legitimation is a matter of ideological obfuscation (4).
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State activities, in O’Connor’s analysis, may be described with two main
categories: social capital and social expenses. The first fulfills the state’s
accumulation function because state expenditures of this type socialize the
costs of private constant and variable capital and, all other things being
equal, raise the rate of profit. Following the Marxist distinction between
constant and variable capital, O’Connor breaks social capital down into two
forms: social investment (social comstant capital) and social consumption
(social variable capital).

Social investment consists of various projects which increase the produc-
tivity of a given labor force. Such things as roads, state-financed industrial
parks, manpower development programs, and so forth, are good examples
of social investment. Social consumption, on the other hand, involves acti-
vities which reduce labor costs {the costs of reproducing the labor force)
for private capital. Public schooling, social security, medicare, workmen’s
compensation, underwriting suburban expansion, and other such programs
exemplify social consumption. ‘

Social expenses, unlike social capital, are not even indirectly productive;
they indirectly stave off economic stagnation by maintaining aggregate
demand and maintaining social harmony. Under this heading fall expendi-
tures for repressive and materially cooptive forms of internal and external
social control. In practice, of course, all state actions contain a mixture of
these components. A high school teacher, for example, may convey new
skills which increase worker productivity, train a new generation of
workers, or simply guard and discipline rebellious youths. Nevertheless,
some state actions and agencies do express one or another of these
dimensions in relatively pure terms.

One of O’Connor’s most interesting and useful points is that the
competitive and monopoly sectors create the preconditions for each other,
and each requires {sometimes contradictory) activities from the state. In
contradistinction to some Marxist predictions that nearly everything will be
monopolized, O’Connor argues that the monopoly sector constantly repro-
duces the conditions for the competitive sector. The monopoly production
of automobiles, for example, requires a vast number of competitive filling
stations, repair shops, and used car lots.

Second, since monopoly sector growth is created by state-financed new
technology rather than expanded employment, the monopoly sector creates
a second hand standard of living with ‘’second hand’’ surplus workers
available for low-wage competitive jobs. On the other side, its productive
power generates the used cars, second and third hand central city housing,
and used clothing and appliances which makes possible low labor costs for
the competitive sector.

One of O’Connor’s central points, then, is that capitalists in the
competitive sector take a back seat to those in the monopoly sector. The
monopoly sector is the driving and directing force in the economy, while
the competitive sector occupies a secondary and subordinate, if essential,
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role in the monopoly sector production process. Though it plays this subor-
dinate role, the competitive sector’s openness to new firms represents an
illusory frontier for the aspiring petty capitalist and thus preserves for the
economic system as a whole the old ‘“‘entrepreneurial’’ legitimation.

The analysis of the symbiotic relationships between the monopoly and
the competitive sectors' (or between the monopoly and the competitive
modes of creating surplus value) is one of O’Connor’s major conceptual
contributions, although it remains suggestive rather than definitive. For

one thing, it extends to advanced capitalist societies the analysis conducted

in dependent and underdeveloped economies by Baran and more recent
authors such as Dos Santos and Cardozo. Unfortunately, while this parallel
is implicit in O’Connor’s thinking, he does not develop it, nor does he link
up his analysis with imperialism. No mention is made of the fact, for ex-
ample, that labor intensive activities in the competitive sector (e.g., gar-
ment and shoe production) are moving to ‘‘cheap labor’’ havens in the
underdeveloped countries. Unevenness of development appears, neverthe-
less, as the sine qua non condition of capitalist economic growth and
reproduction both within the advanced capitalist countries and within the
world capitalist system as a whole.

Though the relationship between the monopoly and competitive sectors is
symbiotic, however, it is hardly symmetrical. The monopoly sector’s
growth, for example, produces both surplus workers and surplus capitalists
as, for example, small firms are driven under by larger, more monopolistic
ones. A good many such surplus laborers find employment in parts of the
competitive sector which are expanded under state subsidization (the
so-called ‘‘service revolution’’), and thus become a ‘‘hidden’’ reserve
army of fully employed, poverty-level wage earners. Many, of course
make up the surplus population directly subsidized by the state.

The state in fact established the conditions under which the monopoly
and competitive sectors emerged in their present forms, since it was cru-
cial in consolidating the unequal alliance between big business and the
AFL-CIO. It continues to sustain the two sectors programmatically and po-
litically, as O’Connor attempts to illustrate with transportation, manpower,
and other state policies. The interstate highway program is a good example
of the complexity and contradiction such efforts face. On the one hand de-
signed to magnify demand for the automobile and allied products and re-
duce production costs.generally, the freeway system also stimulated sub-
urban development and real estate speculation. It thus was also shaped by
many local, parochial, often corrupt interests. At the same time, however,
the freeway system multiplied social costs through congestion, dispersion,
pollution, etc., and politically antagonized the neighborhoods demolished
for road construction.

The monopoly sector requires that the state take on an ever-growing
mediating role in economic relations and an ever-growing expenditure
burden. The state ratifies and protects the capital-labor ‘‘deal’’ and at the
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same time needs to pay for some of its costs. It invests in the large
projects and new technology which are so important for productivity gains
in the monopoly sector, pays for benefits to monopoly sector workers,
guarantees social peace in this sector, and engages in the Keynesian im-
perialism necessary to keep it going (5).

The competitive sector requires an altogether different state role. The
state on the one hand intervenes regressively to keep competitive sector
labor (the ‘‘hidden’”’ reserve army) in political line, shifts to it as much of
the tax burden as possible, and tempers the influence competitive capital-
ists exert at the local level. On the other hand, to sustain this sector, the
state provides subsidies to underwrite the low profits and absorbs the wel-
fare costs of maintaining a large, docile and partly hidden surplus labor
force in the competitive sector.

Two striking conclusions issue from this analysis. First, the state must,
for the sake of capitalism, become progressively less an cbvious capitalist
instrument and more a battle-ground which structures the conflicts among
classes and among capitalists and laborers from the two sectors. This ev-
olution shifts class struggles into the political sphere, helps to forge a
consensus on state growth, bolsters a logrolling approach among all
parties, and creates divisions within the working class. Groups, not classes,
forward claims on the state. When these claims are partially met through
poverty programs or other attempts at controlled participation, popular
movements find themselves endorsing capitalist institutions (6). Thus, the
state preserves the class structure precisely because it becomes in some
sense independent of it.

To put it differently, The Fiscal Crisis holds that the state is a distinct
set of political relationships which do not (if they ever did) flow directly
from production relationships. Though the state cannot be reduced simply
to economic class relationships, however, the state plays a clear class
function. Late capitalist class relations are in fact predicated on the state’s
partial autonomy. The state both enforces the market, as of old, and su-
persedes it where the market produces destabilizing political repercussions.
Although the state guarantees profits, it finds this task complex and con-
tradictory.

Elaborating this theme, O’Connor tentatively explores the growing
‘“‘social-industrial complex’’ as popularly represented by McGovern or
Kennedy. This tendency unites monopoly capital, state sector workers, and
surplus labor in state-financed programs of various kinds.

Using the state as a rug under which to sweep class contradictions has
its problems, however, and O’Connor’s second striking conclusion is that a
‘“‘structural gap”’ between the demand for state activity and the state’s ca-
pacity to pay for it is inherent in late capitalism. The state’s fiscal crisis
expresses the contradiction between the state’s economic and political
functions, between accumulation and legitimacy. Stated more generally, the
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fiscal crisis can be seen as an expression of the contradiction between the
basically social nature of production, with all its correlative state activities,
and the private appropriation of political and economic values, including
not only surplus value but often fragmentary state power.

Maintaining social peace in the monopoly, competitive and surplus labor
sectors and subsidizing them through what Baran and Sweezy called the
welfare-warfare state is extremely costly. Historically and logically, claims
on the state form an ad hoc jumble of specific measures which add the
costs of inefficiency to the state’s already large burdens. In order to
finance them, the state can resort to growing taxation, debt financing and
inflation, or to state enterprise. The U.S., of course, has avoided the latter
strategy. These claims and state responses induce severe budgetary
stresses at all levels. Cities find it difficult to raise taxes, working-class
opposition to taxation burgeons, and capitalists move to thwart any state
attempts to reduce profits (7). It is only in this context, O’Connor argues,
that a theory of budgets can be developed.

Corporate attempts to slice through this dilemma are very clear. The
hardest-pressed competitive sector of capital demands that ‘‘wasteful’’ and
“‘inefficient’” welfare expenditures be ended, and even corporate liberal
theoreticians would reform welfare to reduce work disincentives and bolster
the family’s authority. On another front, concern for government product-
ivity and performance measures has reached a fevered pitch. Various pro-
posals for reforming and centralizing the congressional budgeting process,
for example, should be seen in this light.

II. The Need for Further Analysis

The Fiscal Crisis of the State guides us up to this point. In moving us to
it, the book both brackets crucial points and leaves us uncertain about
where to proceed politically.

First, O’Connor does not consider in depth the international aspects of
the state’s role. Contradictory tendencies toward cooperation and competi-
tion between the U.S., Europe, and Japan; the conflict between multi-
national corporations and national interests (as recently and acutely posed
in the profits crisis in oil}; and third-world opposition to world capitalist
labor segmentation clearly influence the state’s domestic as well as inter-
national actions. These dimensions of the state’s plight need to be
integrated more fully into state theory. It might be hypothesized, as a
guide for further analysis, that the international capitalist system exerts at
least three forces on the domestic strategies of advanced capitalist states.
First, those countries where the state takes an active role in economic
development, by socializing production costs, gain a competitive advantage.
Japan’s and Europe’s larger welfare programs, for example, may have
exerted pressure through the world market on the U.S. to further socialize

production costs. Further, the monopoly and competitive sectors within
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advanced capitalist countries tend to seek disparate foreign policies, with
monopoly favoring free trade and the competitive sector preferring pratec-
tion. Both favor imperialism, but perhaps in different forms. Finally, the
internationalization of capital exacerbates the fiscal crisis by allowing multi-
national firms to escape taxes and manipulate inflationary trends and
exchange rates.

Second, O’Connor assumes but does not thoroughly explain that an
explicitly political dynamic, and not simply an economic ome, operates
within the state. He hints that the state must undertake programs in order
to prevent de-legitimation but leaves it to others to explain how and when
mass support for the state is likely to collapse and what specifically
political techniques (repression, cooptation, socialization) the state typically
undertakes to restore its legitimacy. It is clear that the late capitalist
economy rules out a solely repressive state, which would demoralize
production and eracerbate class conflict. More analysis has to be given,
however, to repression, cooptation, and obfuscation and their dialectical
relationship with social movements, which is the stuff of capitalist political
practice.

A third area in which O’Connor’s work needs considerable extension, is
the realm of production. O’Connor creates multi-dimensional ideal types
based on differences in capital and technology. These are useful, but seem
to oversimplify the sectoral complexities of the organization of production.
It is not clear, for example, if his monopoly/competitive distinction applies
to broad economic sectors, particular industries, firms, or even jobs. Some
industries, for example, have both monopolistic and small producers. Some
firms employ both highly skilled, well unionized workers and unskilled,
sometimes poorly organized workers. O’Connor does not deal adequately
with these questions, and fails to analytically differentiate between sectoral
concepts based on production and circulation relations.Further, the political
determinants of sectoral differentiation are not developed. Some labor
segmentation theorists, for example, have argued that, contrary to O’Con-
nor, the proliferation and hierarchical arrangement of job categories
derives not from technical or capital-related needs, but from a political
strategy to deliberately divide workers (6). While these alternative explan-
ations need not be exclusive, they certainly suggest the need for further
analysis.

A fourth area which demands further investigation is also an ancient
one. Given that the state is no longer a simple capitalist instrument, but a
structure which both reproduces the class system and provides a battle-
ground for class antagonisms, what political strategy should the left
pursue? »

O’Connor outlines many dimensions along which conflicts will occur and
convincingly argues that these conflicts will in the long run pile up in
fights over the state’s budget. But which of the conflicts are politically
most significant? Do any of them offer a way to overcome the political and
economic stratification between monopoly, competitive and surplus labor?
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If the state ideologically grants formally equal merit to claims from all
parties, can this be used to de-legitimate the state’s actual class func-
tions? If so, what vehicle should be used—the Democratic Party, populist
reform movements, a socialist electoral party, or alternatively a party of

mass revolutionary action?
™

FOOTNOTES

1. Karl Marx, from an 1844 Vorwarts article, as translated in T.B. Bottomore and
M. Rubel, Karl Marx: Selected Writings in Sociology and Social Philosophy (New
York: McGraw-Hill, 1964), p. 216.

2. Claus Offe, ‘‘The Abolition of Market Control and the Problem of Legitimacy,”’
Kapitalistate 1 (1973), pp. 109-116.

3. O’Connor summarizes his basic argument in ‘‘Summary of the Fiscal Crisis of the
Sate,” Kapitalistate 1 (1973), pp. 79-83.

4. These two formulations are not meant to exhaust the possible meanings
legitimacy may have. Members of the New York work group are developing a critique of
O’Connor based on a more fully political notion of legitimation.

5. Keynesian imperialism is a short hand term for liberal political economy as prac-
ticed, for example, in Washington. It entails a large defense budget not only for imper-
ialist purposes, but to maintain aggregate demand, reinforce the political patronage
system, and ‘‘ensure domestic tranquility.”’ As Baran and Sweezy so pungently put it,
this is a system of “‘war and waste.”’

6. Historical studies of 19th and 20th century class struggle and political violence
have documented that insurgent groups appeared at first to want to smash the state and
wound up almost inevitably wanting to use the state. Among others see Asa Briggs, ed.,
Chartist Studies (London: Macmillan, 1967), Carl Schorske, German Social Democracy,
1905-1917 (Cambridge: Harvard University Press, 1955), Charles Tilly, ‘‘Collective Vio-
lence in European Perspective,”’ in H.D. Graham and Ted Gurr, eds., History of Vio-
lence in America (New York: Bantam Books, 1969). . .

7. To finance expanded social expenses without too much inflation, more taxes
must be raised. If they are raised from protits, accumulation suffers. If they are raised
from competitive sector small businessmen, workers and the poor, then the state is tak-
ing away with one hand what it gives with fhe other. If they are raised from monopoly
sector workers —which they feared, and hence half of them voted for Nixon —then the
deal is threatened and accumulation potentially impaired, State workers, independent
professionals, and salaried professionals remain, but it is hard to see how the state can
single them out. Of course the state can cut state workers’ pay, or try to.

8. 0O’Connor’s sectoral analysis would have been sharper had he incorporated the
findings of Robert Averitt, The Dual Economy: Dynamics of American Industry
Structure (New York, 1968) and the work of Barry Bluestone, David Gordon, Rick
Edwards, Herb Gintis and others on labor market segmentation.

David Gordon, in Theories of Poverty and Underemployment, attempts to explain
many of the same features of the economy by focussing on differences in the job
structure rather than O’Connor’s different capital structures. Gordon argues that capi-
talists have not only habitually reinforced and exploited racial, ethnic, and sexual strati-
fication within the working class, they have actually set up two sorts of li'obs. The small
job pool requires stability of tenure in order to promote productivity, and recruitment o
such jobs is relatively restricted. 'I'ne unons, ot course, have abetted this practice. Since
the preconditions for stability are expensive, however, their number is kept small while
women, minorities, and migrant workers are recruited for the more numerous unstable
jobs. Corporations vary widely in the mixture of the two kinds of jobs. From Gordon’s
perspective O’Connor has formulated two ideal types and has little to say about the
empirically common mixed type.

There is no basic incompatability to these views, and Gordon may be read as an ela-
boration and refinement of O’Connor’s argument, While Gordon fails to recognize some
basic patterns among capital units, his case suggests the need to develop O’Connor’s
argument with respect to the labor process much further.
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The Kolko-Weinstein-Thesis

American ‘‘New Left”’ historians writing in the Sixties faced a dilemna: Re-
jecting the prevailing liberal historiography, they also spurned the ‘‘Marx-
ism’’ of the *‘Old Left.”” The cold war experience had left them with two
enemies and no intellectual bearings. In their search for a ‘‘usable past,” a
part that is first of all a ‘‘source for forgotten alternatives’ (Staughton
Lynd), some radical historians were particularly attracted to the *‘Pro-
gressive Era.”’ For them this was the critical time in American history,
posing clear alternative courses of development. It saw the high point of
American socialism in the all-inclusive, parliamentary-focused Socialist Party
of Eugene Debs, and also witnessed the evolution of ‘‘political capitalism”’
{Gabriel Kolko), the new relationship of capital and state in 20th century
America.

Given the circumstances under which critical historians had to labor in the
early Sixties, Kolko’s The Triumph of Conservatism {1963) and James
Weinstein’s 1968 expansion of Kolko’s thesis in The Corporate Ideal in the
Liberal State (1968) represent two highly laudable attempts at critical,
imaginative historical scholarship. Kolko’s analysis of business-government
relations between 1900 and 1916 opens up a whole range of suggestions
concerning the origins and functions of government intervention. His ap-
proach to such much-clouded subjects as monopoly and ‘‘trust-busting’’ is
striking, at times brilliant. Kolko looks at the process of capital concentra-
tion in six key industries (steel, automobile, telephone, copper, oil and meat
packing) and concludes that the merger movements and other attempts at
corporate self-regulation failed. He maintains that competition actually in-
creased and that, not the growth of monopoly, but the lack of it, brought
about state intervention. Business needed stability, i.e. the elimination of
harmful competition, predictability of profits, as well as security from political
attacks. Its highest aim was thus rationalization, in Kolko’s words: ‘‘the
organization of the economy and the larger political and social spheres in a
manner that will allow corporations to function in a predictable and secure
environment permitting reasonable profits over the long run’’ (1).

* Ingrid Lehmann is working on police and conflict studies at Berlin’s
Berghof-Stiftung. Her address: 1 Berlin 15, Breganzer St. 14, Federal
Republic of Germany.
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Kolko subsequently shows that many of the ‘‘progressive’’ reform
measures, most notably the bank reform and the Clayton ‘‘anti-trust’’ Act,
were initiated, formulated and eventually administered by key business
leaders. They received willing cooperation from politicians, including Presi-
dents Roosevelt, Taft and Wilson. Thus, ‘‘Progressivism’’ was not. anti-
business reform, as the liberal view would have it, but a movement ‘‘for the
political rationalization of business and industrial conditions, a movement
that operated on the assumption that the general welfare of the community
could best be served by satisfying the concrete ends of business” (2).
National Progressivism was able to short-circuit more radical local progres-
sive movements and to check nascent socialism. The cooptation of more
genuine progressive issues was facilitated by ‘‘the illusions of its leaders—
leaders who could not tell the difference between federal regulation of busi-
ness and federal regulation for business’ (3). This meant the ‘‘triumph of
conservatism,’’ the victory of the status-quo-oriented corporate elite over
genuine progressive reformers and radicals. This victory, however, was not
the result ‘‘of any impersonal, mechanistic necessity but of the conscious
needs and decisions of specific men and institutions’’ {4).

This thesis is also central to Weinstein’s study of corporate liberal policy
formulation. Weinstein departs from the economic analysis that Kolko em-
ploys so successfully in his first two chapters; corporate ideology becomes
the exclusive concern. *‘Corporate liberalism’’ is the evolving ideology of the
most advanced sectors of American business, reacting against the threat of
socialism as ‘‘the only serious ideological alternative’’ (5). The National
Civic Federation was the central organization of this capitalist vanguard,
propagating the ideas of class harmony through tripartite (business, labor,
public) arbitration boards and schemes for workmens’ compensation. It also
expressed itself in the city manager movement and, as Kolko already
brought out, most effectively in the sphere of federal regulatory and reform
commissions. World War I witnessed the *‘fulfillment’’ of corporate liberal-
ism in the form of government-business planning agencies such as the War
Industries Board under Bernard Baruch, corporate liberal incarnate. By
alluding to later historical experiences such as the New Deal and the New
Frontier-Great Society schemes, Weinstein hopes ‘‘to show that liberalism in
the Progressive Era—and since—was the product, consciously created, of
the leaders of the giant corporations and financial institutions...”” His pur-
pose is to help the American left combat the ‘‘false consciousness of the
nature of American liberalism (which) has been one of the most powerful
ideological weapons that American capitalism has had in maintaining its
hegemony’’ (6).
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Significance

Both Kolko and Weinstein touch upon a fundamental question of 20th
century capitalism: the relationship of politics and economics, and specifi-
cally, the role of the state in capitalist society. Kolko and Weinstein perceive
a new relationship between these two spheres, they describe them as
coming together in an effective synthesis. This synthesis Kolko labels
‘‘political capitalism’’ and Weinstein, in discussing the rising ideology of the
ruling elite, calls it ‘‘corporate liberalism.”” They both thus describe a new
stage of American capitalism, in which the aims and functions of public and
private power become inextricably linked. The linkage is achieved by the
‘‘corporate elite,”’ or ‘‘key business leaders,”’ who, through their personal
relationships with politicians, or, more generally on the basis of a shared
ideology with political leaders, were able to mold government policies in
their own interest. In Kolko’s words:

The ideological consensus among key business and pofitical leaders fed into a stream of
common action, action that was sometimes stimulated by different specific goals but
which nevertheless achieved the same results ... The result was federal regulation in the
context of a class society. Indeed, because the national political leadership of the Pro-
gressive Period shared this noblesse oblige and conservatism toward workers and
farmers, it can really be said that there was federal regulation because there was a class
society, and political leaders identified with the values and supremacy of business ...{7)

Critique

My purpose in this paper is to initiate discussion of some problems raised
by these two books. They have by now been widely recognized as competent
and eloquent statements of ‘‘revisionist’’ historical scholarship. Along with
the more general works of William A. Williams these books are frequently
used to provide a ‘‘radical’’ interpretation of American history. Just how
‘‘radical’’ a departure Kolko and Weinstein have achieved needs to be dis-
cussed. Kolko explicitly rejects Marxist methodology; he finds Marx’s politi-
cal theory ‘‘entirely inadequate’’, as it ‘‘is primarily nonpolitical in its dyna-
mic elements” (8). Notwithstanding his elaborate, though largely garbled
argument against Marx's ‘‘purely economic’’ analysis—a common ritual
among American academicS—Kolko’s own analysis has ironically been criti-
cized for its ‘“‘crude economic determinism’’ (9). Weinstein, on the other
hand, is not at all concerned with economic or political theory. He is essen-
tially an intellectual historian who focuses on class organizations (the Na-
tional Civic Federation, the Socialist Party) as ideology-makers, without
much regard for either socio-economic structures or social struggles. It will
be argued here that the authors’ lack of a Marxist theoretical framework and
analytical tools is detrimental to their own objective: the writing of a new,
radically different history.
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1. In Kolko’s and Weinstein’s analysis, corporate capitalism and its liberal
ideology are specifically American, 20th century phenomena. They do not
communicate a theoretical awareness of capitalism as a historically specific,
internally developing, and transient social formation. Their particular his-
torical analysis of the Progressive Era thus remains cut off from the larger
context of capitalist productive relations in and outside the United States,
before 1900 and after. Because of this failure to conceptualize their studies
within an explicit theory of advanced capitalism, both are unable to break
out of the traditional historians’ parochialism: their generalizations seldom
exceed the chronological boundaries of the Progressive Era, references to
previous periods or subsequent experiences are vague. Thus, Weinstein
leaves one with the impression that corporate capitalism diverged from a
happier, more democratic age. The change he perceives is essentially one of
power relationships, in which the ‘“‘people’’ lost out to the corporate elite.
This is evidenced in Weinstein’s conclusion:

The changes in the concept of the proper role of government and i i
mamtal_n.ing political and social {not economic! I.L ? stability reflectel:ltl tt}}xl: t:ﬁ?ih:fl q%(::e?’f
competition an_d the rise of a new corporate oligarchy ... Workers, farmers, and small
businessmen, in ot.her words, had less and less real power, even though 'in a formal
sense, they had .gamed recognition as legitimate social forces ... Of course' labor repre-
sentation, even if on a basis of less than equality, was not a bad thing in itself. But the
price that had to be paid (by whom? 1.L.) was a process of the erosion of poliiics —the

g:?i o‘rlxa( llt;r)l.pomtxon of administrative and judicial control in place of independent political

Weinstein’s exclusive reliance on political terms {the corporate elite itself
is analyzed only insofar as it influences policy formulation) is parallelled by
Kolko’s separation of economic analysis (in the first two chapters of his
book) from the more descriptive political chapters. Kolko vaguely links the
two spheres through his implicit use of C. Wright Mills’ notion of power
elite. The theoretical shortcomings of power elite concepts have recently
been pointed out by H.G. Haupt and S. Leibfried in a critique of Isaac Bal-
bus’ writings. Haupt and Leibfried maintain that the reliance on the cate-
gory of power and power struggles as driving elements in social processes
has led Balbus and others to separate their analysis of power relationships
from that of the underlying productive relationships, thus obscuring the
derivative nature of power relationships. They furthermore argue:

To view society in terms of dominati jecti
i ty in on-subjection, power relationshi
lec}fzrgh%lr l?envatlve form, but .also the changed function of the pol%sié;iOttﬁrell};:l?I%é
p ltself. The public apparati of the developed capitalist social formation; do not (via

power relationships) merely venture to guarantee the external preconditions of private

reproduction. To an evergrowing extent, capi i
oduct T v X , capital functions themselves (for
g:z(;bl}l‘::;igﬁz of c,e’tp1tal) are dlref:!;ly incorporated into the public sphere. (Capei!tﬁglgll ?:; :1}(1)(:
y ed’’ by power politics, but also reproduces itself ever more publicly (11)
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This criticism is also applicable to the radical historians’ concept of cor-
porate liberalism, though they never aspired to Balbus’ level of abstraction.
Their notion of the ‘‘power elite’’ is unreflected, apparently generated
straight from their historical data. They stop short of any theoretical formu-
lations, seemingly una’gle (or unwilling) to relate their findings to a
(however tentative) construct of class relations under advanced capitalism.

Kolko does not distinguish between capitalist class and elite; he presup-
poses their identity, an assumption that may appear plausible in historical
hindsight, but again exemplifies his conceptual vagueness. Weinstein’s very
unconcern with theory and the absence of any politico-economic analysis in
his book leads to his overreliance on corporate leaders and their organiza-
tion, i.e. to a personalizing, top-down approach (12). Since the power elite
is not seen in its structural (i.e. class) context, it is easily reduced to the evil
machinations of individuals. Kolko’s and Weinstein’s individual reduction-
ism thus springs from their reification of power politics voluntaristically
planned and executed by the corporate elite.

2. The polemical, unreflected use of the terms *‘‘liberalism’ and *‘conser-
vatism’’, and the equation of the two, in describing the Progessive Era as
the ‘“Triumph of Conservatism” empties those terms of their traditional
historical meaning, without giving them a new one (13). Kolko and Wein-
stein never make explicit that they use ‘‘conservatism’ (as I assume they
do) to describe the coordinated attempt of the ruling class to increasingly
make use of the government machinery in the interest of the capitalist
economy, thus always acting within the boundaries of existing productive
relations. Not stating explicitly their meaning has two consequences:

a) By equating liberalism with conservatism they hope to refute liberal
mythology on its own grounds. But it may just work the other way around.
Who is to say if a certain reform measure was a ‘‘genuine reform”’, if it was
progressive, conservative or radical? What are the criteria for ‘‘radical re-
form?’’ Is there such a thing as “‘radical reforms’’ within capitalism? Wein-
stein and Kolko never tell us, letting other radicals haggle over semantics
time and again, never leaving the intellectual battleground of liberal society.

b) The conservatism thesis cannot account for the real developments tak-
ing place within the limits of capitalist productive relations. The process of
incorporating the unions into political capitalism certainly served to stabilize
the system in the long run, i.e. was ‘‘conservative’’, but that does not exlain
why the capitalist class' perceived a need to incorporate the economic organ-
izations of the working class at a certain point in time. The Clayton Act, for
example, though genuinely conservative in nature, like all laws, had the
important dimension of exempting the unions from the anti-trust laws, thus
softening AFL-antistatism and paving the way for high-level cooperation.

Weinstein gets much closer to the causes of government interventionism
when he points to the growing threat emanating from the working class.
Besides focusing on the attraction of socialist ideology and the growing vote
for the Socialist Party (Weinstein’s main emphasis) one would have to
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analyze the economic and political effects of the increasing frequency and
intensity of class conflict during the Progressive Era (14). The pre-war,
sporadic growth of the IWW, addressing itself to an immigrant proletariat,
may be just as indicative of this ‘‘threat” as the growing socialist vote.
Further economic analysis would show a rise in unemployment and idle pro-
ductive capacities up to 1915, pointing to the kind of economic stagnation
that Baran and Sweezy refer to as “‘lack of surplus absorption’’ (15).

3. Kolko explains only the original need for government intervention in
terms of economic necessity; the degree of government involvement is
treated as a function of power politics on the lobbying level. One is left
guessing as to why certain reforms were enacted at a given time, for ex-
ample, before the World War, but not after. Instead, there was a return to
the much more indirect politics of business favoritism and anti-union
crusades. Why was the war-time ‘‘fulfillment” of corporate liberalism not
continued in the Twenties? Had Kolko extended his own analysis of the
merger movement and the financial institutions by applying this fruitful ap-
proach to the areas of unemployment, rates of profit, productive capacities,
credit, expansion abroad etc.; had he indeed looked at the movement of
capital and its social and political consequences, much could have been
gained for understanding the roots of progressive reform measures. One
might also have gained a better understanding of the political and economic
conditions underlying the process of cooptation that both Weinstein and
Kolko stress. For them this means essentially the recurring victimization of
“‘honest-to-God’’ liberals and radicals, but they do not tell us why the
American Left continues to fall into the corporate liberal trap.

4. Since the authors make no attempt at a differentiating class analysis,
they are not able to distinguish between the capitalist class as a whole with
its collective interest and the specific interests of different industries,
branches, financial institutions etc. They do not make clear how a certain
industry or industrial combination, such as the Steel Trust, comes to
communicate its interest in federal regulation to its competitors and to
capitalists in other industries. When and why does the interest of a particu-
lar firm or industry turn into class political action through the use of
government machinery?

Kolko and Weinstein’s corporate liberal elite appears to be a self-suf-
ficient entity, unconnected to its class basis, pursuing its political strategy,
eventually convincing the more backward elements of the business com-
munity of the value of its idea of shaping the capitalist state in their own
image. It is open to question, however, how representative a group such as
the National Civic Federation really was of business as a whole or even of
the great corporations. It is doubtful if it ever articulated more than the
political sentiments of a select group of individuals who, though high-
minded in their public talk of class harmony, industrial peace and social
responsibility, also tended to act in accordance with their immediate class
interest in rejecting and repressing both strikes and unions.
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Again: the absence of a theoretical conceptualization of the role of the
state in capitalist society prevents Kolko and Weinstein from seeing the (not
only theoretical) possibility of a need for state intervention against specific
capitalist interests, though in the interest of the capitalist class as a whole.
Since they perceive an overall ideological affinity of political and economic
elites, leading to an identity of political bureaucracy and economic power
structure, conflicts within the ruling class tend to be ignored by the authors.
Thus, any reform measure that was vaguely ‘‘in the corporate interest’’, can
be imputed to a ‘‘conscious strategy’’ (16). Those business leaders clearly
not part of the corporate liberal consensus, such as those organized in the
powerful National Association of Manufacturers, are ignored by the authors
(17), since their historical function, at best, was to impede progress, delay-
ing the institutionalization of corporate liberalism until the ‘‘New Deal’’,

5. Most striking is their disregard of economic crises as turning points for
state intervention. Kolko sees government reform measures as a response to
the capitalist interests of stability, predictability and security. These general
interests seem to be a function of the particular needs of individual indus-
tries or corporations analyzed by Kolko. Politico-economic reforms thus
appear to be the result of advanced business interests lobbying for some
form of pre-crisis, status-quo oriented intervention. The ruling elite uses re-
forms to transfer economic difficulties into the political sphere in the at-

‘tempt to neutralize conflicts and to prevent potential crises.

Here it becomes clear that the authors’ failure to conceptualize contradic-
tions and class conflict on a theoretical level impedes the understanding of a
vital feature of state interventionism: the reproduction of economic antagon-
isms in the political domain (18). If the state is an instrument of capitalist
hegemony, as I assume Weinstein and Kolko see it, it is nevertheless a part
of capitalist society and not free of its contradictions: the basic conflict
between labor and capital, the competition between individual capitals, the
rivalry between capitalist nations, the uneven development making for re-
curring world economic crises. All these conflicts may increasingly manifest
themselves within the sphere of the interventionist state, its bureaucracy,
agencies and commissions. A government attempting to regulate conflict
and to nationalize crises and losses reflects, as Kolko and Weinstein have
shown, the success of the corporate elite in shaping the state in its own in-
terest. Beyond that, it signifies the recognition of the working class as a
political force. The incorporation of this main antagonistic force into the
capitalist state at once gives the state more power and makes it more vul-
nerable.
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James Weinstein, The Corporate Ideal in the Liberal State (Boston, 1968), ch.5.
Ibid.; pp. XIand XV.

Kolko, op. cit., pp. 283 and 284.

Ibid., pp.289 and 291,

. See Hans J. Morgenthau in New York Review of Books, June 29, 1969, and obert
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10. Weinstein, op. cit., pp. 2562-253, emphasis mine.

11. Heinz-Gerhard Haupt and Stephan Leibfried, ‘‘Marxian Anaylysis of Politics or
Theory of Social Change?: Toward a Marxian Theory of the Political Domain,”
Politics and Society, vol. 3, no. 1 (Fall 1972), p. 40n.

12, This tendency to personalize and typologize has been inherited from William A.
Williams who defines corporate capitalism in his introduction to A New History of
Leviathan, Ronald Radosh and Murray Rothbard (eds.), (New York 1972), p. 3:
‘‘American corporate capitalism is an extremely powerful instrument consciously
designed and laboriously created to control human and natural resources within very
clearly understood limits, and to use those materials for purposes very largely defined
by a tiny majority of the population.’’

He divides the corporate reformer into four types: the modern business director, the
intellectual, the politician and reformer. (pp. 3-6).

13. For the analytic uselessness of an indiscriminate broad definition of ‘‘conserva-
tism’’ see Klaus Epstein, ‘‘Three Types of Conservatism,’’ in: Melvin Richter (ed.):
Essays in Theory and History, An Approach to the Social Sciences (Cambridge, Mass.,
1970), p. 106:

“The definition of conservatism as any defense of the status quo, irrespective of the
substantive nature of the status quo, is too broad to be useful; under it, all ruling groups
which seek to preserve their power —and what ruling group does not?—would be conser-
vative, including successful revolutionaries...”

It should also be pointed out that such a conservative historian as Rowland Berthoff
recognized the conservative nature of ‘‘Progressivism,’’ so Berthoff in ‘‘The American
Social Order: A Conservative Hypothesis,”’ Americar Hisotrical Review, LXV 8 (April
1960), p. 510:

*Thus the Progressive movement, though undertaken to liberate opportunity for the
individual, tended rather to encase it in new regulatory institutions over and alongside
the objectionable institutions. This proliferation of iterlocked institutions was a conser-
vative counterrevolution."’

14. James Weinstein, The Decline of Socialism in America 1912-1925 (New York,
1969) does not relate the growth of the Socialist Party to the economic and social strug-
gles of the American workers.

15. Historical Statistics of the United States, p. 73 and Paul A. Baran and Paul M.
Sweezy, Monopoly Capital, An Essay on the American Economic and Social Order (New
York, Monthly Review Press, 1968), pp. 227-234.

16. Weinstein's repeated use of terms such as ‘‘conscious design’’, ‘‘conscious
i:reation”, “‘strategy’’, indicates his basic voluntarism, which, in 1964, led him to specu-

ate:

‘Secondly, they (the corporate liberals) gained control of the neo-populist movement
and succeeded in making clear the difference between a program of ‘social reform’ and
the socialism of Debs, thereby greatly reducing the appeal of socialism among a wide
range of middleclass reformers.”

d. Weinstein, ‘“The Unreluctant Dragon,”’ Review of Kolko, The Triumph, in The
Nation, April 20, 1964, p. 398.

17. Thus, Robert Wiebe’s criticism of Kolko seems justified:

*Leaving his eleite undefined, Kolko handles the business community like an accordian,
expanding it in areas of agreement and contracting it in areas of disagreement.’’
R. Wiebe, Journal of American History, June 1964, p. 122,

18. See Elmar Altvater, ‘‘Notes on Some Problems of State Interventionism,’’
Kaopitalistate 1 and 2, his earlier articles in Probleme des Klassenkampfs, as well as
Wolfgang Mueller and Christel Neusue, ‘‘Die Sozialstaatsillusion und der Widerspruch
von Lohnarbeit und Kapital’’, in: Sozialistische Politik, 6/7 June 1970,

LIPS

POLITICAL NOTICES

This is a new section in KAPITALISTATE. Selections are made from news
items that come to our attention.

1] Repression & Dictatorship in South Korea: The following notes are
excerpted from Korea Link, a new bimonthly newsletter by the Committee
for the Support of Human Rights in South Korea. {(P.0. Box 1001, Palo Alto,
Ca. 94302). Park’s Dictatorship: If South Koreans knew what a storm of
protest has been stirred up in the U.S. over domestic intelligence gathering
by the U.S. Central Intelligence Agency, they couldn’t help but laugh. The
South Korean CIA, patterned and trained after their American counterparts,
operates as an all powerful secret police force—following, arresting, and
torturing thousands of Koreans because they criticize the President, Chung
Hee Park, now in his 14th year of office.

In the past six years, there has been considerable protest over political
freedom and economic conditions. Protest has come from many types of peo-
ple: students and teachers; Christian ministers, congregations and church
youth; the chief opposition political party (New Democratic); the press,
workers; and slum-dwellers. In response, Park has imposed martial law,
changed the constitution and ordered mass arrests, torture and imprison-
ment—all the while consolidating his power. Park has created ‘‘provoca-
tions”” from North Korea to divert attention to external ‘‘threats’’ and to
rationalize further domestic repression.

The roots of dictatorship and protest stem from the shape of Korean econ-
omic development. A few financial oligarchs, in alliance with the military,
completely monopolize the Korean economy. ‘‘For their benefit,”” Korean
workers are sold to U.S. and Japanese multinational corporations; farms are
emptied and urban slums filled to provide cheap, plentiful labor in the fact-
ories; and the Korean economy becomes mainly an ‘‘export platform’ for
consumer goods bound for the U.S. and Japan. Strict anti-labor laws, wages
that are among the lowest in the world and sweatship working conditions
make up Korea’s course of ‘‘industrial genocide.”

South Korea’s economic development is very unfealthy. In 1973, it
imported almost $1 billion more than it exported, despite a phenomenal
manufacturing export growth rate. Japan is the largest investor in South
Korea with $468 million in direct investments, followed by the U.S. with
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$185 milliion (July, 1974 A.LD. figures). U.S. investments are in oil refiner-
ies, chemicals, electronic components and automotive industries. More than
Y of all U.S. clothing imports now come from South Korea. U.S. multi-
national corporations have terminated hundreds of thousands of blue collar
manufacturing jobs in the U.S. over the past 10 years and moved them to
low wage and tax havens like South Korea,

In April 1974, Park declared a new Emergency Measure (No. 4) which
made it a crime punishable by death or not less than 15 years imprisonment
for any student ‘‘who engages in any political activity; defames the action of
the Education Minister in either expelling a student, dissolving an organiza-
tion or abolishing a school to which violators of the measure may belong;
refuses to attend classes or exams without justification; or communicates
with or is a member of the National Federation of Democratic Youth and
Students or any related organization.”” Under this threatened death penalty
for cutting classes an estimated 4000 people were arrested within two
weeks. Trials held last summer resulted in death sentences for 14 persons
(later commuted to life imprisonment for 5 persons), life imprisonment for
15 persons, and 15-20 years for 26 others, including 2 Japanese journalists.

2]} The Case of Olga Talamonte. Olga Talamonte, a former student at the
University of California, Santa Cruz is the third American since October
1974 to have been arrested and tortured in Latin America. In the other two
cases—one each®in Brazil and Chile—the State Department was instru-
mental in securing their immediate release. However, Olga has been held
since November, 1974.

The Argentine government, like the governments of Chile and Brazil, has
denied charges of torture and political repression, as it tries to maintain an
international image of stability. In the case of Chile, however, public pres-
sure brought about a full investigation of torture by the Organization of
American States which recently published a 175 page report which docu-
ments that, in fact, all the allegations of torture were true. It is crucial that,
given the extreme political repression currently being carried out by the
Argentine Government, that all of those concerned with the safety of Olga
and other prisoners, continue to demand that the U.S. State Department
work for her immediate release and initiate a full investigation of the
charges of torture.

Letters demanding Olga’s release can be sent to: 1) Hon. Hector, Argen-
tine Embassy, 1600 New Hampshire Ave., NW, Washington, D.C.. 2( Pres-
ident Gerald Ford, Attention: Mr. Fernando de Vaca, Office of the Presi-
dent, Washington, D.C.. 3) Ambassador Robert Hill, U.S. Ambassador to
Argentina, U.S. Embassy, Buenos Aires, Argentina. 4) Representative
Norman Minetta, Capitol Hill, Washington, D.C.
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