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The General Picture
CIGDEM KURDAS

In 1978 the Union for Radical Political Economics published a collection of readings
titled U.S. Capitalism in Crisis. Since 1978 economic malaise has become chronic and
radical analyses of crisis have advanced significantly. This book and its companion
volume, Through the Safety Net, present a broad selection of recent studies on the nature
and causes of the current economic impasse. Like the 1978 book, these are intended for
use in undergraduate college courses. To this end various important time series are
assembled in a statistical appendix. There is also a general bibliography, containing all
references from the essays, at the end of the book.

Capitalist economies worldwide have faltered since the early seventies, and the United
States is prominent among the troubled economies. In the 1960s the real value of goods
and services produced by industrial nations grew annually by 5 percent. This growth rate
fell to below 3.5 percent in the seventies, and going by the experience so far, it is below
2.5 percent for the eighties. All major industrial countries have been experiencing lower
growth rates (Council of Economic Advisors 1987:104, 368). We are witnessing an
ongoing slow-down that cannot be ascribed to external shocks and isolated incidents;
judging by its persistence and spread, the reasons for the slowdown are deep-seated. It
has become commonplace to point to the drooping growth rate, to burgeoning debts and
bankruptcies, etc. and draw parallels with the 1920s. More and more observers are
giving an affirmative answer to the question ‘‘Can another Great Depression happen’’?
Conventional economics still sees nothing but temporary dislocations that will sort
themselves out more or less automatically if left alone. This book presents an alternative
perspective, one that seeks to understand the logic of capitalistic growth. Looked at from
this standpoint, the experience of the last decade becomes part of a historically evolving
pattern, rather than the passing disturbance mainstream economists tend to see.*

The unemployment situation provides dramatic evidence of structural change in the
economy. The highest annual civilian unemployment rate recorded for the sixties is 6.7
percent, the lowest unemployment was 3.5 percent. For the seventies the highest
unemployment rate is 8.5 percent, the lowest 4.9 percent. In the eighties the highest
civilian unemployment stands at 9.7 percent, and the rate barely went below 6 percent
(Council of Economic Advisors 1987:285).! Orthodox economics sees this mainly as a
result of changes in the composition of the labor force, due for example to the increasing
participation of women — an unsubstantiated, indeed highly shaky explanation.? Such
changes, it is claimed, have raised the ‘‘natural rate’’ of unemployment, so that
joblessness at what is defined as ‘‘full’” employment is higher than it used to be.

*Editors” Note: As this book was going to press, the financial panic and stock market collapse of
October, 1987 was in progress. All the Chapters were completed well before these events, which
serves to reinforce and illustrate the works of the authors.

-
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As unemployment rose, real hourly earnings for those who do have jobs fell. Whereas
throughout the sixties workers’ hourly earnings in real terms had grown consistently year
by year, in the seventies they fell in some years and increased at less than 1 percent in
other years (Council of Economic Advisors 1987:292). From 1980 to 1986, real hourly
earnings fell in four out of a total of seven years. Rounding out the bleak picture of high
unemployment and low earnings, poverty became more widespread. The percentage of
individuals living below the poverty level had fallen continuously through the sixties. In
1979 it stood at 11.7 percent of total population. By 1983 it had risen to 15.2 percent. It
was slightly lower in 1985, but still higher than it had been through the previous decade
(Council of Economic Advisors 1987:278). The actual number of people living in
poverty, as officially defined, was 35.3 million in 1983, 33.1 million in 1985.

For the United States, the years from 1982 to 1986 have also been marked by a huge
trade deficit; an unusual phenomenon for this country. In these four years the deficit went
up to $160 billion in 1986. The United States is becoming the world’s largest debtor.
Felix Rohatyn (1987), the well-known investment banker and market observer, writes:
‘“The Untied States today is headed for a financial and economic crisis,’” a crisis that will
be coming upon a very fragile international finance structure. Less Developed Country
debt now stands at more than $1 trillion.

In spite of these developments, mainstream thought by and large takes a complacent
view of the economic picture, and preaches the virtues of automatic market forces.
Unimpeded adjustments of prices, wages, interest rates and currency values are expected
to boost investment, to shrink the trade deficit, and push the economy to full employ-
ment. According to this view the problems are due to outside shocks, such as the OPEC
oil price hikes, or have been inflicted upon an essentially smooth-functioning market
economy by bungling public policy makers. Typically, most of the problems are
attributed to the federal budget deficit. The budget deficit, and public debt, have indeed
reached unprecedented sizes. But the question, ignored by the mainstream, is whether
this is cause or effect. Viewed simply as a political mistake, the deficit appears as an
external instigator of economic trouble. Alternatively seen as a response to conflicts and
paradoxes inherent in the economic system itself, the deficit is a symptom, and perhaps a
short-term solution. Radical economics looks for the internal roots of such phenomena as
unemployment, debt, trade and budget deficits, rather than attributing them to exoge-
nous factors.

The question of productivity illustrates the conservative position. Slower Gross
National Product growth reflects the slowdown of productivity growth. The Council of
Economic Advisors emphasizes that ‘‘productivity growth is the main determinant of the
economy’s long-run capacity to generate increases in real living standards’’ (Council of
Economic Advisors 1987:45). Labor productivity grew at a robust average annual rate of
2.8 percent from 1948 to 1973 in the United States. This rate fell dramatically in the
seventies and eighties, it now averages around 1 percent a year. What is behind the
decline? In the same Economic Report of the President the Council (1987:47) concedes
that ‘‘a large portion of the decline in productivity growth remains unexplained.”
Nevertheless, the administration is firm in its belief that a good way to strengthen
productivity is to do away with ‘ ‘unnecessary’’ regulation. Thus, regulations designed to
reduce hazards from consumer products, to ensure workplace safety, and others con-
cerned with controlling environmental damage, have been and may continue to be
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weakened. Again, automatic market mechanisms are supposed to be sufficient to
minimize such hazards. Whether or not removing safeguards will help boost productivity
and competitiveness is not clear. Another outcome however is: we will be obliged to live
in a riskier world. The Occupational Safety & Health Act and the Food & Drug
Administration rulings are being attacked, worker compensation for job injuries ques-
tioned, pollution control criticized as producing insufficient benefits to meet its costs.?
Deregulation and other policies made work, consumption, and even breathing more
dangerous.

In the past, capitalist economies have emerged from economic crises substantially
altered. New structures came into being in response to the conflicts and problems which
could not be resolved with existing arrangements. For example, the 1930s Great
Depression left in its wake increased state participation in the economy. We are again
going through a period of change, the existing institutions are unable to deal with the
stalling growth engine. Policies which worked in the fifties and sixties, institutions
which used to be bulwarks of a stable, growth-oriented economy are no longer effective.
Monetary policy is unreliable (Council of Economic Advisors 1987:63). The bulging
federal budget is not flexible enough to be used in pursuing macroeconomic goals. The
over-extended banking system is in a precarious state. The number of *‘problem banks,’’
according to the U.S. Federal Deposit Insurance Corporation, went from 368 in 1977 to
1,140 in 1985 (U.S. Department of Commerce 1987:483). Industrial labor unions, once
successful in winning better pay and work conditions, have lost ground. At the interna-
tional level, there are no effective arrangements to deal with trade imbalances. Policy
makers are tottering between free trade ideology and half-hearted protectionism. To
complicate matters even further, manufacturing industries are re-locating on a global
scale, and moving away from the United States.

Getting back on to a successful growth path may necessitate changes on several fronts,
and the contours of the new organizations, policies and relationships are not even clear
yet. At any rate, these may very well turn out to foster further accumulation of capital at
the expense of the population at large, as in the case of looser environmental safety
standards. Our world is being re-made, and not necessarily to our advantage. What we
can do is to demand a say in the re-making, and for this we need to understand the causes
and nature of the breakdowns in capitalist growth. The essays in this volume point the
way to such an understanding. Taken together they help make sense of shifts not only in
the economic landscape, but in the political and social environment as well.

Radical explanations of crisis fall into three broad categories. The traditional Marxian
explanation focuses on technological change and its impact on profits. By contrast,
according to the stagnationist school, restricted aggregate demand is responsible for the
dwindling growth rate. Another approach stresses the role of class conflict in the
accumulation process; a more recent version of this centers around the idea of social
structures of accumulation. Part 11, on theories of crisis, contains papers representing all
three approaches. The next section then provides empirical perspectives on key vari-
ables, including the rate of profit. Part IV, on the international aspects of the crisis,
tackles such issues as the world debt and protectionism. Finally, Part V looks at state
policies, both fiscal and monetary, and evaluates the conservative measures of the 1980s.
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NOTES

1. Total, as opposed to civilian, unemployment is slightly lower.

2. Lawrence H. Summers (1986:339-384) shows that this explanation does not hold up empir-
ically.

3. Chapter 6 of the Economic Report (1987) concludes: ‘‘In many cases, government control of
risk is neither efficient nor effective. Markets accommodate individual preferences for avoiding

risk’’. .. (p. 207).
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Theories of Unemployment

ROBERT CHERRY

All macroeconomic models assess the ability of capitalism to maintain full employ-
ment. Conservative models suggest that the self-regulating properties of labor markets
should be relied upon to guarantee full employment. Moreover, these models often imply
that well-meaning government policies are likely to have serious long-term negative
consequences even when they appear to have some short-run benefits.

Keynesian models have historically provided the theoretical underpinnings for activist
macro-policies. All Keynesian models assume that labor markets operate imperfectly
and if left to themselves, they would not equilbrate quickly; unemployment would
persist. However, there has always been two distinct strains within the Keynesian
tradition. One group, sometimes called ‘‘prime-pumping’’ or liberal Keynesians, be-
lieve government manipulation of aggregate demand would be sufficient to overcome
market imperfections. This group has been very influential in the United States, always
providing the chief economic advisors to Democratic presidents. The other group,
sometimes labeled post-Keynesians, contend that market rigidities are too widespread to
be overcome by simple demand management. These economists contend that govern-
ment planning, particularly of the distribution of income, is necessary if long-term stable
growth is desired. Since the mid-1970s liberal Keynesians have moved closer to the
conservative view, possibly in an attempt to maintain their influence within the Demo-
cratic Party. This increased differences between the two groups of Keynesians.

This paper will detail the structure of conservative and liberal Keynesian theories of
unemployment. It will demonstrate that both viewpoints offer explanations of the labor
market which are either inadequate or incorrect. More importantly, both viewpoints
rationalize the inability of capitalist economies to provide sufficient jobs for everyone
who desires employment. The paper will present alternative radical views which provide
a background for subsequent papers in this reader.

CONSERVATIVE VIEWS

Conservatives assume that all markets are self-regulating: prices will adjust quickly to
bring about an equilibrium between supply and demand. In the labor market, this implies
that if there is deficient demand — involuntary unemployment — wage rates will adjust
until demand equals supply. Since there are already sufficient jobs available, neither
government fiscal nor monetary policies is capable of reducing this ‘‘natural’’ unem-
ployment rate. Their only impact would be to shift the distribution of employment
between private and government-produced goods or between capital and consumer
goods. When the supply of, and demand for, jobs equilibriate, there still will be
individuals counted by the government as unemployment; economists label this as the
“‘natural’’ rate of unemployment.
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Voluntary Unemployment

Conservatives have developed job search theories to explain why unemployment
exists even when there are sufficient jobs for all those seeking employment. Due to a lack
of complete information, instantaneous matching of jobs and workers is impossible. As a
result, individuals job search before accepting available jobs. These individuals weigh
the cost to them of additional unemployment against the expected benefits from further
job search. Since these individuals are engaged in active job search, the government
counts them as unemployed even though they could have accepted an available job.
Conservatives contend that government transfer payments, by lowering the cost of
unemployment, increase the length of time individuals will continue to search in the
hopes of finding a better job than they have already been offered.

Conservatives contend that the rising national unemployment rate — from 4 percent in
the late 1960s to 7 percent by the late 1970s — reflected the growth in the size of the work
force comprised of groups (married women and youth) who had weak labor force
attachment or found government subsidies (welfare and unemployment insurance)
preferrable to continuous employment. Conservatives also contend that general prosper-
ity and the growth of multi-wage earning households has influenced job search behavior.

In the past, when unemployment meant households lost their entire income, many
individuals were forced to accept any available job. This was especially true when
households had little savings and no access to short-term credit at reasonable rates. In
contrast, the growth of multi-wage earning households implies that unemployment will
not cause households to lose their income so that individuals can afford to search longer.
In addition, households now have more assets and greater access to short-term credit than
ever before, making it possible for individuals to maintain living standards without being
forced to accept jobs they consider undesirable. From this perspective, a rising ‘‘natu-
ral’’ rate reflects prosperity — individuals can ‘‘afford’’ to remain unemployed longer!

According to conservatives, if some groups experience low employment rates or
unstable employment, it must reflect their preferences. For example, conservatives
suggest that due to personal preferences, black youth have low employment rates.
Feldstein and Ellwood (1982) reject the view that black youth employment difficulties
reflect an inability to find jobs. They cite data which indicates that few black youth suffer
long spells of unemployment. They characterize the small group who do experience
long-term difficulties as those without education or proper cultural backgrounds. Indeed,
Feldstein and Ellwood contend that within this group, nonemployment reflects their
choice to live at home rather than work. Others contend that black youths are unwilling to
accept employment because this would cause them to lose welfare and other income
transfers.

Feldstein (1973) has also claimed that unemployment among low-wage working
adults ‘‘cannot be solved by increasing aggregate demand in order to create more jobs.
There is no evidence of a shortage of jobs for this group.’’ He stressed that unemploy-
ment insurance was a subsidy to idleness, especially for married women with working
husbands. He estimated that these women could obtain almost the same net income from
unemployment insurance as from working.

Feldstein claimed that not only did unemployment insurance provide an incentive for
women to seek unstable employment, it provides an incentive for firms to organize
production to serve these preferences. Firms realize that they could pay lower wages if
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they organized production in a discontinuous rather than continuous fashion. From this
perspective, the presence of women working at jobs which pay low wages and have
unstable working conditions is a result of their preferences rather than their exploitation.

Ineffectiveness of Government Stabilization Policies

Conservatives believe that government stabilization policy can be costly: attempts to
lower unemployment rates would generate higher inflation rates and lower savings rates.
However, sometimes conservatives admit that the adjustment process to market clearing
wages is imperfect. This would seem to indicate that government stabilization policy —
temporary macroeconomic stimuli — could be effective at increasing the speed by which
the economy reestablishes full employment. However, conservatives reject stabilization
policy for a number of reasons.

First, conservatives suggest that the inability of wages to adjust rapidly to market
clearing levels often reflects the adverse effects of certain government policies: mini-
mum wage legislation and support of unions. Since these policies limit the ability of
wages to be reduced, unemployment in covered labor markets persists when labor
demand is deficient. Eventually, workers will shift out of unionized labor markets and
markets covered by minimum wage requirements so that the unemployment effects will
be mitigated. Wages in the non-unionized and uncovered sectors will decline until these
displaced workers are employed. However, since the adjustment process is prolonged,
the period of less than full employment would be extended.

Second, conservatives contend that stabilization policies may not be effective. If the
stabilization policy chosen is temporary tax cuts then the increases in disposable income
would be temporary. According to Milton Friedman’s permanent income hypothesis,
households will adjust consumer spending only if there is a permanent change in their
disposable income so that temporary tax changes would not stimulate spending.

Conservatives also believe government discretionary spending is ineffective. Discre-
tionary spending requires that this would require the gathering of information, a legisla-
tive process, and implementation procedures. Thus there would be an extensive time lag
between the beginning of a downturn and the implementation of government spending
stimuli. Moreover since the projected impact reflects an estimate of the size of the
income multiplier, the effects are not known with perfect foresight; the economy could
overshoot or undershoot targets. Thus, discretionary fiscal policy may very well have
more potential problems than if government relied upon self-regulating mechanisms.

Many of these time lags and information inadequacies would be eliminated if govern-
ment stabilization policies could follow institutionalized rules rather than require discre-
tionary legislation. Indeed, government unemployment insurance is but one example of
automatic stabilizers. However, conservatives believe that even automatic stabilizers
would be ineffective. Rational expectations models appear to demonstrate that indi-
viduals are able to neutralize the anticipated impacts of government spending rules. For
example, if the public was aware that in response to an economic downturn federal
spending would be increased, they would have already adjusted their spending, invest-
ment, and savings decisions to take into account the impact of government stabilization
policies. In this case, the fiscal stimuli would not have any further effect on private sector
decisions. As aresult, government stabilization policy can only be effective if it is hidden
from the public; only if the government ‘‘fools’ the people.
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MAINSTREAM LIBERAL VIEWS

Liberal Keynesian economists believe that stabilization policies do not suffer the
limitations conservatives stress and that the costs associated with relying upon self-
regulating mechanisms are greater than conservatives envision. Liberal Keynesians also
believe that various microeconomic policies can help reduce long-term employment
problems.

Labor Market Adjustments

Liberal Keynesians note that there are substantial impediments to the downward
adjustment of wages other than minimum wage legislation or unions. Skill requirements
make it difficult for workers to adjust rapidly to changing labor demand. Even if there is
an excess demand for certain types of workers and an excess supply of other types of
workers, imbalances may not correct due to differences in skills between the two groups.
Similarly, if labor demand increases in one area while unemployed workers reside in
other areas, imbalances will persist in the absence of government policies. Thus, skill
and locational mismatches limit the effectiveness of self-regulating mechanisms.

The usual explanation given for the rapid decline of prices in the presence of excess
supply is that suppliers will run sales on unsold merchandise and buyers would seek out
the lowest possible price. Liberal Keynesians do not believe this is realistic in many labor
markets. They cite cultural factors which limit the degree to which workers can compete
among themselves for available jobs. Workers look unfavorably when others attempt to
take their jobs away by offering to work at lower wages. Thus even when firms are
unconstrained by union or government regulations, ‘‘acceptable’” behavior codes limit
their ability to fire employees in order to hire others at lower wage rates.

Custom also limits the ability of firms to reduce wages of current employees. Workers
become accustomed to a certain living standard and will fight fiercely against any attempt
to undermine it. Wages also indicate the relative standing of individuals within society so
that workers are concerned with the way their salaries compare to other reference groups.
Liberal Keynesians suggest that it is extremely difficult to upset wage contours —
patterns which describe the wage differentials among workers — even when deficient
labor demand for certain groups of workers persists.

Liberal Keynesians also emphasize that firms may have other reasons not to fire
workers during periods of excess labor supply. Firms fear that when they would be
rehiring during upturns, their most productive laid-off workers may have found other
jobs. Thus, for career oriented workers, firms that have the most temporary layoffs will
over time have the least productive workers within the industry. As a result, firms will
have an economic incentive to maintain employment above production requirements
during downturns in order to guarantee the long-term employment of their most skilled
workers. Economists characterize this as ‘‘labor hoarding.”’

Firms have additional reasons to favor employment stability even when short-term
considerations indicate lay offs and wage reductions. Many firms provide on-the-job
training to workers which is costly. During the training period, firms pay workers more
than their productive worth but expect to recoup their outlays over the subsequent tenure
of trained workers. By maintaining employment despite reduced production require-
ments, trained workers gain employment security and would be more likely to remain
with the firm after obtaining the necessary on-the-job training.




Cherry: Theories of Unemployment 11

Empirical Disagreements

If only a small wage decline was necessary to generate a substantial increase in labor
demand then government should encourage both workers and firms to accept wage
declines and temporary layoffs. The modest costs to individual workers and/or firms
would be more than compensated for by the increased overall efficiency of labor
markets. Indeed, many conservatives believe that labor demand elasticities are large
enough to warrant this approach. However, liberal Keynesians (Solow 1980) have little
faith in the large elasticity estimates conservatives generate from aggregate production
functions. Instead, they emphasize direct labor demand elasticity estimates which are
quite low. According to these estimates, workers could eliminate unemployment only by
accepting dramatically lower wages — wages which would reduce significantly their
yearly income. Even if self-regulating mechanisms generate sufficient jobs, we would be
replacing unemployment with increased poverty and dramatically lower living stan-
dards.

Liberal Keynesians believe empirical evidence supports the view that individuals form
their expectations from past observations rather than by predicting future impacts of
anticipated policies. Besides empirical shortcomings, liberal Keynesians believe rational
expectations models are inconsistent with optimal information models, rely on ad hoc
asymmetric assumptions, and have difficulty incorporating important aspects of the
capitalist production process. If individuals form their expectations based upon past
observations then they will not be able to quickly adjust to economic fluctuations.
Moreover, formal and informal contractual obligations are not easy to adjust in the
shortrun so that wage and employment decisions can only respond with contract expira-
tions. Since the private sector can only respond slowly to economic fluctuations,
stabilization policies can be effective.

Macro-Policy Limitations

We have seen that liberal Keynesians believe unemployment can persist longer and
believe stabilization can be much more effective than conservatives think. While they
sometimes use other terms, such as the nonacceleration rate, they too believe microeco-
nomic factors limit the extent to which these policies can permanently reduce unemploy-
ment. Even when it appears that aggregate demand stimuli lower unemployment rates
below the ‘‘natural’’ rate, liberal Keynesians do not favor such policies. They argue that
large long-term costs from increased inflation and budget deficits outweigh any small
employment benefits.

Some liberal Keynesians even agree with conservative claims that lower unemploy-
ment rates can not be maintained. They claim that as a result of the inability of workers to
adjust their wages quickly, if a spending stimuli causes an unanticipated price increase,
real wages will decline. As a result, firms expand their production. However, once
workers are able to adjust their money wages, production returns to its previous level and
the ‘‘natural’’ rate is reestablished. Thus, the spending expansion causes inflation and
budget deficits to rise but does not even permanently lower unemployment rates.

Liberal Keynesians reject the notion that government transfer programs and general
prosperity have undermined work ethics. However, they believe that skill and locational
mismatches have caused the ‘‘natural’’ rate to increase. Liberal Keynesians generally do
not believe macro-policies can reduce these mismatches. Instead, they recommend

-
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government micro-policies: skill development programs to enable more workers to meet
rising entry-level skill requirements and regional planning to eliminate locational imba-
lances.

CRITIQUES OF MAINSTREAM VIEWS

Mainstream models contend that factors on the supply side — workers’ skills,
motivation, and locational preferences — are responsible for the ‘‘natural’’ rate of
unemployment. Critics contend there are few supply-side impediments to reducing
unemployment, if the government has the will to do so. Michael Piore (1978) notes:
“‘Never in the post-war period has the government been unsuccessful when it has made
an effort to reduce unemployment. On several occasions, unemployment has fallen
below the government target.”” According to Piore, government reluctance to reduce
unemployment has been rationalized by claiming that priority must be given to balancing
the budget and/or reducing inflation. Thus, critics claim constraints on aggregate
demand rather than labor supply are responsible for high unemployment.

Unemployment Problems

Critics contend that mainstream economists underestimate the employment difficul-
ties which exist even when the economy is close to its ‘‘natural’’ rate. They note that
official measures ignore discouraged workers and those who are involuntarily part-time
employed. If adjustments are made for those who desire but do not have full-time jobs,
then the unemployment rate would be substantially higher.

Critics also reject the ease with which some mainstream economists minimize the
seriousness of the employment problems women and blacks experience. Feldstein and
Ellwood (1982) claim that except for a small group, black youth experience only short
spells of unemployment. Unemployment spells are short because most youth do not
engage in active job search and drop out of the labor force when not employed. Clark and
Summers contend that a more appropriate measure would be the length of time between
jobs. They find that the median time for black youth is over six months.

Critics also do not believe skill or locational mismatches have much to do with black
employment difficulties. Bennett Harrison (1972) found that the unemployment rate was
the same for inner-city and suburban blacks. Thus, locating blacks closer to the suburban
employment expansion would have little impact on black unemployment rates. Freeman
and Medoff (1982) point out that employment problems are widespread among black
youth. They note thatin 1978 (when unemployment was 6 percent) over 21 percent of all
out-of-school black males, aged 20-24 years old, had no employment in the previous
twelve months; up from 13 percent seven years earlier.

Feldstein’s (1973) image of women in the labor force — individuals willing to
trade-off continuous employment at higher wages for unemployment insurance and
lower wage discontinuous employment — makes little sense today. Since 1965, rising
female labor force participation rates have been associated with declining female turnov-
er rates; women are more permanent members of the work force. This undermines claims
that females seek discontinuous employment. Critics (Lloyd and Neimi 1979) also note
that Feldstein, by ignoring potentials for advancement and fringe benefits, grossly
underestimates the opportunity costs to married women on unemployment insurance.
Finally, European data (Kaufman 1978) indicates that the growth in female labor force
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participation need not result in higher unemployment rates. Thus, there is little reason to
accept natural rate explanations for rising United States unemployment during the 1970s.

Inflation and Budgetary Considerations

Critics believe that the costs of budget deficits and inflation are exaggerated by
mainstream economists. Arguments often draw an analogy with private business to
demonstrate that persistent deficits are dangerous. This comparison makes sense only if
we distinguish between government spending on present consumption from spending on
capital goods. We find no problem when a company borrows heavily to finance a
worthwhile capital spending project; its revenues would grow fast enough to offset its
higher debt servicing costs. We should analyze the government’s borrowing in a similar
fashion rather than simply assuming that additional debt is bad.

If a deficit was generated by spending on capital goods and capital infrastructure, it
would increase the nation’s productive capacity and hence the future income potentials of
households. In this case, the growth of interest payments — to finance the debt — would
be offset by the income growth of households. If this happened then there would be no
increase in the debt burden on households even if the government continued to run
deficits. Only if the government used funds for present consumption would there be a
potential danger; debt would be increasing while earning potentials would be unchanged.

Even if the deficit grows as a result of government spending on present consumption,
there is no automatic danger. As long as the deficit is domestically held, it will reflect
transfer payment among United States citizens. The rise in tax payments necessary to
service the debt will be exactly offset by the rise in interest earnings by government bond
holders. Only if the debt is increasingly held by foreigners would a rising debt cause a
serious outflow of funds.

Some economists contend that deficits cause spending to increase faster than the
ability of society to produce goods. This line of reasoning may make sense if the
economy was full, utilizing its productive resources. However, if idle inputs are present
then there is no reason why deficits should be associated with inflation. Indeed, even if it
would be inflationary this should be avoided only if we believe the costs from rising price
levels is significant.

Just as with deficits, critics contend that inflation concerns are based on myths and
incomplete analyses. Inflation reflects rising prices. But since GNP accounts indicate
that total income must be equal to purchases, total income must rise as rapidly as prices.
Theoretically, everyone’s income could rise just as fast as the general price level in which
case no one would have their real income affected by inflation. It is certainly possible that
inflation has distributional impacts; raising some groups’ incomes faster than the infla-
tion rate while other groups’ income rises at a slower rate. In this case, the unanticipated
impact of inflation generates winners and losers.

Let us identify these winners and losers. In general, banks have historically lost when
there was a rise in inflation rates. They tend to be net creditors and unanticipated
increases in inflation rates enable debtors to payback loans with cheaper money. For
example, the 1979 doubling of oil prices created difficulties for banks. They had
negotiated long-term loans at very low fixed rates and now had to pay much higher rates
for funds they sought. Not surprisingly, banking interests led the fight against inflation

-
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even when it meant reducing aggregate demand and raising unemployment rates. It is
unclear that workers had the same interest in fighting inflation.

Many believe that everyone benefits from lower inflation since wage increases are no
longer eaten away by higher prices. However, this assumes workers could continue to
receive 10-15 percent wage increases while inflation remains low. This impossibility
became clear when workers found that declining inflation rates were followed by
declining wage increases. Moreover, under the guise of fighting inflation, governments
often reduce their subsidies on consumer goods, further reducing workers’ real income.
Though newspapers applauded the ‘‘success’’ of the Israeli and Argentine governments
in stemming inflation, they generally neglected to mention that in both couniries the
result was a dramatic decline of workers’ real incomes; it was the bankers and other
creditors who were the beneficiaries.

RADICAL VIEWS

Both post-Keynesian and radical economists believe that concerns for stemming
inflation or balancing federal budgets are false and the economic problems faced by those
not employed are serious. However, they disagree as to the reason why government
officials do not pursue full-employment policies. Post-Keynesians general believe that
ideological concerns and capitalist shortsightedness keep politicians and their corporate
backers from accepting the benefits from government planning. These economists hope
that in the long run these subjective obstacles will be overcome as the benefits from
government policies will become compelling. In contrast, radicals believe unemploy-
ment persists because it serves the financial and political interests of capitalists.

Radicals contend that the reserve army thesis provides the foundation for explaining
the lack of commitment to full-employment policies. This thesis contends that certain
subgroups in society benefit from the unemployment of others and will attempt to subvert
full-employment policies. Reserve army theories vary as to the nature of benefits
(economic versus noneconomic) and as to the subgroups benefitting (economic elites
versus high-wage workers).

Michal Kalecki and Michael Piore maintain that the primary function of unemploy-
ment is to support political and social stability. Kalecki (1971:140-141) claims that since
full employment undermines labor discipline and the social position of management,
capitalists accept ‘‘unemployment as an integral part of the normal capitalist system.”’
Piore (1978) suggests that government reluctance to pursue full-employment objectives
derives from the belief that such policies would create rising expectations among
workers. Since these expectations cannot be met, the result would be unrest, which
would lead to social and political instability.

Most reserve army theories (Gurley 1971; Boddy and Crotty 1975) emphasize direct
economic benefits. Many radicals contend that the principal beneficiaries are capitalists.
As a result of unemployment, workers must adapt to the objectives of firms. For those
capitalists who employ lower-skilled workers where turnover has little cost, the presence
of areserve army enables them to lower wages. However, even among capitalists who do
not directly hire this type of labor, financial benefits accrue. Capitalist can threaten their
high-wage workers with replacement; more likely the firm may even pay these workers
decent wages but expect them to work long hours and accommaodate their lifestyles to the
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needs of the company. These workers will realize how *‘lucky’’ they are to have good
jobs and accept the company’s perogatives as ‘‘normal.”’

Firms which do not directly employ low-wage labor may also benefit through their
purchases from companies that do. Indeed, some companies may shift part of their
production to these secondary employers in order to gain the benefits from lower costs
without having to employ an exploited work force. Even within high-wage occupations,
firms can benefit by being able to set up differential promotion tracks: women and blacks
will be in the lower promotion track but will remain ‘‘good’’ workers because their
alternatives could be much worse.

While some high-wage workers may be harmed by the reserve army, Herbert Gans and
Frances Piven and Robert Cloward believe that many benefit. In summarizing the history
of social welfare legislation, Piven and Cloward (1971) note that programs have always
been cut back whenever employers claimed that labor shortages would result. Gans
(1967) notes that when unemployment rates are low, privileged classes complain about a
‘‘servant problem.’’

Radicals contend that political factors have been responsible for changes in the size of
the industrial reserve army. They suggest that after World War II, the Western industrial-
ized nations were able to sustain relatively low unemployment rates due to social
contracts between organized labor and the dominant section of big capital. In the United
States, organized labor, after purging leftwing elements, agreed to maintain labor
discipline and refrain from actions that threaten profitability, management perogatives,
and political stability. Big capital agreed to maintain economic growth and low unem-
ployment rates in the unionized sectors.

Increased unemployment during the 1970s reflected a breakdown of these social
contracts. Organized labor was unable to fulfill its part of the contract due to its declining
influence among workers. Capital was unable to fulfill its part of the contract due to the
intensification of foreign competition, which forced a slowdown in the growth rates of
real wages. The rising influence of disenfranchised groups of workers and capitalists
hastened the breakdown of social contracts. Since the 1950s, women and blacks have
demanded a greater share of the economic pie, while medium sized and newer large firms
began to compete for a greater share of economic and political power. The growth of
international competition has limited the perogatives of United States capitalists still
further. Therefore, even if organized labor and big capital desired the maintenance of
social contracts, disenfranchised workers and increased competition would have hin-
dered their implementation.

For all of these reasons, capitalist policies during the 1980s have run counter to the
liberal Keynesian view. Firms have been willing to ‘‘sacrifice’’ long-term stable rela-
tionships in order to cutback on labor costs. Firms have broken unions, demanded
givebacks, and replaced high-wage labor with cheap labor in nonunion plants (outsourc-
ing). The government has also undertaken policies to facilitate the lowering of wages: the
ability to collect unemployment insurance was limited; welfare guarantees have not kept
pace with inflation; and the minimum wage has been frozen at $3.35/hour for seven
years. Changes in these policies had certain characteristics which reflected the style of
the Reagan Administration. However, radicals stress that these policies began during the
Carter years and were supported by the capitalist class in an attempt to improve
profitability and reinstitute social acceptance of management perogatives.

-
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CONCLUDING REMARKS

Articles in this book will explore various aspects of the growing problems capitalists
faced beginning in the 1970s and the effectiveness of the various strategies undertaken.
Many of these articles offer contrasting and sometimes conflicting assessments. Howev-
er, all begin from the same perspective: capitalism can only be understood as a system
which must maintain political and economic control in the hands of capitalists whose
interests and objectives are often in conflict with the interests and objectives of working
people. All these articles assume that capitalism is incapable of maintaining full employ-
ment unless the powers and perogatives of capitalists are severely restrained.
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An Introduction to Radical Theories of Economic Crisis
JAMES N. DEVINE

INTRODUCTION

On April 20, 1987, after several years of alleged economic recovery, a Business
Week’s ‘‘special report’” on the United States economy pointed to faltering real growth,
falling living standards, widening income inequalities, and the increasing debts of
consumers, corporations, and the government. Notable is its title: ‘‘Can America
Compete’’? Gone are the days when the United States could stand aloof from the world
economy and enjoy nationally-based prosperity. The world is no longer dominated by the
economic might of the United States. Rather, we see intense international competition
and uncertainty. In December 1986, looking from another angle, the Third World
business magazine South warned us to ‘‘Stand by for the Crash’’ as the United States
responds to its increasing debt to the rest of the world by cutting its imports and
expanding its exports, intensifying and widening the current world depression. To
banker Felix Rohatyn (1987:3), the question is, not if ‘‘a financial and economic crisis’’
will occur but ‘‘when and how,’’ despite some short-term signs of prosperity.

To understand the predicament of the last fifteen years, to go beyond the superficial
coverage of the business press, we must first move to a more theoretical level. Radical (or
leftist) economists use several theories to analyze the social and economic system,
including Marxian, feminist, anti-racist, Keynesian, and institutionalist ideas. But to
decipher the quagmire of the 1970s and 1980s, it is Karl Marx who promises insights into
“‘the laws of motion’’ of capitalism (1967a:10).

This paper surveys both Marxian crisis theory and modern leftist contributions to our
understanding of how economic disaster can result from the workings of capitalism.
Rather than presenting a rigorous analysis of the impasse of the late 1980s, however, this
paper presents some theoretical perspectives. For more down to earth analyses of the
current economic bind, see the other articles in this volume.

Before starting with theory, “‘crisis’> must be defined. To Marxists, a crisis is a major
and threatening disruption of the growth of a social and economic system, usually
generated by that system itself. There are two main types. First, there are short-term or
cyclical crises, such as the 1980 and 1981-82 recessions. Second, there are long-term or
structural crises — often leading to deep political and social stalemates — such as the
Great Depression of the 1930s and the Great Stagflation of the 1970s and its aftermath,
the shaky ‘‘recovery’’ of the Reagan years. These will be called ‘‘impasses’’ below.

To analyze both short-term crises and impasses, we start with the abstract and work
back to the real world of the late 1980s. This corresponds to a movement from the
classical works of Marx to recent research. After a bird’s eye view of Marxian crisis
theory, our survey turns to the basic process of capitalist growth, the forces leading to its
disruption, and the ways in which this trauma can occur.

-
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Marx never presented a complete and unified theory of economic crises and impasses.
Instead we see an often productive debate between three main schools of leftist political
economy, which is discussed next. Each of the schools presents a distinct view of the
forces causing impasses and long-term prosperity. This brings us back to the current
quagmire of United States and world capitalism.

Two sections on vital facets of leftist macroeconomics end this survey. First, the
monetary and fiscal dimensions of economic crises are discussed, making clear the limits
to government macroeconomic policy. Second, the causes of inflation and stagflation are
probed. These theories are useful to partisans of all schools and to the skeptical or
uncommitted.

MARXIAN CRISIS THEORY: AN OVERVIEW

Marx’s view of history and the internal contradictions of economic modes of produc-
tion are the basis of crisis theory.! A “‘mode of production’’ combines forces of
production and social relations of production. The former consist of the tools, machines,
and buildings used in production, plus scientific and technological knowledge and the
skills of working people. On the other hand, the production relations are institutions,
seen in laws and property rights, organizing production — including a surplus above
subsistence needs.' For Marx, crises arise because a mode of production generates forces
of production that clash with existing relations of production (1973:749).

Crises under capitalism differ from those of other modes of production (ancient
slavery, feudalism, and so forth). Feudalism, the system that preceded capitalism in
Europe, suffered from agricultural underproduction (i.e., crop failure). Under feudal
serfdom, neither the tillers of the soil nor the lords had much incentive to improve
agricultural technology. Crises thus arose because food supplies did not grow as fast as
the population (Brenner 1976). Capitalism, on the other hand, is an expansive, always-
changing, and disruptive system. ‘‘All that is solid melts into air’’ under the onslaught of
the capitalist juggernaut.> To Marx, capitalism does not stagnate like feudalism, but
expands or accumulates too much for its own good.

The possibility of crisis arises first from the use of money, rather than barter, in
exchange. This allows purchases and sales to be separated in time and space. Marx thus
rejected Say’s ‘‘law’” which claimed that, on average, all which was supplied would be
purchased (Marx 1967a:114n). Unlike feudalism, capitalism can suffer from overpro-
duction: no matter how a crisis starts, producers find themselves unable to sell as much as
they have produced and still receive the profits they crave. Because capitalism is
dominated by production for profit rather than for use, consumers are denied access to
useful and even necessary goods when production or sale is unprofitable.

The ‘‘anarchy of production,”” the fact that capitalist growth is unplanned, also
encourages crises. For capitalism to grow harmoniously, the different sectors must
expand in unison, in proportion. But no ‘‘invisible hand’’ exists to guide capitalists to
expand their operations in step. So ‘‘disproportionalities’’ arise among sectors (Marx
1967b: Chaps. 20, 21). This makes crises normal to the capitalist system.

However, Marx argued that both the use of money and the anarchy of production
explain only the possibility of crisis, not the actual crisis. Disproportionalities are results
rather than causes. So deeper analysis is needed. In the Communist Manifesto, Marx and
Engels blamed crises on ‘‘too much civilization, too much means of subsistence, too
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much industry, too much commerce’’ (quoted in Tucker 1978:478). In a word, crises
arise from over-accumulation: capitalism’s failure is based on its previous success.
Further, over-accumulation results as capitalism drives itself against barriers of its own
creation, not only those imposed by nature. ‘‘The true barrier of capitalist production is
capital itself”’ (Marx 1967¢:250, his emphasis). This typically creates imbalances that
hurt the profitability of production, slowing accumulation. Then disproportionalities
arise and spread, causing a general collapse. Production and employment fall drastically.

CAPITALIST ACCUMULATION AND CRISIS

Now we investigate capitalism in more detail, to understand the accumulation process,
the rate of profit, and the ways in which accumulation can hurt the profit rate. This gives
us some basic ideas on short-term crises and building blocks for the next section.

Marx used the following ‘circuit of capital’’ diagram to examine a typical capitalist
process of spending money to make more money (1967b: Chaps. 1-4):

M-C (LP, RM, MP)... P... C'=M+S

At the start of this production-realization chain, the capitalist puts out money (M) to buy
the commodity inputs for production (C): labor-power (the ability to work, LP), raw
materials (RM), and means of production (factories, machinery, and tools, MP). Next,
in production (P), labor uses the MP to transform the RM into new commodities (C'),
which are then owned by the capitalist. In this phase, some of the capitalist’s money is
usually tied up for a long time as ‘ ‘fixed capital,”’ as with machinery and factories. The
capitalist’s goal is to sell the new product C’ and to realize not only the initial M but an
extra amount (S).

To Marx, the bonus S is surplus value: it is value that workers create beyond that
needed to pay for their ability to work (their labor-power). Further, surplus value is the
fount of total profit income (industrial and commercial profit, interest, and rent). The S
can be positive because workers have no way to earn their livelihood but to work for the
capitalists. The ‘‘reserve army’’ of unemployed workers usually threatens and competes
with employed workers, so that wages are kept low enough to allow the production of S.
Surplus value is the basis not only for exalted capitalist living-standards but for accu-
mulation, i.e., expansion of their capital (LP, MP, RM). This increases their capacity to
acquire surplus value. It also draws more and more of the world into the capitalist orbit.

Because capitalism is not a simple and peaceful system of small vendors (as seen in
mainstream economics), accumulation can be driven to break the production-realization
chain. The system suffers from two basic tensions. First, class antagonism wracks the
system, since the extraction of surplus value creates enmity between classes, especially
in production. Second, competition is a battle, a continual jockeying for position among
businesses. No firm can keep a protected position for long. This contest imposes
“‘coercive laws’’ on capitalists, compelling them ‘‘to keep extending [their] capital in
order to preserve it’’ (Marx 1967a:592). Because of the threat to their survival, accu-
mulation is not voluntary, unless capitalists are willing to abandon their privileges. This
can drive them into crises despite all intentions.

The crisis occurs when this forced accumulation produces over-accumulation, break-
ing the production-realization chain and depressing profit rates. Since profits are the
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main source of accumulation funds and the profit rate gives capitalists the incentive to
invest, profitability’s fall eventually means slower accumulation and, thus, a recession.

Before returning to the breaking chain, we examine the profit rate (r).* Since capital-
ists tie up their money for long periods in fixed capital, they care about the ratio of profit
income (S) to the fixed capital (K):

r=S/K=(S/Y) (Y/Z)/(K/Z)

where S/Y is the share of profits in total income (Y). This ratio is directly linked to
Marx’s ‘‘rate of surplus-value.’” Second, Y/Z is the rate of capacity utilization, i.e., the
ratio between actual output and income (Y) and what would be produced if capitalists
were using all of their fixed capital or capacity (Z). Finally, K/Z is the ratio of the fixed
capital to full-capacity output. This is directly related to Marx’s ‘‘organic composition of
capital,”” measuring the degree to which capitalists use fixed capital.

Following the lead of Weisskopf, Bowles and Gordon’s article below, if we bring in
the roles of foreign trade and government tax policies, then we conclude that the profit
rate can be hurt by not only (1) a falling profit share of income (S/Y), (2) a falling rate of
capacity utilization (Y/Z), or (3) arising fixed capital-to-capacity ratio (K/Z) as indicated
by the equation above but also, (4) a falling terms of trade (United States export prices
divided by import prices) or, (5) a rising tax burden on profits. All but the last of these fit
with Marx’s original analysis of breaking links in the circuit of capital.

The first weak link in the production-realization chain is at M — C: capitalism can
expand ‘‘too much’’ compared to labor-power supplies, causing wages to rise faster than
labor productivity (output per worker) (see Marx 1967a: Chap. 25, sect. 1). This
over-accumulation can also affect production (P): the discipline imposed by the reserve
army of unemployed workers is sapped so that employed workers lose some of the
incentive to labor and to produce surplus value. This ‘‘wage squeeze’’ depresses the rate
of surplus value and the income share of profits (S/Y). If the other variables do not
change, the profit rate falls. A main proposition is that capitalism cannot tolerate lasting
high employment of labor-power. Either a state-planned recession, known as the *‘poli-
tical business cycle’’ (see Kalecki 1943), or slowing accumulation are needed to recreate
the reserve army of the unemployed and to boost profitability (Goldstein 1982). Many
point to the late 1960s, when official unemployment fell below 4 percent of the labor
force, as an example of this kind of wage squeeze on profits (Boddy and Crotty 1975;
Armstrong, Glyn and Harrison 1984).

Similarly, in the M — C phase, over-accumulation can occur relative to raw material
supplies (Marx 1968:517-519). For example, the drastic oil price hike of 1973 is often
blamed on the Organization of Petroleum Exporting Countries (OPEC) or the major oil
companies. But many Marxists point to the worldwide surge in energy demand as
creating the conditions for the price rise (Armstrong, Glyn and Harrison 1984). This hurt
the United States terms of trade, in trade with the rest of the world, and thus, the profit
rate (except for oil-producing corporations and nations). This was the ‘‘oil crisis.”

The second possible snag is in production (P), where class conflict or excessive
mechanization can hurt profit rates. The former, the conflict in the capitalist production
process, was discussed above. The latter raises the organic composition of capital and
K/Z (Marx 1967c: Chap. 13). Unlike other causes of crisis, this one is usually not
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invoked to explain short-term or cyclical crises. Instead, it is seen as a long-term problem
dragging down capitalist accumulation (see below).

After the supply-side links comes the demand side, C' — M + S. Total demand for final
products may be too weak to allow realization of as much profit as was produced, causing
a ‘“‘realization crisis’’ (Marx 1967c: Chap. 15). The utilization of capacity (Y/Z) falls,
depressing the rate of profit. In classic Marxian thought, these events resulted as
accumulation slowed, due to supply-side depression of the profit rate. Many modern
leftists, however, see realization problems as a possible cause of the crisis itself: slow
growth of wages (relative to productivity) limits consumer demand, causing
underconsumption.® This problem is at the heart of the monopoly/underconsumption
theory (see below). Others see underconsumption as contributing to the world collapse of
1929-33 (Devine 1983). Below, Edward Nell presents a view of the current quagmire
that involves underconsumption.

At this point, a simple perspective on cyclical crises can be summarized. Accumula-
tion can break each of the links in the production-réalization chain. Which link breaks
depends on the conditions capitalism encounters, which vary between historical eras. At
times realization (demand) conditions allow for high profitability, as in the late 1960s.
But then poor production conditions (high wages, low work effort, high K/Z, etc.) make
the profit rate too low for steady accumulation. On the other hand, production conditions
can be good for profits, encouraging strong accumulation, as when unemployment is
high. But under these conditions, realization conditions are poor, blocking growth.
Driven by competitive strife, capitalism careens between the two horns of this dilemma,
what Marx saw as a contradiction between production and realization (1967¢:244-245).°

To Marx, crises are restorative, causing the purging of imbalances created by accu-
mulation. Capitalism’s internal contradictions ‘‘lead to explosions, cataclysms, [and]
crises in which by momentaneous suspension of labor and annihilation of a great portion
of capital the latter is violently reduced to the point where it can go on’’ with accumula-
tion (Marx 1973:750).” So ‘‘permanent crises do not exist’” (Marx 1968:497n). Though
a downturn restores more ‘‘normal’’ accumulation, the purging is hardly painless to
capitalists: many go bankrupt, while financial collapse may occur. Worse, opposition to
the system may intensify and crystallize, perhaps to the point of overthrow. Even without
the rise of a revolutionary movement, the purging may take a long time. So, though crises
may not be permanent, an impasse may last for a long time, as in the Great Depression or
the Great Stagflation.

ALTERNATIVE THEORIES OF THE IMPASSE

Turning now to impasses, we must also consider their opposite, long-term prosperity
such as that of the 1950s and 1960s. Here modern leftist economists present several
distinct major theories, emphasizing different basic tensions driving the system and
primary factors lowering the profit rate. Despite this controversy, the main modern
radical views of long-term booms and stagnations have similar patterns. Each sees
capitalism as suffering from a clash between, (1) an underlying tendency that hurts the
profit rate and, (2) counteracting tendencies that can boost it. The former are seen as
inherent in capitalism as an economic system, while counter-tendencies are assumed to
exist only during a few specific historical eras.® The counter-tendencies can swamp the
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basic drift, causing long-term prosperity. But when the underlying bias wins, profit rates
fall over long periods and an impasse results. Below, Fred Moseley, Mark Glick, and
Anwar Shaikh provide evidence for the profit rate’s fall before the Great Stagflation of
the 1970s.

Now we consider each of the main schools, which are named according to the basic
tendency emphasized, i.e., the primary factor pulling down the profit rate.” It should be
noted from the start that there are differences even within schools and that some radical
economists (including this author) do not fit in any of the three camps. Still, the
three-fold division does give us the broad outlines of the debates within radical econo-
mics.

First, the ‘‘rising organic composition’’ school — seen in the articles by David
Laibman and Anwar Shaikh below — is closest to Marx in seeing crises as stemming
primarily from a clash of the forces and relations of production. The competitive battle
pushes capitalists to mechanize production, increasing the organic composition of capital
and K/Z. Some authors see high wages as encouraging this result. Given societal limits
on rises in the rate of surplus value (and R/Z) and the rate of capacity use, the profit rate
falls. A long-term tendency for profit rates to fall leads to increasingly severe crises and
class struggles, permanently undermining the system’s viability (see, for example,
Gillman 1958:Chap. 1).

But the profit rate is not always falling. Counteracting forces such as the world-wide
expansion of capitalism can boost profit rates for a certain period of time (Marx
1967¢:Chap. 14).'° One author, Ernest Mandel, emphasizes the basic innovations in
energy technology to explain the post-World War II affluence and previous long periods
of growth (1975:Chap. 4). The impasse after 1970 is seen as a victory of the profit-
depressing tendency over the counter-tendencies.

Second, the “‘social conflict’’ school — including the article by David Gordon, Tom
Weisskopf, and Sam Bowles below — stresses conflict in social relations, in causing
impasses, and largely ignores the roles of competition and technical change. They build
on the theory of a wage squeeze on profits mentioned in the previous section, but see
social conflict as crucial even beyond the realm of worker-capitalist relations. Not only
acrimony between social groups within the United States, but also pressure on corpora-
tions from the government and international discord, tend to disrupt the system. If
unchecked, the conflicts sap profitability and thus, prosperity.

As before, capitalism does not always experience conflict-induced profit squeezes.
Rather, ‘‘accords’ between classes, groups, and nations can temper conflict for long
periods of time. Together, these implicit truces form ‘‘Social Structures of Accumula-
tion’” (SSAs). Weisskopf, Bowles and Gordon argue, below, that prosperity after World
War Il rested on an SSA consisting of accords between capitalists and workers, between
capitalists and citizens, and between the United States and other nations. Eventually the
basic conflicts made the SSA obsolete and depressed profit rates.

The third strain of leftist economics is the ‘‘monopoly/underconsumption’” school,
represented by John Bellamy Foster’s article below. As Marx had predicted, capitalist
accumulation implied the rise of the giant corporation (1967a:624-627). In the monopo-
ly/underconsumption view, this altered the system’s laws of motion by curbing competi-
tion — and capitalist dynamism. The income distribution tends to shift to help capitalists,
raising the rate of surplus value and R/Y. But low wages make consumer demand grow
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too slowly, which in turn makes companies afraid to accumulate (invest). Thus, demand
is too weak to realize the full rise in R/Y. Because of the basic underconsumption
tendency, capitalism automatically sinks into stagnation like that of the Great Depres-
sion, and stays there.

As with the other views, counteracting forces explain periods of relative prosperity.
Wars, military spending, credit expansion, and epoch-making innovations create oppor-
tunities for investment and thus stimulate growth. The last counter-tendency refers to the
spread of inventions such as the steam engine in the nineteenth century and the internal-
combustion engine in the twentieth.!' When these forces are depleted, stagnation
returns.

Criticisms of these three schools focus on the basic tendencies. For the rising organic
composition view, many have criticized the theory that K/Z rises enough to actually
cause a fall in profit rates, especially since there are so many counter-tehdencies. In fact,
a rising organic composition encourages productivity to rise, which allows a rise in the
rate of surplus value (with real wages constant). Critics of the social conflict school doubt
that conflict always disrupts capitalism: divisions in the United States working class are
rampant, while capitalists often compete with each other. Sometimes workers and
capitalists ally with each other, for example, for special benefits from the government.
Second, are there no other laws of motion of the system besides conflict? The monopoly/
underconsumption view has also been subject to strong criticisms. Much doubt concerns
the emphasis on monopoly, especially in a period of intense international competition
such as the 1980s, and the presumed reversal of capitalism’s dynamism. Second, is it
reasonable to assume that the working class is always so weak that wages fall behind
productivity?

Next, because these three views are so abstract, they are incomplete; important
elements of the current impasse seem to have been missed or played down. For example,
the differences between the current impasse and previous long-term crises (or between
long prosperities) might be forgotten if we stay so theoretical.'> One key historical
difference between the post-World War II era and before was the United States interna-
tional predominance in manufacturing. The power of United States industry can be seen
as allowing the domestic accords posited by the social conflict school — or as counter-
acting the basic tendencies seen by the other two camps. If so, then deindustrialization,
the relative obsolescence of United States industry and intensifying competition from
abroad, must have played a role in the resurrection of fundamental tendencies toward
impasse. Even if one rejects the three basic tendencies, deindustrialization is crucial.'?
The Business Week emphasis on boosting productivity reflects the problem of deindus-
trialization. Further, the growing movement of capital to more profitable climes — or at
least the threat of capital flight — destabilized the domestic economy, as argued by
Bluestone and Harrison (1982). The re-emergence of intense international competition
also unhinged the international Bretton Woods system.'* Finally, we have to probe the
role of the intensifying debt crisis of the underdeveloped nations, as in Art MacEwan and
Cheryl Payer’s articles below.

Going further from the abstract to our own experiences, we must bring in the diverse
impacts of the impasse on different groups within the working class. For example, how
has the impasse affected ethnic minorities? Is the ‘‘feminization of poverty’’ partly the
result of the economic quagmire? Have some industries and regions been exempted from

-
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the more general mess? These issues are discussed in the accompanying volume,
Through the Safety Net.

Despite the differences between the schools and the criticisms above, leftist econo-
mists do agree the recovery from the current impasse is far from automatic: the resurrec-
tion of tendencies promoting prosperity seems unlikely. Many predict the continuation of
the current malaise for decades. Alternatively, the crisis could intensify as the world debt
crisis, international rivalry and protectionism, and the plight of primary producers,
stimulate economic and financial collapse.

To understand this last possibility, we must consider important aspects of the current
mess, the roles of money, the government, inflation, and stagflation.

THE ROLE OF MONEY AND THE GOVERNMENT

In all the theories above, the profit rate’s fall implies over-production, recession, or
even long-term stagnation. On the other hand, Keynesian economics promises that
monetary policy and the government’s fiscal policy can prevent or at least moderate
crises and impasses. All leftist economists are skeptical of this claim. Again we
emphasize the work of recent authors, and play down the work of Marx himself, who
wrote about a very different monetary and governmental environment. For more discus-
sion of Marx’s view of money and crisis, see James Crotty’s article below.

Consider monetary issues first. The flow of M is clearly important since it appears
twice in the production-realization chain. M need not be hard cash; in fact, most of it is
credit (loans), allowing capitalists to spend beyond their current incomes. Leftist eco-
nomists typically differ from the mainstream in seeing credit supplies as being mostly
outside of the control of a central bank such as the Federal Reserve.'> As textbooks
emphasize, the banking system ‘‘creates credit’’ through lending. This is also true of
other financial institutions, such as mutual funds. It is becoming increasingly clear that
this credit creation is not predictable or regular. Being profit-seekers, financiers actively
compete to loan. They then seek ways to finance their credit-creation by borrowing. Two
methods stand out: the issuance of new kinds of IOUs to sell to the public (for example,
Certificates of Deposit) and the use of international credit markets (such as the Eurocur-
rency market). All of this encourages rapid change in financial institutions, which may
easily get out of the central bank’s control. Nowadays, the Fed has the ability to cause
only large changes in credit supplies, causing extreme pressure on the viability of the
banking system, depression, or severe inflation. It is unable to ‘‘fine-tune’’ money
supply growth (as suggested by Milton Friedman and the monetarists) to keep it on some
pre-determined path.

The credit system is affected by the dynamics of accumulation. With profit rates
sliding, how can industrial capitalists pay for the accumulation needed to survive the
competitive battle? They increasingly turn to borrowing to pay for accumulation: Robert
Pollin’s article below argues that excessive corporate debt in the 1980s resulted from the
long-term fall in profit rates. The banking system is glad to provide (at a price, indicated
by interest rates and so forth). Because capitalists need not cut back on accumulation,
growing debt puts off the onset of the crisis and downturn. But credit later can intensify a
downturn: debts eventually have to be paid off out of profits, which is difficult with profit
rates falling. Greater accumulation of debts to help paying for past ones makes the
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financial system more fragile (prone to collapse). Given excessive indebtedness, a
recession can be amplified by a financial panic, involving a scramble for hard cash to pay
the interest and principal on the loans. Massive bankruptcies of industrial companies and
runs on the financial institutions can make the recession more profound, as in the early
1930s.

Though recent experience in the United States has been milder than at the onset of the
Great Depression, each of the business cycle peaks after the early 1960s, has coincided
with a financial crisis as seen in Henry Martin’s article below, Worse, the problem seems
to be intensifying. This is the problem referred to by Felix Rohatyn at the start of this
essay.

Not all financial crises result from low profit rates.'® Financial bubbles and panics
have arisen on occasion because ‘‘Wall Street’’ speculation about future profitability
often has little connection with the real world of capitalist production. If the production-
realization process is itself ready for a fall, financial panics can hurt ‘‘real’’ accumula-
tion, as with the stock market crash of 1929.

If government monetary policy is weak, what about fiscal policy? Keynesian use of
government deficits to steer the economy started with the early 1960s and climaxed with
Reagan’s record-breaking deficits. Though such policies clearly affect aggregate de-
mand, capacity utilization, and thus profit rates, they have severe shortcomings. Keyne-
sian policies cannot abolish the underlying crisis tendencies of capitalism; they allow
greater surplus-value realization but typically do not promote surplus value production.
They thus cannot erase the wage-squeeze or rises in the organic composition of capital.
Even in the monopoly/underconsumption view, stabilization requires steadily increasing
deficits.

Further, leftist economists point to the long-term negative results of the government
policies involved. For example, because it does not compete with capitalist investments,
Keynesianism is most likely to be based on military spending. Indeed, military Keyne-
sianism is key to the dubious Reagan ‘‘recovery.’’ Any resulting prosperity, however, is
purchased at the cost of waste, inflation, or even war.

Second, state demand management become increasingly difficult in an international
system of competing nation-states with capital that can easily move to more profitable
locales. The limited ‘‘success’” of Keynesian policies in the 1960s arose because of the
United States dominance in the world at the time. In the 1980s, large United States
government deficits often helped foreign economies more than domestic producers.
Sectors such as the farmers and other exporting industries fell behind. United States
policy-makers now try to promote domestic stability by begging foreign countries
(especially West Germany and Japan) to engage in appropriate policies!

Both fiscal and monetary policies are shaped and limited by capitalist laws of motion.
Because of class discord, the state’s efforts to promote profitable accumulation can
increase popular disenchantment with business leaders and mainstream politicians.'’
Second, competition among capitalists affects state policies: different fractions of the
capitalist class press their goals through political action committees and lobbyists, often
clashing with each other and with the long-term needs of the capitalist system. These
so-called ‘‘special interests’’ sometimes ally with unorganized segments of the working
class and even unions to drum up support for everything from pork-barrel programs to
protectionism.
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The personal goals of politicians play a role in determining the timing of booms and
recessions. The current system of presidential election and the popularity of falling
unemployment rates make it likely that booms will occur before elections and recessions
soon after (see Tufte 1978). This helps explain the economic booms of 1972, 1976, and
1984. Sometimes, however, the threat of upcoming elections may evoke contractionary
policies, as in 1980. All of this suggests that the Keynesian ideal of abolishing crises
through fiscal policy will never be reached.

The shaky prosperity of recent years has been based almost entirely on large govern-
ment deficits rather than in the buoyancy of the economy. Deficits have meant a growing
government debt, while interest on this debt has become increasingly important in the
budget. Since government IOUs are largely owned by the rich, the recent trend toward
increasing inequality between the incomes of the rich and poor has intensified. Moreov-
er, much of the borrowing was from abroad, so that the United States now owes more to
the rest of the world than vice-versa — for the first time since World War I. As noted at
the start of this paper, South magazine and many others fear the effects on the world
economy as the United States pushes exports and cuts imports to pay for its foreign debt.

INFLATION AND STAGFLATION

““‘Inflation’’ is a sustained increase in most prices in the economy. The modern leftist
view of inflation can be understood by examining first demand and then supply. Despite
this familiar framework, leftist economists reject the mainstream view of inflation as
easy to abolish. (For more on inflation, see David Kotz’s article below.)

On the demand side, the hard-to-control expansion of credit discussed above sets the
stage for inflation (see Lipietz 1985). Credit allows capitalists and other borrowers to buy
more goods and services than is justified by their incomes — or by current output.
Corporate, government, and consumer borrowing causes inflation if commodity produc-
tion does not expand quickly to serve demand. Modifying the old saw, ‘‘too much credit
chasing too few goods’’ implies inflation.

Why, then, are there too few goods? This gets us to the supply side. One option is that
too few resources (LP, MP, and RM) are available to allow the increase in production as
demand increases. Low unemployment also undermines workers’ incentive to produce
output. In sum, we should expect inflation to be higher at lower unemployment rates, as
in the late 1960s. This is the familiar ‘‘Phillips curve’’ seen in textbooks.

But as everybody knows from the experience of the 1970s, it is quite possible to have
both high inflation and unemployment at the same time. In the 1980s, we see that though
inflation eased, it continued despite extremely high unemployment. That is, how can we
have ‘‘stagflation,”’ a combination of acute unemployment and serious inflation
(stagnation + inflation)? There is clearly some cause for inflation beyond ‘‘too few
goods.”’

An obvious culprit besides low unemployment is ‘‘supply shocks.’” As is so often
mentioned, the oil companies and OPEC raised oil prices dramatically in 197374 and
1979 (encouraged by high world demand for raw materials). These events clearly
boosted inflation in those years, since oil is such an important raw material. But this view
does not explain why the resulting inflation was more than just a one-shot increase in
prices. Nor does it explain why ridding the economy of inflation has been such a long and
painful process.
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To answer these questions, we must examine the kind of inflation that has become
“‘built into’’ the normal workings of a capitalist economy. This is ‘‘structural inflation’’
that persists even in the face of severe unemployment. '’ Structural inflation results from
the conflicts between groups, among them labor, capitalists, middle-class groups, and
OPEC, over the production and distribution of the product. Each group tries to win a
larger share of the pie by restricting output and hiking prices. But since so many sectors
are raising prices, no one can win for long. This implies that they must continue to jockey
to improve or protect their incomes, or to make up for losses in their piece of the pie (see
Rosenberg and Weisskopf 1981).'® Once this multi-sided conflict over the production
and distribution of the product starts, it is hard to stop without a drastic recession (as in
1980-82) or good luck (the falling or low oil prices of recent years).

What starts the structural inflation rolling? Lasting Phillips-curve inflation and large
supply shocks are likely suspects: both the high employment in the late 1960s and the
197374 oil shock can be seen as helping to start the stubborn inflation of the 1970s. But
leftist economists point to deeper causes, seeing spiraling structural inflation as part of
the general economic malaise of the 1970s. Those who emphasize the role of monopoly
argue that recessions, far from automatically dampening inflation, encourage corpora-
tions to raise prices: falling demand hurts capacity utilization and profit rates, so
corporations hike prices to restore profit rates. (Below, David Kotz presents this view.)
Those emphasizing the long-term fall in the rate of profit see that fall as encouraging
inflation: raising prices seems at first to boost profitability, but since it does not do so in
reality, capitalists end up futilely increasing prices without solving the conundrum of low
profit rates (Devine 1986). Third, the social conflict school argues that a breakdown in
the SSA unleashed structural inflation, while political stalemate prevented the deep
recession needed to abolish the inflation (Bowles, Gordon and Weisskopf 1983:116—
119).

The last two decades have been labeled the Great Stagflation because increasing
structural inflation has made state policies less able to maintain full employment, even as
officially defined. Longer and deeper recessions have been needed to tame inflation
(even when the United States has been lucky with oil prices). It also pushes government
policy-makers and mainstream economists to weaken full-employment targets to cover
up policy failures: while many talked of 4 percent official unemployment as *‘full
employment’” in the 1960s, now 6 percent or even 7 percent is targeted.'” It is leftist
economists’ contention that this lowering of goals and these policy failures are reflec-
tions of the basic flaws of capitalism as a system that lead to the impasse.
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NOTES

1. While other institutions and historically-specific events contribute to the actual form or timing
of a crisis, their roles depend crucially on these contradictions.
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2. Definitions come from Edwards, Reich and Weisskopf (1978:39-40). For two of Marx’s
exposition of these ideas, see Marx and Engels ‘‘The German Ideology’’ and Marx’s ‘‘Preface’’
to ‘“A Contribution to the Critique of Political Economy’’ in, Tucker (1978:146-200 and 3-6).
3. See the Communist Manifesto in Tucker (1978:475-477).

4. Here I ignore the difference between value and price categories. As Foley (1982) and others
make clear, prices and Marxian values are connected at the level of the economy as a whole. The
main difference involves the treatment of unproductive labor (labor that does not produce surplus
value), a subject beyond the scope of this essay.

5. Underconsumption must be distinguished from over-production, which can occur not only due
to low consumer demand but to inadequate demand of other sorts.

6. See Devine (1983, 1987) for development of these ideas. In the former article, I point to a case
where production and realization conditions for profitable accumulation are both met for a few
years (specifically, the 1920s). In this case, the economy is subject to increasing fluctuations.
7. Also, “‘crises are always but momentary and forcible solutions of the existing contradictions.
They are violent eruptions which for a time restore the disturbed equilibrium’” (Marx 1967¢:249).
8. This is a mirror-image of the mainstream view that sees a contest between, (1) the underlying
movement of capitalism toward harmony and stable growth with full employment and, (2) the
counteracting exogenous shocks leading to disequilibrium. In some Marxian theories, however,
the counter-tendencies raising the profit rate result from the basic tendency.

9. A fourth school is not discussed here because it is not represented below. The ‘‘regulation”
school, centered in France, sees capitalist mass production as needing a stable mass consumer
market in order to avoid a realization crisis such as that of 1929-33. A social system of ‘‘Fordist
regulation’’ allows wage incomes to rise with production to avoid such a collapse. See, for
example, Lipietz (1987).

10. Anwar Shaikh has argued that instead of raising the rate of profit, counter-acting tendencies
only raise the total amount of profit.

11. The emphasis on epoch-making innovations by Mandel of the rising organic composition
school and Baran and Sweezy (1966) of the monopoly/underconsumption school is akin to Joseph
Schumpeter’s (1939) conservative theory of long waves.

12. In their article below, Gordon, Weisskopf and Bowles do acknowledge that crises do not
always arise from the capitalist class being ‘too weak’’ (as they allege took place in the 1960s). A
general realization crises can result when the capitalist class is ‘‘too strong,’” as in the 1920s. See
Devine (1983, 1987) for a different version of this idea.

13. See Brenner (1986). Cohen and Zysman (1987) argue the importance of manufacturing to
national prosperity.

14. See Parboni (1981) and Cohen and Rogers (1983).

15. Marx wrote at the time of the gold standard. Nonetheless, he agreed with the Banking school
of his time, which saw the money supply as hard to control. Crotty’s article below suggests that
modern leftists share many assumptions of the post-Keynesian school when it comes to monetary
issues. For recent summaries of the latter literature suggesting that money and credit supplies are
endogenous, see Sherman and Evans (1984 Chap. 17) and Lavoie (1984:771-797).

16. Note that Engels referred to crises that arise autonomously in the credit system (in Marx
1967¢:236n). Minsky (1982) and post-Keynesians see fragility as mostly arising from within
finance itself.

17. James O’Connor’s The Fiscal Crisis of the State (1973) emphasizes the contradiction
between promoting accumulation and the legitimation of the system.

18. Here I am following Eckstein (1981) who saw the inflation rate as the sum of three
components: Phillips-curve inflation, supply-shock inflation, and core or structural inflation.

19. This theory assumes that many organizations have some power, like a monopoly, to set
prices. Clearly, there are some groups who lose due to inflation, including those on fixed incomes
or without bargaining power (that is, the poor).
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20. However, some, such as Krashevski (1986) stick to ‘‘old fashioned’’ definitions of full
employment.
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Technical Change and the Contradictions of Capitalism

DAVID LAIBMAN

INTRODUCTION: THE ISSUES

Capitalist society exists in history; it is a social organism with a ‘‘lifeline,”” in the
palm-reading sense; a path of development from infancy and youth, through maturity, to
old age, and eventual replacement by higher forms of social organization. A central task
of Marxist theory is therefore to determine the nature of capitalism’s historical limits; its
aging process, the way its contradictions mature and deepen.

All societies begin with a set of production activities, in which people interact with
nature to extract their means of existence. Development of the productive forces — the
power to draw upon and transform the natural environment — is a crucial part of a
society’s maturation path. In tracing the lifeline of capitalist society, then, technical
change — transformation of the labor process, from the industrial revolution and the rise
of ‘‘machinofacture’’ to the present-day electronics revolution — plays a prominent role.
Marxists have sought to understand the forces propelling changes in production techni-
ques; their social character and impact, both in the workplace and in society at large; and
their general trend of development. The relation of technical change to the class structure
of society is surely of major importance here; as is its relation to the rate of profit — the
most general indicator of the efficiency of the capitalist economy in its own terms —
since this is the root of long-term, or general, crisis.

This chapter is not a systematic introduction to these concepts in the classical Marxist
texts; to develop Marx’s argument in its own terms would mean a lengthy presentation of
his special vocabulary and definitions, which will not be attempted here. Nor will I
present a survey of contemporary Marxist theories and their criticism. Rather, I hope to
discuss the main issues informally, and in language which is as self-evident and
accessible as possible. I have kept the text clear of references; a bibliographical appendix
covers the main source literature.

HISTORY, SOCIETY, AND TECHNICAL CHANGE

That capitalists urgently and continually revolutionize techniques of production is
hardly a matter of dispute. Somewhat more controversial are Marx’s claims concerning
“‘concentration and centralization’’ of capital (fewer and larger units of capital, as small
fish get eaten by the big ones), and polarization in the class structure (the middle strata
are depleted and the working class recruited).

There have been several attempts to portray the evolution of capitalist societies in
terms of stages, drawn from historical experience. The most common of these posits a
transition from a liberal stage to a late-capitalist, or state-monopoly-capitalist, stage.
Some recent work has elaborated on the concept of stages, by designating periods in the
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relation between classes as ‘‘social structures of accumulation.’” We must ask, however,
whether the stages conception amounts to more than a descriptive account of historical
events. How many stages are there? Is there a progressive sequence of stages, and i? S0,
on what is it based? These questions point to one issue: the stages as segments of the
lifeline of a single social system; capitalism. To show that the stages share a common
process of development, we must identify aspects of capitalist accumulation that are not
unique to each stage. Put simply, [ believe that one unifying thread is capitalism’s unique
shaping of technical change.

Technology, and technical change, mirror the society which produces them; they are
not the result of some neutral, pre-existing ‘‘nature’’ or ‘‘march of science.”” The
question, however, remains: have we been able to present technical change in a capitalist
economy as a dynamic process, with a determinate direction? Is it enough to refer merely
to rising labor productivity? Arguments can indeed be made that rising productivity, and
factors that eventually cause the growth rate of productivity to decline, are important
elements in the theory of capitalist crisis. To do justice to this line of thought, however,
we need to grasp not just productivity growth, but also changes in the structure of
production; the relation of investment in physical capital to the quantity of labor in
production. The concept of a bias of technical change,' stemming from the choice of
technical changes by individual capitalists pursuing their goals within a specifically
capitalist framework, has important implications for long-term crisis — the length of
capitalism’s lifeline.

THE BIAS OF TECHNICAL CHANGE: THE CLASSICAL ARGUMENT

To set the stage for the discussion to follow, we will need a few simple definitions. We
want to think about an industrial capitalist economy, in which fixed capital is the most
prominent part of a capitalist’s investment; for the sake of simplicity, then, we ignore raw
materials and the part of fixed capital that depreciates in each period. Production is
represented by a stock of fixed capital (the non-human inputs, machinery, plant, etc.), a
flow of current labor, and a flow of output. (‘‘Flows’’ are measured by a period of time,
per year, per week, etc.) The usual problems arise when we try to think about how these
stocks and flows are measured; imagine either an all-purpose commodity with a straight-
forward natural unit of measurement, or some sort of ‘‘constant dollar’’ index.

The argument proceeds in terms of two concepts, each of which is a relation between a
flow and the stock of fixed capital. We define the output ratio as the ratio of output to
fixed capital, or output per unit of fixed capital.? Output is divided between the two
classes, workers and capitalists (we ignore intermediate strata, government, etc. for
present purposes); it is therefore wages plus profits. Our second major concept is the rate
of profit, defined as the ratio of profit to fixed capital, or profit per unit of fixed capital.
Notice that, if wages were zero, output and profits would be the same. The output ratio is
therefore the maximum possible rate of profit.

We can now locate the classical argument: in a capitalist economy, the output ratio has
an inherent tendency to fall. Why? Begin with casual observation: in the eighteenth
century, a score or so of workers may have worked together in a ‘‘manufactory,’” with
simple tools inherited from the artisan tradition, and a minimum of machinery and
equipment. By contrast, the nineteenth century may be represented by the steam-driven
machinery of England’s textile industry, with thousands of workers in factories, and




Laibman: Technical Change and the Contradictions of Capitalism 35

fixed capital playing an important role. Finally, consider the present, with enormous
aggregations of fixed capital in modern automated, computer-managed production. In
their drive to accumulate capital, capitalists have enormously enhanced the role of the
fixed capital stock in production.

Marx’s argument is buttressed by observations concerning class conflict, and in
particular the use of machinery as a weapon against workers in the class struggle.
Machines do not demand higher wages in a tight labor market, nor go on strike, nor
demand coffee breaks, changes in work rules, etc. Moreover, the combined efforts of
capitalists to replace workers with machines may cause the pool of unemployed workers
to swell, and this may have the desired (from the capitalist viewpoint) effect of driving
down the wages of the employed.

The implications of a tendency for the output ratio to fall can now be outlined. If the
maximum rate of profit is falling, sooner or later the actual rate, lying between a floor of
zero and a collapsing ceiling, must also turn downward. (The only way this could be
postponed is by arise in the share of profits in output, which might temporarily offset the
fall in output per unit of capital.) If the rate of profit, in turn, is falling, then the rate of
growth sooner or later must turn downward. This is why capitalism’s contradictions
might get worse over time; why its lifeline is finite in length.? In many ways, the rate of
profit has long seemed to be the central concept, being simultaneously the capitalists’
own strategic target and the main indicator of the power of capital to do what it must do to
survive — namely, expand. Marx’s ‘‘law of the falling tendency of the rate of profit,”’
therefore, has figured prominently in discussions of long-term crisis.

THE COUNTER-CRITIQUE

Attentive readers may already have seen some holes in the foregoing argument. We
will now examine them, beginning with the falling output ratio.
We can see more clearly what is happening here if we write this ratio in a slightly fuller
form:
output _ output/labor

capital capital/labor

In this form we can see that the output ratio is a ratio of ratios, with output per unit of
labor, or labor productivity, in the numerator, and fixed capital per unit of labor in the
denominator. Clearly, the output ratio will fall if, and only if, productivity (which is
clearly rising) rises more slowly than the physical capital/labor ratio (which is also clearly
rising). The capital/labor ratio is an index of the degree of mechanization, and Marx’s
arguments concerning the use of mechanization as a weapon against workers certainly
supports the view that it rises over time, as does the casual evidence referred to above.
The question, however, is whether the capital/labor ratio rises more rapidly than
productivity, in general. Productivity is also stimulated by the capitalist search for higher
profits and for weapons to fight each other with, as well as for use as the “’battering ram’’
breaking down barriers to capitalist penetration around the world. There seems to be no
reason why the denominator should necessarily rise more rapidly than the numerator; the
whole trend is therefore called into question.

However, even if we assume that new techniques have come into existence with a
lower output ratio than those in common use — and that workers are able to resist arise in
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the profit share, so that no offset takes place — a further, and seemingly devastating,
question must be answered: Why would capitalists, who are perpetually in search of
higher profit rates, willingly introduce techniques which result in a lowered rate of
profit? And, assuming they have done so out of the inability to read the situation
correctly, once they discover that profit rates have fallen with the introduction of the new
technique, won’t they go back to the old techniques, which yielded higher rates of return?
This question seems to put an end, once and for all, to speculation about any long-term
tendency of the profit rate to fall stemming from technical change. Moreover, it focuses
attention on an important requirement for any theory tracing a connection between
technical change and a falling rate of profit (or between anything and anything else, for
that matter); it must be based clearly on the assumption of rational behavior on the part of
individual capitalists.

Some contemporary Marxist economists, notably Nobuo Okishio, have called atten-
tion to the relationship between individual and crowd in capitalist competition, which
provides an answer to the question: How can the rate of profit which matters for the
choice of technique differ from the one which eventually materializes?

To understand the Okishio Theorem, imagine a capitalist economy composed of
numerous sectors, each sector producing one sort of good. Conditions are competitive, in
the sense that capitalists can move their capital freely from one sector to another;
therefore, the rate of profit has come to be the same in every sector, and prices of inputs
and outputs have adjusted accordingly. Now focus on one sector, and notice that it is
composed of many individual firms. Finally, consider just one of those flrms the place
where decisions about technical change are made. -

An engmeer runs into the firm’s head office with blueprints for a new techmque The
question is, should the firm adopt it? It involves different inputs of machinery and raw
materials, and different amounts of some sorts of materials (we ignore for the present the
fact that new techniques usually mean entirely new types of inputs and outputs).

The firm will “‘cost up’’ the new technique: find the relationship between expected
revenue from sale of the good and the cost of producing it, and therefore the expected rate
of profit. And it does this assuming that it is the innovator of this new method, installing
it first, before any competitors, either already in the industry or potentially in it, have had
achance to copy it. In these conditions, since the firm is one of many producing the good,
the prices of inputs and outputs will not be affected by the firm’s decision. The firm is
therefore calculating a very special ‘‘innovator’s’’ rate of profit, and it will not decide to
install the new technique unless this special rate of profit is higher than the prevailing
one.

Now suppose the innovator’s profit rate is indeed higher. The firm knows quite well
that, once word gets around, its competitors will not sit still and let it lap up these special
profits forever. When everyone gets into the act, all sorts of things start to happen. Prices
of inputs and outputs in the industry are affected (the market notices large changes of this
kind); presumably, many capitals enter the industry, since it has a higher-than-average
rate of profit, and the price of the good produced by this industry will fall. All of these
price changes upset the delicate balance of input and output prices in all industries (not
just the one where the madness began!). The final outcome must be a readjustment of all
prices, so that eventually a new balance emerges, in which all industries are once again
earning the same rate of profit. Like the old man in Hemingway’s Old Man and the Sea,
the innovating firm does not get to keep the results of its innovation, but must share it
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with greedy competitors. Notice that this innovation will occur even if the firm where it
began is able to anticipate this sharing-out process: the sharing will not be instantaneous,
and in the meantime the firm will get those high innovator’s profits; if it does not, its
competitors will! (Here the Hemingway analogy breaks down; the old man had to get his
catch to shore before he could enjoy it.)

Now we come to the key question: Is the new, balanced profit rate higher than, lower
than, or the same as, the original one? To answer this question, Okishio makes a crucial
assumption: through all the turmoil of the transition brought about by the change in
technique in the one industry, the real wages of the workers have remained constant. And
on this assumption, the Okishio Theorem can be stated: if the new technique yielded
innovator’s profits higher than the old balanced rate, then the new balanced rate must also
be higher.

In summary: First, Marx never backed up his assertion that the output ratio would fall.
Second, he never clearly answered the question: Why would capitalists ever willingly
lower the profit rate? And third, even when we introduce the innovator/rebalancing
dynamics, the result is that rational capitalists will never act so as to bring about a falling
rate of profit.* Whatever criticisms we may have of approaches to crisis theory that rely
on ad hoc stages, or that explain falling profits as resulting from class struggle (but how
are the strengths of the conflicting classes to be explained?), or from shortfalls of demand
(and no one has yet produced a satisfactory long-term version of this approach, in my
view), we still seem to be at a dead end in attempting to relate long-term trends to
capitalism-specific peculiarities of technical change.

A THEORY OF ENDOGENOUS, AND MAYBE BIASED,
TECHNICAL CHANGE

In the Okishio approach, although a new technique is subjected to a sophisticated
innovator’s analysis, it still seems simply to fall from the sky, rather than being
“‘endogenous’’; conditioned by the capitalist social structure.

Imagine a firm in an industry in a competitive capitalist economy, in which there has
emerged a uniform rate of profit of 10 percent. The firm is also, of course, earning
exactly 10 percent, on a capital stock of 200. We assume the output ratio is 50 percent, so
the production process generates an output of 100, of which 20 (10 percent of 200) is
profits, and the remaining 80 goes to wages. (This profit share of 20 percent is
undoubtedly unrealistically low; the numbers, however, have been chosen for easy
calculation, not for correspondence with the real world.)

As before, an engineer runs in with a new technique and messes everything up. She/he
proposes raising output by 10 percent, to 110; but this can only be done if mechanization
increases the capital stock by 20 percent, to 240. From the standpoint of the innovator,
the wage remains 80; it is determined by general conditions in the industry and the
economy, and will not be affected by this particular innovation. That leaves 30 (110-80)
for profits, forming an innovator’s profit rate of 30/240, or 12.5 percent. This is
two-and-one-half percentage points above the norm! We again assume that, in the
intensely competitive conditions which prevail, the firm will have no choice but to install
the new technique: those temporary innovator’s profits are the key to growth and
survival. Notice that this will be done even though the output ratio falls to 110/240, or
about 46 percent.

-



38 Part Two. Theoretical Perspectives

The new technique now spreads to the industry as a whole. Here the beginning of
wisdom is that technical change disrupts all existing norms: work rules, output norms for
piece rates, managerial hierarchies, wage scales, all must be re-established, either
through negotiation, or by means of more informal methods of class conflict. In our
simple example, the only item which can be treated explicitly is wage scales. Productiv-
ity has gone up by 10 percent. The question is, what will happen to wages?

One answer, of course, is that given by Okishio: nothing. If the wage stays constant at
80, the rate of profit will remain 12.5 percent after the new technique is introduced; this
illustrates Okishio’s proposition that the rate of profit can not fall as a result of technical
change. Notice, however, that in this case, in which capitalists reap all the benefits of
technical change, the profit share has risen, from 20 percent to about 27 percent.

But this is not the only possible answer. First, in competitive conditions, the price of
the product may fall as productivity rises. With given money wages, this would mean a
rise in real wages; in fact, they would rise by the same percentage as productivity, 10
percent. Indeed, if we think of the profit share of output as the most appropriate measure
of the balance of class forces in the conflict between labor and capital, then — assuming
that the technical change has not altered this balance significantly — the profit share will
remain constant. In this case, wages will rise by 10 percent, to 88. Profits will then be
110-88, or 22. The profit share is the same as before the innovation, 22/110, or 20
percent; the profit rate, however, has now fallen to 22/240, or 9.1666 percent. It should
be clear that, with a falling output ratio and a constant profit share, the profit rate must
fall. Remember also that the firm must innovate, and the imitators must imitate, even if
their experience suggests that real wages will eventually catch up with productivity.
Antictpating the fall in the profit rate from 10 percent to 9% percent, capitalists will still
have no choice but to proceed with the new technique.

Of course, the eventual effect on the rate of profit depends not only on the nature of the
new technique, but also on the social, class process set in motion by the technical change.
It should be emphasized, however, that this is just as true of the constant-real-wage case
as it is of the constant-relative-shares case. For the real wage to remain constant in the
face of rising productivity and profits, the capitalists must have gone on a rampage! You
will imagine, and I think correctly, that the actual situation may well lie somewhere
between the two extremes. What emerges as a general rule in the case of a falling output
ratio is that either the profit share must rise or the profit rate must fall, or both. If a falling
rate of profit affects the capitalist lifeline in one way, and a rising share or profit affects it
in another, then we may focus on the most important issue: why did the new technique
involve a falling output ratio? This is the underlying source of the critical tendency, and
we are still simply postulating this change, rather than explaining it. After all, if the new
technique had shown a constant or rising output ratio, then a constant or rising profit rate
would have been compatible with a constant or falling profit share. It is the existence and
superiority of new techniques which lower the output ratio that must be established.

But before turning to that issue, consider the question, raised above, concerning
reversibility of technical change. If the profit rate has fallen — as in our constant-shares
case — why then will capitalists not revert to the old technique? Consider what would
happen if some hapless (and no doubt soon to be extinct) capitalist were to return to a
capital stock of 200 and an output of 100, after the new technique has been generalized,
and wages have risen to 88. That would leave a profit of 12, for a profit rate of 12/200 or 6
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percent! This is in fact the rate that would accrue to any firms which failed to make the
original transition between techniques, showing why firms will jump to install new
techniques that lower their rate of profit from 10 percent to 9% percent! If a falling-rate-
of-profit process is in place, then it is not reversible.

The question remains: why were we allowed to assume that the new technique had a
lower output ratio than the old one? The answer is that we weren’t — necessarily! But to
see what is involved, let’s assume that our engineer does not simply discover a single new
technique in the laboratory, but rather can propose research on a range of new techni-
ques, with different increases in mechanization and productivity.

The engineer can bring about productivity increases, but not, of course, infinite ones.
Each time you ask her/him to add (say) another five percentage points to the increase in
productivity, the ‘‘cost’’ in terms of additional capital stocks will be greater. For
example: to achieve an initial 5 percent rise in productivity, it may only be necessary to
increase the capital stock by 4 percent. (This would mean a rising output ratio.) But
adding another five percentage points in productivity (a 10 percent rise overall) will
require a further /6 percentage points of capital-stock increase, for a total of 20 percent.
(This is the case used in the example above.) It might even be possible, within a *‘short
period’’ time frame, to raise productivity by still another 5 points, to 15 percent; but this,
according to our assumptions, might require a 30-point additional increase in the capital
stock (a 50 percent overall rise). The terms of this trade-off will undoubtedly reflect
capitalist social structures as much as any kind of ‘“‘pure’’ natural or technological
factors.

The situation can be summed up as follows:

new change in change in innovator’s new balanced
technique output capital stock profit rate profit rate
A 5% 4% 12.019% 10.096%
B 10% 20% 12.500% 9.166%
C 15% 50% 11.666% 7.666%

If techniques A, B and C were indeed the only choices available, it would clearly be
most beneficial from a social standpoint to adopt technique A, since it yields a higher
return than the prevailing 10 percent — although, to be sure, not by much! (There is
much more to the complex issue of social criteria for choice of technique, but we will not
pursue the matter here.) The choice for the individual capitalist is equally clear, and
different: it is technique B, with the highest innovator’s rate of 12.5 percent. The figures
for the new balanced profit rate assume a constant profit share of 20 percent and
technique B, as we have seen before, produces a fall in that rate to 9.1666 percent.

How likely is it that the technique which yields the highest innovator’s profit rate (B in
the example) is also one which lowers the output ratio? Is it possible that a technique like
A might be the one that looks best to the innovating capitalist? It is hard to give a precise
answer, without developing a more formal model (see the bibliographical appendix). But
we can do one more little experiment. Suppose the profit share had been 30 percent
instead of 20 percent; this makes the original profit rate 15 percent instead of 10 percent.
Now if we re-examine techniques A and B, we will find that the innovator’s profit rate in
Ais 16.827 percent, compared with 16.666 percent for B; and that the new balanced rate
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is 15.144 percent for A, compared with 13.75 percent for B. So the technique that raises
the output ratio (technique A) also has the highest innovator’s profit rate and the highest
actual rate; the divergence between private and social interest that resulted in the falling—
profit rate tendency is eliminated. We can conclude that a high wage share (low profit
share) is conducive to the falling-profit-rate tendency, and vice versa. For a given income
distribution, however, the matter turns on the extent to which productivity increases can
be obtained without mechanizing, and the rate at which diminishing returns to mecha-
nization set in. The less the resources a society can devote to fundamental science, and
the more slowly diminishing returns set in (owing perhaps to an engineering culture based
on a long-established search for high innovator’s profits), the more likely it is that the
path of technical change will be biased, in the sense of showing a falling output ratio.
While this issue needs much more study, it points in (what [ think is) the right direction:
the relation between capitalist economic structures in general and the institutions con-
cerned with the actual production of technical change — the funding of scientific
research and the setting of priorities for it, the types of signals received by the engineer-
ing community, the time horizon of competitive capitalists and its effect on the rate of
dissemination of new techniques; etc., etc.

\
\

CONCLUSION: TECHNICAL CHANGE AND CRISIS

We are really just at the beginning of the story. Suppose we have a presumption that
capitalist economies exhibit a long-term bias toward a falling output ratio. That, of
course, is itself an example of the fettering of progress by a system of social organization,
since a rising output ratio, if anything, would be desirable. But the falling output ratio has
another important implication, which we have already explored: it implies that at least
one of two great macro tendencies — falling rate of profit; rising profit share (rate of
exploitation) — must be operative. The falling rate of profit implies an eventually falling
rate of growth, with attendant crises of finance, technological shake-out, expectations,
competition with socialist planned economies, and much else that needs to be spelled
out. The rising profit share, in turn, is associated with pervasive problems of effective
demand: with a falling relative wage, the base of total demand is narrowed, and under
these circumstances it will be increasingly difficult for investment demand, which must
ultimately be based on anticipation of strong demand for consumer goods, to take up the
slack.

It should be noted that, if the profit share rises over time (as in fact happens in a full
model of capitalist growth based on the theory of technical change described in this
paper, as well as in at least some versions of capitalist reality), the bias toward a falling
output ratio will weaken over time, and the economy may tend toward steady growth at a
low but no-longer-falling profit rate. The importance of the falling profit rate tendency,
then, depends on whether the system will run up against a minimum-profit-rate barrier
while biased technical change is still operative. Elaboration of a theory of this ‘‘finan-
cial’’ barrier, and of the related ‘‘stagnation’’ barrier (a maximum profit share) is beyond
the scope of this paper; it would amount to a precise statement of the conditions in which
the cyclical crises associated with a falling profit rate and a rising profit share, respective-
ly, become permanent and ‘‘nonreproductive.’’ Contact with the barriers, in turn, should
be seen as the basis of the need for structural transformation, perhaps transition to a new
regime or ‘‘social structure’” of accumulation. The crisis of the 1930s surely propelled a
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transition of this kind, to a new stage in which the state takes on a new direct role: it helps
raise the maximum profit share (the stagnation barrier) by evolving, under pressure from
workers, new institutional forms of support (the ‘‘social wage’’); and lower the mini-
mum profit rate (the financial barrier) by means of subsidies to research and develop-
ment, guarantees in financial markets, allowing the private sector to exploit nationalized
industries through its terms of trade with those industries, etc. Government spending and
taxation nevertheless lower the after-tax profit rate, constituting a second source of
intensifying contradiction, along with biased technical change.

It is tempting to think of the current crisis as a crisis of this new regime of accumula-
tion, with the new barriers again threatening to become effective. This approach places
our thinking about the present complex situation of late capitalist society into continuity
with Marx’s falling-rate-of-profit approach, without making the latter into a fetish or
ignoring the obvious difficulties with its earlier formulations.

The theory of biased technical change therefore serves as a ‘‘unified field theory”’
bringing together the several strands in traditional Marxist theorizing about crisis. It
establishes the relevance, if not necessarily the ever-present reality, of a falling-profit-
rate tendency, but does this without excluding analysis of problems of demand and
realization of profits, nor of the changing balance of class power in the labor (and other)
markets. Finally, to the extent that a path of technical change can be defined, and in a
way that is relevant for crisis theory, the foundation is laid for a unified vision of the
stages through which capitalist accumulation passes.

This is one element, but I believe a necessary one, in the continuing study of
capitalism’s lifeline. It helps us to look at the system’s palm, so to speak, and see more
than wrinkles, (working-class) calluses, and (capitalist) diamond rings.

APPENDIX
AN INTRODUCTORY BIBLIOGRAPHY

History, Society and Technical Change. For the classical twentieth-century Marxist theory of
stages, see Pevzner (1984), Fairley (1980), and, with variations, Baran and Sweezy (1966). For
samples of the more recent ‘‘social structures of accumulation’’ approach; Gordon, Edwards and
Reich (1981), Edwards, Reich and Weisskopf (1986, esp. Chap. 2). The classical text for the
social determination of technical change is, of course, Marx (1967, especially Chap. 10,
““Machinery and Modern Industry,”” and Chaps. 24 and 25, on the trend in the ‘‘organic
composition of capital’”). For more recent discussions, see Braverman (1974) and Levidow and
Young (1981).

The Bias of Technical Change: The Classical Argument. In addition to Capital, Vol. 1, cited
just above, the source discussion for this section is Marx (1967, Vol. IIl, Part III). Arguments
which defend and develop the classical theory, although not necessarily in the same way as I have
done in the text, will be found in Fine and Harris (1979), Mage (1963), Rosdolsky (1977: Chap.
26); Shaikh (1978) and Weeks (1982).

The Counter-Critique. Critical works on the Marxian theory are legion; I will mention Sweezy
(1942), Robinson (1942), Gottheil (1966: Chap. 8), Blaug (1968), Steedman (1977), and van
Parijs (1980). For the original statement of the Okishio theorem, Okishio (1961) and for
elaborations and extensions, Roemer (1978). On demand-oriented crises originating in a rising
profit share, Baran and Sweezy (1966), Foster (1982). The ‘‘class struggle’’ centered view of
crisis may be represented by Glyn and Sutcliffe (1972) and Itoh (1978).
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A Theory of Endogenous, and Maybe Biased, Technical Change. Since this section contains
my own approach, I may be permitted to cite a few papers in which these ideas are developed more
fully; Laibman (1977; 1981; 1982; 1983; forthcoming).

NOTES

1. By “‘bias,”’ I mean a systematic (non-random) change in the proportion of input to output. A
‘‘capital-using’’ bias is equivalent to a fall in the output ratio, defined immediately below.

2. Some readers may wish to link the argument of this paper to those which are expressed in terms
of traditional Marxist categories. To start them off, I will note that the output ratio=Y/K, where
Y is output, and K is the capital stock. This, in turn, is equal to L/(L/Y)K. L/Y may be thought of
as the value of a unit of output, where value is measured in terms of labor time. (L/Y)K is therefore
the value (in labor time) of the capital stock. The ratio Y/K, then, is formally identical to (v + s)/C,
where v +s is the flow of current labor time, in standard Marxian notation, and C is the stock of
constant capital (also in terms of labor time). For reasons which I develop elsewhere, I believe
Marx’s organic composition of capital is best represented by the formula C/(v+s). My output
ratio is thus the reciprocal of Marx’s organic composition of capital, and my discussion of the
trend in the output ratio parallels the traditional formulation in terms of the organic composition of
capital.

3. This passage may be clearer to some readers if rendered in symbols. The rate of profit is
P/K = (P/Y)(Y/K). If P/Y were =1, then clearly P/K=Y/K. If Y/K falls, then P/K falls, unless
P/Y rises in an offsetting manner. Now the growth rate of the capital stock may be written as
investment over the capital stock: I/K. I/K = (I/P)(P/K). From this, we read off that the rate of
growth will fall if the rate of profit falls, unless the share of investment (accumulation) in profit
rises sufficiently to offset that fall.

4. Criticisms of the Okishio Theorem have focused on the fact that his argument is conducted in
terms of transitions between equilibria, and that ‘‘equilibrium’’ in any sense is a violation of
Marx’s conception of capitalism. There have also been efforts to replace the innovator’s, or
““transitional,’’ rate of profit with some other target; or to argue that capitalists have systematical-
ly distorted expectations. I believe that these counter-arguments do not hit their mark. Equilib-
rium conditions are used as analytical tools by all great economists, including Marx, and this has
nothing to do with the idealization known as ‘‘perfectly competitive equilibrium’’ in neoclassical
economics. Also, and for reasons that cannot be fully elaborated here, I believe that the rate of
profit, and for purposes of technical change-choices the innovator’s rate of profit, remain the most
basic and important measure of the power of capital, and the target of capitalist activity, as the
business literature widely attests. Finally, the theory of capitalist crisis would only be weakened
by allowing it to rest on any view other than one of rationality of expectations, in the sense that
capitalists, sizing up their interests from the standpoint of the unique and historically transient
position which they occupy in the class structure, are able to draw conclusions from past
experience and act accordingly. The interested reader may follow up the arguments on all sides as
cited in the bibliographical appendix to this paper.
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Power, Accumulation, and Crisis:
The Rise and Demise of the Postwar
Social Structure of Accumulation

DAVID M. GORDON, THOMAS E. WEISSKOPF, and SAMUEL BOWLES*

INTRODUCTION

Crisis may occur in capitalist economies because the capitalist class is ‘‘too strong’’ or
because it is ‘‘too weak.”’! ‘

When the capitalist class is ‘‘too strong’’ it shifts the income distribution in its favor,
reducing the ratio of working class consumption to national income and rendering the
economy prone to crises of underconsumption or — in more contemporary Keynesian
terms — a failure of aggregate demand. When the capitalist class is ‘‘too weak,’’ the
working class or other claimants on income reduce the rate of exploitation, squeezing the
profit rate and reducing the level of investment (perhaps by inducing investors to seek
greener pastures elsewhere).

Karl Marx referred to the first as a crisis in the realization of surplus value and the
second as a crisis in the production of surplus value. They may also be characterized
(respectively) as ‘‘demand-side’’ and ‘‘supply-side’” crises. The result in each case is
ultimately the same — a decline in the rate of profit, a reduction in the level of
investment, a stalled accumulation process, and a stagnation or decline in the rate of
growth of both demand and output. Thus what begins as a crisis in surplus-value
production, for example, sooner or later turns into a crisis in surplus-value realization.

Some United States historians have argued that the Great Depression of the 1930s was
a demand-side crisis, brought about in part by the political and economic defeats of the
working class in the post-World War I era. The most recent crisis of the United States
economy, in contrast, appears to have originated as a supply-side crisis brought about by
the erosion of the hegemony of the United States capitalist class in the world economic
system and by effective challenges to capitalist prerogatives mounted by workers and
citizens during the 1960s and early 1970s. Once and only after these mounting barriers to
surplus-value production had initially reduced corporate profitability, both stagnating
investment and political efforts to roll back these challenges resulted in demand-side
problems as well, further reinforcing the dynamic of crisis (Bowles, Gordon and
Weisskopf 1983, 1986).

We elaborate this Marxian ‘ ‘supply-side’’ interpretation in this essay, arguing that the
stagflation of the last nearly two decades in the United States can best be viewed as a
general crisis of the legitimacy and stability of the postwar capitalist system, one which

*The authors’ names are ordered randomly.




44 Part Two: Theoretical Perspectives

challenged not only the wealth of capital but its power as well. We build upon two
complementary perspectives to elaborate this argument.

The first pursues the general approach to economic crisis which we call ‘‘challenges to
capitalist control”” (Weisskopf, Bowles and Gordon 1985). The second erects a bridge
between this general approach and more concrete analysis of specific crises: We argue
that understanding capitalist crisis requires building on general institutional concepts
such as class and the capitalist mode of production to construct more historically-specific
institutional concepts encompassed by the concept of a ‘‘social structure of accumula-
tion”” (SSA).? Combining these two perspectives, we believe, provides the most promis-
ing foundation for understanding the recent crisis of the United States economy.

We develop our argument here in four principal sections. We first elaborate the two
cornerstones of our interpretation and use them for an analysis of the rise and demise of
the postwar capitalist system in the United States. We then apply this analysis to a review
of the contradictions of conservative economics in the 1980s. We further compare this
kind of interpretation with alternative macroeconomic perspectives. We close with a
brief review of the political implications of this analysis.

CHALLENGES TO CAPITALIST CONTROL OF THE SOCIAL
STRUCTURE OF ACCUMULATION

Our analysis builds on an intrinsic proposition of the Marxian approach to macroeco-
nomic dynamics. The pace of the economy is driven by the rate of capital accumulation
while capital accumulation in turn is fundamentally conditioned by the level and stability
of capitalist profitability. As profits go, in short, so goes the economy. In order to
analyze crisis, therefore, it is essential first to determine the sources of declining
profitability and then from there to trace through the connections from profitability to
accumulation to economic growth.

Figure 1 expresses part of this connection, graphing the time pattern of the relationship
between the rate of corporate profit and the rate of net capital accumulation from 1951 to
1985.3 Profitability fell first after the mid-1960s and accumulation soon followed, at a
lag of roughly two years. While no graph can ever establish causal linkages, the
relationship depicted in Figure 1 is certainly consistent with general Marxian expecta-
tions.

Power and Profits

We turn then to the corporate rate of profit as a fundamental underlying determinant of
accumulation and growth. Profits are not a payment to a scarce productive input.* Nor
can the capitalist class as a whole make profits from its dealings with itself, for as Marx
stressed in the early chapters of Capital (1967), the buying and selling of commodities is
a zero-sum game for the buyers and sellers as a group: the gains of those who buy cheap
and sell dear are necessarily offset by the losses of those who sell cheap and buy dear.

Profits are made possible, rather, by the power of the capitalist class over other
economic actors which it confronts. Capitalists can indeed make profits through their
economic relations with economic actors outside the capitalist class. When workers sell
their labor power cheap and buy their wage goods dear, for example, a profit may be
made. The capitalist class of a given economy may make profits, similarly, through its
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Figure 1
The Rate of Profit
and the Rate of Accumulation
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exchange with other buyers and sellers outside that economy, given favorable prices of
exports and imports.

While some of the relationships between a national capitalist class and other economic
actors are market exchanges, many are not. First of all, the worker who sells labor power
cheap and buys wage goods dear will not contribute to profits unless the worker’s
employer also succeeds in getting the worker to work hard and well enough to produce a
net output greater than the wage. And while the extraction of labor from the worker is
influenced by wages, prices, and other market phenomena, it is proximately effected
through an authority relationship at the workplace itself. Second, and similarly, while the
international terms of trade depend on import and export prices, the determination of
these prices involves the exercise of diplomatic, military and other pressures quite
different in character from marketplace exchange.
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A third relationship affecting the profit rate — that between the capitalist class and the
state — also reflects the exercise of power: The alignment of forces in the formation of
state policy may affect the after-tax profit rate directly through the effective tax rate on
profits, and it may affect the profit rate as well through state policies affecting the supply
of labor, the rate of capacity utilization, the direction of technical change, and many
aspects of capital’s relations with workers and with foreign buyers and sellers.

It may be illuminating, then, to consider profits as the spoils of a three-front war
fought by capital in its dealings with workers, foreign buyers and sellers, and the state (or
indirectly with the citizenry). Capital’s ability to fight effectively on these three fronts
will further be affected by the intensity of inter-capitalist competition, determining how
tightly and cohesively its troops are organized for battle. The military analogies are
deliberate; they are intended to stress the essentially political nature of the profit rate and
the strategic nature of the social interactions involved in its determination.

The fundamentally political character of the determination of profits does not imply,
however, that we cannot analyze the impact of this kind of political struggle with some
precision. It is possible to identify quite clearly the channels through which the condition
of this three-front war is likely to have direct impact on an aggregate measure of
corporate profitability.

These channels can be highlighted with a relatively simple model of a capitalist
economy in an open world system (Bowles, Gordon and Weisskopf 1986:137-9 and
Appendix A). In such a model, it can be shown that the economy-wide average net
after-tax profit rate of capitalists depends on six specific factors:

1. The real wage rate, or the cost of hiring an hour of labor power as a productive
input: the lower the real wage, the higher the rate of profit.

2. The intensity of labor, or the amount of labor services extracted from an hour of
labor power purchased for production: the higher the intensity of labor, the higher
the profitability.

3. The terms of trade, or the relative cost (in domestic products) of acquiring
foreign-produced inputs for production: the more favorable the terms of trade, the
lower will be the costs of acquiring foreign-produced inputs and the higher will be
the rate of profit.

4. The input-output coefficients of production, or the amount of output which can be
produced with one unit of any given factor input: the larger the amount of output
which can be produced with given inputs, the higher will be the rate of profit.

5. The rate of capacity utilization, or the ratio of productive capital used in production
to the stock of capital actually owned: the higher the utilization rate, the less waste
of owned capital will take place and the higher will be the rate of profit.

6. The profit tax rate, or the percentage of before-tax profits which are taxed by the
government: the higher this tax rate, the lower will be profitability.

It is reasonably obvious, given our introductory remarks, that at least the first three
factors and the last in this list clearly and directly reflect power relationships. The greater
the power of capital over labor, other things being equal, the lower will be the real wage
rate and/or the higher will be the intensity of labor. The more dominating domestic
capital is in its relationships with foreign buyers and sellers, similarly, the more
favorable will be the terms of trade. And the more effectively capital wages battle with
citizens through the state, finally, the lower will be the corporate tax rate.
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It takes only a little more investigation to ascertain the power relationships which
might affect the other items in the list. Power relationships between capital and the
citizenry, mediated by the state, may profoundly affect the kinds of subsidies and R&D
which influence the direction of technical change and therefore the input-output coeffi-
cients. State relations will also directly determine the corporate-profit tax rate. And it
may be the case, as we have argued for the specific case of the United States after World
War II, that power relations between capital and labor are likely to affect the level of
utilization in the aggregate economy.

The intensity of inter-capitalist rivalry, influenced by the relative power of capitalist
firms, is also likely to affect several of the profit-rate determinants: for example,
moderated competition will make it easier for firms to pass on rising costs through higher
prices, thus lowering real wages, while the global market power of United States firms
will help sustain relatively favorable terms of trade.

If one could adequately chart the course of the power relationships affecting these
variables, in short, one could make considerable progress toward understanding the
sources of movements in the rate of profit and the pace of capital accumulation. Where to
turn in that mapping exercise?’

Social Structures of Accumulation

We believe that the perspective afforded by the concept of a social structure of
accumulation (SSA) provides an invaluable guide for this kind of analytic project.

The SSA model begins with the basic Marxian proposition outlined above: Profitabil-
ity conditions the pace of accumulation which in turn substantially regulates the rate of
economic growth.

But the accumulation of capital through capitalist production cannot be analyzed as if
it takes place either in a vacuum or in chaos. Capitalists cannot and will not invest in
production unless they are able to make reasonably determinate calculations about their
expected rate of return. And the socioeconomic environment external to the individual
firm will profoundly affect those expectations. Without a stable and favorable external
environment, capitalist investment in production will not proceed.

The specific set of institutions which make up this external environment has been
called the ‘‘social structure of accumulation.’” Its specific elements include the institu-
tions whose structure and stability are necessary for capital accumulation to take place,
such as the state of labor-management relations and the stability of the financial system.
It is at least theoretically plausible that such an SSA will alternatively stimulate and
constrain the pace of capital accumulation. If the constituent institutions of the social
structure of accumulation are favorable to capital and working smoothly without chal-
lenge, capitalists are likely to feel enthusiastic and secure about the prospects for
investing in the expansion of productive capacity. But if the social structure of accumula-
tion begins to become shaky, if class conflict or past capital accumulation have pressed
the institutions to their limits and they begin to lose their legitimacy, capitalists will be
more disposed to put their money to other uses — consumption, financial investments, or
assets abroad.

It is not simply a problem, moreover, of achieving a sufficiently high and stable rate of
profit. For the profit rate can be too high. If wage income is relatively low and capitalists
do not spend enough out of their relatively high profits on investment, there may not be
enough effective demand to absorb the products of capitalist production. If inventories of
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unsold goods then pile up, capitalists will eventually cut back on production unless the -
state can continuously make up the difference.

The functions of the constituent institutions of a given social structure of accumula-
tion, in short, are both daunting and fundamental. Their health and vitality substantially
determine both whether or not capitalists expect the profit rate to settle stably at a
sufficiently attractive level to justify investment over alternative uses and whether or not
the right balance is achieved between profitability and effective demand.

There is good reason, moreover, for believing that capitalism has experienced succes-
sive stages in its institutional capacity to achieve these daunting tasks.® The history of at
least the United States economy over the past 150 years suggests a clear historical rhythm
of alternating expansion and contraction over roughly 50-year swings. In each of the two
previous instances of crisis — in the 1890s and the 1930s — basic changes in economic
and political institutions proved necessary before a return to prosperity was possible. The
paths to this economic restructuring were tangled with thickets of competing political
interests, and it took years to clear the way for a decisive political resolution. This
path-clearing appears to have required, in the more formal language of this section, the
construction of a new SSA before accumulation could revive.

The Crisis of the Postwar SSA in the United States

We have elsewhere provided a historical account of the rise and demise of the postwar
social structure of accumulation in the United States, describing its initial consolidation
and its ultimate erosion under increasingly effective challenges to capitalist control
(Bowles, Gordon and Weisskopf 1983: Chap. 4).

Our basic argument is that the postwar SSA rested upon four principal buttresses of
United States capitalist power, each of which involved a particular set of institutionalized
power relations allowing United States corporations to achieve predominant control over
potential challengers in the immediate postwar period. We refer to these four institutional
axes as the capital-labor accord, Pax Americana, the capital-citizen accord, and the
moderation of inter-capitalist rivalry, respectively.” They remained relatively solid into
the 1960s, but the success of the SSA in promoting economic growth proved ultimately
contradictory. Workers, foreign suppliers of raw materials, and domestic citizens began
to question and to resist the previously established structures of power. The growing
strength of other capitalist nations, as well as the success of anti-capitalist movements in
the Third World, further challenged the power of United States capital. Increased
competition both domestically and internationally reduced capitalists’ ability to protect
their profitability from these incursions. The postwar capitalist system consequently
began to erode; corporate capitalists found it increasingly difficult to control the terms of
their interaction with the other major actors on the economic scene.

We briefly review each of these four power axes on its own institutional terms.

The Capital-Labor Accord. The first set of institutions governed relations between
capital and labor in the United States after the late 1940s. This accord involved an explicit
and implicit quid pro quo, assuring management control over enterprise decision-making
(with union submission and cooperation) in exchange for the promise to workers of real
compensation rising along with labor productivity, improved working conditions, and
greater job security — in short, a share in capitalist prosperity. The accord also
consolidated the relative advantages of the unionized over the non-unionized part of the
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workforce and contributed to an intensification of labor segmentation along job, gender,
and racial lines (Gordon, Edwards and Reich 1982). The accord was administered, on
capital’s side, by an increasingly bureaucratic and hierarchical system of labor manage-
ment. This system of bureaucratic control was backed up by an expanding army of
management cadres devoted to supervision and discipline.

The capital-labor accord worked for a while. But it appears that the effectiveness of
corporate control over labor was beginning to decline after the mid-1960s. Workers were
not staging a political revolt against the capitalist system, to be sure, but, from the
mid-1960s through at least the mid-1970s, many were becoming increasingly restive
with bureaucratic control and many were beginning to experience — and undoubtedly to
appreciate — much greater protection from 1n31stent corporate discipline as the cost to
workers of losing their jobs began to decline.® Corporate profits were bound to suffer.

Pax Americana. The second buttress of United States capitalist power was the
postwar structure of international economic institutions and political relations that
assured the United States a dominant role in the world capitalist economy. Pax Ameri-
cana provided favorable terms for United States capitalists in their interaction with
foreign suppliers of both wage goods and intermediate goods and with foreign buyers of
United States produced goods. Equally important, the increasingly open world economy
gave United States capital the mobility it needed to make its threats of plant closings
credible in bargaining with United States workers and citizens over wages, working
conditions and tax rates.

Though the United States-dominated world system conferred significant advantages
on United States capital in its relations with United States workers, it affected profitabil-
ity in the domestic economy most directly through its impact on the terms on which the
United States could obtain goods and services from abroad. This is reflected in the United
States terms of trade. The better this relative price, the more favorable the terms on which
United States firms can obtain imported inputs. As one might have expected from the
extent of United States power for the first couple of decades after World War II, the
United States terms of trade improved substantially for a time.

But after roughly the mid-1960s, United States corporations faced growing interna-
tional challenges:

— Challenges from the Third World began to undermine United States international
domination in the mid-1960s. The failure of the 1961 Bay of Pigs invasion and especially
the long and humiliating failure to stem the revolutionary tide in South Vietnam marked a
significant and escalating erosion of the United States government’s capacity to ‘‘keep
the world safe’’ for private enterprise.

— Another significant challenge in the world economy came from exporters of raw
materials, primarily in Third World nations. By the early 1970s, the economic bargain-
ing power of some of the Third World raw-material-exporting nations increased substan-
tially; OPEC, the cartel of oil-exporting nations, was the most visible and important
example.

These international challenges combined to diminish United States international
power and, with it, the ability of United States corporations to profit from their powerful
leverage over foreign buyers and sellers.

The Capital-Citizen Accord. The postwar SSA also included a set of political
arrangements which regulated the inherent conflict between capitalists’ quest for profits
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and people’s demands for economic security and for the social accountability of busi-
ness. An expanded role for the state in providing for citizens’ needs was suitably
circumscribed by the capitalist principle of profitability as the ultimate criterion guiding
public policy.

By the mid-1960s, support for business was now being challenged. Beginning with
occupational health-and-safety campaigns, a wide variety of movements emerged to
challenge the hallowed identity of private greed and public virtue. With striking speed,
these movements led to new government regulations affecting traffic safety, occupation-
al health and safety, environmental protection, consumer product safety, and nuclear
power generation.

In many cases these challenges arose from a wider appreciation of the importance of
values like environmental protection. But in many cases, as well, they resulted much
more simply from defensive and protective reactions against the rising and increasingly
serious hazards of life in the postwar regime. Faced with these spreading hazards, people
had no choice but to react. United States capital was able to reap substantial advantages
from the corporate-citizen accord for two decades. But the contradictions of the postwar
capitalist system eventually blew up in the collective capitalist face. ,

The Moderation of Inter-Capitalist Rivalry. For a substantial period after World
War II, United States corporations were able to enjoy the fruits of substantially attenu-
ated inter-capitalist competition. Most strikingly, the wartime devastation of the
Japanese and the leading European economies left United States capitalists in the
enviable position of unrivalled kings of the mountain, able effectively to dominate
corporations from other advanced capitalist countries. Perhaps equally important, the
rapid pace of accumulation in the domestic economy tended to provide ample room for
growth for most large United States corporations within their own industries, reducing
the likelihood of inter-industry merger bids or capital entry.

After the mid-1960s, however, this comfortable cushion of moderated competition
began to turn into a bed of thorns. In both the international and domestic economies,
intensifying competition began substantially to reduce United States capitalists’ ability to
maintain stability in their own ranks and deal effectively with external challengers.

— One challenge came from the increasingly intensive competition waged by corpora-
tions in Europe and Japan. Having recovered from the devastation of World War 11, these
corporations were able to cut into United States corporate shares of international export
markets and to provide increasingly stiff import competition in the United States.

— As growth and accumulation in the United States economy slowed, further,
inter-capitalist competition intensified on the domestic terrain as well (Shepherd 1982).
From the merger wave of the late 1960s through the junk bond buyouts of the 1980s,
firms were forced more and more to protect their rear flanks from takeovers all the while
they were fighting forward battles with workers, foreign buyers and sellers, and citizens.
As domestic rates of profit plunged in many industries, as well, corporations often chose
to switch rather than to fight, lifting their capital out of their home industries and seeking
to penetrate others; this exposed many corporations to increased exposure to market
rivalry with domestic as well as foreign invaders.

Whatever the source of the challenges, United States corporations were more and
more pressed after the mid-1960s by increasingly intense inter-capitalist rivalry. Their
ability to organize their own ranks for battle and to pass on through higher prices the costs
of their three-front war was substantially undercut.
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Basic Foundations

We now have in place the essential elements for an interpretation of the stagnation of
the United States economy since the mid-1960s. To recapitulate, the basic argument
proceeds in four steps:

1. Long-term accumulation in a capitalist economy is fundamentally profit-led. In
order to understand the pace of investment and growth, one must apprehend the
determinants of capitalist profitability.

2. The rate of profit in a capitalist economy is directly affected by the power relations
mediating capitalists’ interactions with workers, foreign buyers and sellers, and the
citizenry. The battlefield conditions in this three-front war, mediated by the degree of
cohesiveness within the capitalist ranks, can potentially influence all of the major factors
determining the corporate rate of profit.

3. Capitalist power and the pace of accumulation are shaped in capitalist economies
by the constituent institutions of a given social structure of accumulation. When those
institutions are in place and stably effecting capitalist domination, capital accumulation
can proceed at a vigorous pace. When the viability of those institutions begins to erode,
profitability is likely to suffer and stagnation is likely to follow.

Table 1
The Rise and Demise of the Postwar Social Structure of Accumulation
Capital-Labor Capital-Citizen Inter-Capitalist
Phase Accord Pax Americana Accord Rivalry
Boom: Cost of job loss rises U.S. Military Government support Corporations insulated
1948— Workers’ resistance  dominance for accumulation; from domestic &
1966  down Terms of trade profits main foreign competition
improve state priority
Erosion:  Cost of job loss Military power Citizen movements  Foreign competition
1966— plunges challenged take hold & domestic mergers
1973  Workers’ resistance  Terms of trade hold begin to affect
spreads steady corporations
Stalemate: Stagnant economy OPEC, declining $ Citizen movements  Pressure of foreign
1973— creates stalemate result in sharp effect new fetters competition & domestic
1979  between capital and  deterioration in on business rivalry intensifies
labor U.S. terms of trade

4. This approach appears to apply closely to the case of the postwar capitalist system
in the United States. United States corporations achieved considerable power through the

construction of a new SSA after World War II, enjoying substantial leverage through

their domination of the capital-labor accord, Pax Americana, and the capital-citizen
accord as well as through the moderation of intercapitalist rivalry. As challenges to
capitalist control developed along all four of those institutional axes in the 1960s, United
States corporations watched their power erode and, consequently, their profitability
-decline. Table 1 provides a brief glimpse of the dynamics of SSA consolidation and
erosion in the United States economy from 1948 through 1979.° Table 2 then summa-
rizes the linkages flowing from the four institutional power dimensions highlighted by
this historical outline to the determinants of the profit rate outlined in the first sub-section
on ‘“‘Power and Profits.”” These linkages make possible a complete analysis of the
connections running from the SSA through the profit rate to accumulation and growth. '°
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Table 2
Linkages Between the Postwar SSA and Components of the Profit Rate

While there is no simple (one-to-one) correspondence between each of the dimensions of capitalist power
and the determinants of the profit rate, we list here the four main dimensions of capitalist power in the
postwar SSA of the United States, and the primary variables through which these power relations affected the
profit rate:

Labor Accord real wage rate, labor intensity, capacity utilization

Pax Americana terms of trade, profit tax rate

Citizen Accord input-output coefficients, profit tax rate, capacity utilization
Capitalist Rivalry real wage rate, terms of trade, capacity utilization

THE CONTRADICTIONS OF CONSERVATIVE ECONOMICS

That analysis extends through the 1970s. Building on that base, we can interpret the
‘‘conservative economics’’ reigning during the 1980s in large part as a consistent effort
to restore corporate profitability by rolling back effective challenges to United States
capitalist power: by raising the cost of job loss, improving the terms of trade, more
vigorously flexing United States military power, reducing the intensity of government
regulation, and dramatically reducing capital’s share of the total government tax burden.
As any observer could easily report, and as the underlying data for our quantitative
indicators of the SSA also clearly confirm, the Reagan Administration made substantial
progress on all of these fronts. Did it succeed in reviving the net after-tax rate of profit?

The average net after-tax rate of profit during the business cycle from 1974 to 1979
was 5.5 percent. The average net after-tax rate of profit during the not-quite-completed
business cycle from 1980 through 1985 was 5.7 percent.'' The average rate of profit in
the 1960-66 cycle, by contrast, was 8.0 percent. For all of the triumphs of business
interests in Washington and throughout the economy in the 1980s, the profit rate did not
significantly rebound.

This appears to pose a puzzle. Conservative economics sought to roll back challenges
to capital’s power and succeeded in obtaining much more favorable values for many of
the indicators along our four SSA power dimensions than had earlier prevailed. And yet,
actual profitability did not improve.

The basic solution to this puzzle, we believe, lies in the inherent contradictions of
conservative macroeconomic policy. Conservative economics relied heavily on the
monetarist policies initiated in 1979 by Paul Volcker of the Fed and intensified when the
Reagan Administration came to power in 1981. These policies resulted in extremely low
rates of capacity utilization during the three-year recession from 1980 to 1982. Another
consequence of this policy was a highly inflated value for the dollar; the resultant
improvement in the United States terms of trade was similarly contradictory, in that it
reduced the competitiveness of United States products on the world market and thus
exacerbated the decline in capacity utilization. In sum, conservative economics won the
battle for capitalist power but had apparently not yet won the war for corporate profitabil-
ity, by the mid-1980s, because of the high cost of the battlefield victories imposed by the
terms of the postwar SSA.
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ALTERNATIVE EXPLANATIONS OF STAGNATION

Since other contributions to this volume elaborate a variety of alternative accounts of
the stagnation of the United States economy over the past nearly two decades, we pause
only briefly here to highlight some of the central differences between the account
outlined in this essay and other possible explanations of the recent crisis.

Mainstream Accounts

It is common among mainstream economists to attribute the stagnation of the United
States economy to a variety of ‘‘exogenous’’ shocks such as the oil-price jolts of 1973
and 1979 or to macroeconomic mismanagement (for presentation and critique of these
views, see Bowles, Gordon and Weisskopf 1983: Chap. 3). We find, however, that these
analyses are substantially incomplete and miss much of what happened in the United
States economy during the rise and demise of the postwar capitalist system. Our
empirical explorations suggest three principal shortcomings of conventional mainstream
accounts.

— Many mainstream accounts date the crisis from the oil-price shock of 1973, but
almost every salient economic indicator suggests that it began much earlier — in the
mid-1960s (Bowles, Gordon and Weisskopf 1983: Chap. 2).

— Most mainstream accounts of productivity growth, profitability, and investment
ignore the sorts of social determinations of macroeconomic performance which our
emphasis on ‘‘challenges to capital’’ highlights. In a series of detailed comparisons, we
find that attention to these social determinations uniformly improves our ability to
explain movements in productivity growth, profitability and investment (in addition to
previously cited work, see also Weisskopf, Bowles and Gordon 1983).

— Far from resulting from ‘‘exogenous shocks,’’ the crisis of the United States
economy appears to flow from the internal evolution of the postwar capitalist system. In
each of our econometric investigations, we find no evidence of ‘‘structural change’’ in
the models, suggesting that the same factors which help account for the boom also help
account for the subsequent crisis.

An “‘Over-Investment’’ Crisis?

Some Marxist economists stress the importance of capitalists’ collectively ‘‘irration-
al’’ decisions to ‘‘over-invest,’’ leading to a decline in profitability from a rising organic
composition of capital (see the essay in this volume by David Laibman). It is certainly
true that the ratio of capital to output increased fairly steadily during the period of crisis
and that, in this nominal respect, this focus on capitalist ‘‘over-investment’’ is potential-
ly fruitful.

But our own analyses suggest that this kind of explanation of the postwar crisis is
incomplete at best: Once one accounts for the influence of the SSA power dimensions on
corporate profitability, there is no further explanatory power to be gained from adding a
term to account for movements in the capital intensity of production. It does not appear,
in other words, that this ‘‘over-investment’’ perspective offers much additional empiri-
cal insight beyond that afforded by the approach outlined here.'?

An “‘Underconsumption’’ Crisis?
Some Marxist and post-Keynesian economists highlight problems of ‘‘undercon-
sumption’’ or ‘‘effective demand’’ as underlying causes of the crisis of the United States
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economy (see the essays in this volume by John Bellamy Foster and by Edward J. Nell).
These interpretations would suggest that the rate of growth of demand turned down
before the rate of profit and the pace of investment, not after their inflection points; and,
according to at least some accounts, that these problems of underconsumption resulted
from a shift in the income distribution toward capital as a result of capital’s being ‘‘too
strong.”” We find two main problems with the empirical usefulness of this approach (see
Weisskopf, Bowles and Gordon 1985:266-272):

— All of the available evidence seems to suggest that the rate of profit declined
substantially before the downturn in the rate of growth of output or consumption.

— Despite many common assertions about the rising power of monopolies, we find
that there was neither an increase in monopolistic competition nor a decisive shift in the
income distribution away from labor toward capital just before or during the initial years
of the crisis. Indeed, as we noted earlier, available evidence suggests that there was an
intensification of inter-capitalist competition during precisely this period.

POLITICAL IMPLICATIONS

Capitalism is a contradictory system of power relationships that evolves in large
measure through the continuing but changing forms of class struggle, international
conflict and other tensions to which its structure gives rise.

To analyze the latest capitalist economic crisis we have built upon a theoretical
approach to the analysis of a capitalist system which focuses on its imbedded power
relations and its historically contingent and inherently contradictory social structure of
accumulation. We have argued that the initial decline of corporate profitability in the
postwar period can be explained by a corresponding decline in the power of the United
States capitalist class to deal with growing challenges from the domestic working class,
the domestic citizenry, and foreign suppliers and buyers — challenges which themselves
arose out of the dynamics of the postwar boom. In the last decade, in a political climate
influenced by high levels of unemployment, United States capital has scored major
political victories over all those groups whose challenges form the heart of our analysis of
the origins of the economic crisis. But the challengers were turned back at a very high
cost in economic stagnation associated with the major recessions of 1974-75 and
1980-82. Profitability has remained, on average, at a relatively low level. We attribute
this outcome to the inherent contradictions of conservative macroeconomic policy under
the prevailing postwar SSA.

To achieve a true victory on behalf of capital, conservative economics would have
needed to alter the underlying relationship between the rate of capacity utilization and the
SSA power dimensions. If it were possible to enhance capitalist power without having to
depress capacity utilization to such a significant extent, this would permit much higher
levels of profitability to be attained over an extended period of time and would amount
eventually to a genuine alteration of the postwar SSA.

Is there any evidence that this has yet been accomplished? At the time of completion of
this article, it is still too early to draw a final conclusion on the consequences of
conservative economics. First, because the current business cycle did not reach its peak
in 1985, our comparison of 1974-79 with 1980-85 is subject to revision. Second, and
ultimately more important, it is possible that a trade-off between capacity utilization and
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some of the SSA variables more favorable to capital will prove to have emerged after
another few years. The verdict will become far clearer when we see how heavy a dose of
macroeconomic restraint will be required to keep the latest economic recovery from
eroding the significant gains that capital had achieved through the monetarist ‘‘cold
bath’’ of the early 1980s.

From a broader historical perspective, periods of economic crisis have always been
periods of political conflict and institutional innovation. The nature of the political
conflicts and the likely outcomes can differ radically, however, depending not only on
the political organization of the contending parties and the ideological environment, but
also on the nature of the economic crisis itself.

If, for example, the crisis results from the capitalist class being too strong and the
demand for goods and services being insufficient as a result, a politically attractive
opportunity arises for the left. In this case the short-run and the long-run interests of the
working class appear to coincide: a weakening of the capitalist class will help both to end
the crisis and also to increase the economic strength with which the working class can
carry on the long struggle for a socialist alternative. Thus the Keynesian and social
democratic policies which emerged as the dominant programs for the labor movement
following the Great Depression promised to redistribute income to labor, farmers, and
other non-capitalist groups and thereby stimulate demand for goods and services and end
the crisis.

No such happy coincidence of short-term material interests and longer-term radical
objectives is associated with the type of supply-side crisis which results initially when the
capitalist class is “‘too weak.’’ The most obvious exit from the crisis is that pointed to by
the right: strengthen the capitalist class, restore profits and rekindle the capitalist
accumulation process. In the absence of basic institutional change, any success the left
may have in obstructing the restoration of unchallenged capitalist hegemony, or in
further eroding capitalist power, will merely deepen the crisis. This may perhaps lay the
groundwork for a more radical change, but its immediate impact on people will be a
worsening of economic distress and insecurity— hardly the kind of promise upon which
mass mobilizations can build.

This does not mean, of course, that there are no options for progressive forces in the
face of a supply-side crisis. But it does mean that these options must be considerably
more radical than those capable of resolving a demand-side crisis. If many during the
Great Depression advocated a democratic and egalitarian resolution of the crisis through
a redistribution of purchasing power, as a means of achieving a higher level of demand,
an exit from today’s crisis favorable to progressive forces requires the redistribution of
power itself.

What, then, are the political implications of our analysis? If we are right that profits are
central to the vitality of the United States economy as long as it remains capitalist, and
that it was rising challenges from non-capitalist forces that caused the initial decline in
profitability and the high costs of keeping people down that perpetuated the profitability
problem, how can we confront those who contend that economic recovery hinges on
capital’s ability to control its challengers firmly and efficiently? How can we derive a
progressive political strategy — a strategy designed to foster more popular control, more
democracy, more socialism — from an analysis that seems to blame progressive political
forces for the economic crisis?
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Two brief observations may be in order.

First, the fact that successful challenges initiated the crisis in no way assures that
beating back the challenges will be an effective way to boost profits and restore the
growth process. This point has been well illustrated by the high cost of United States
capital’s recent efforts to regain the upper hand after their setbacks in the initial stages of
the current economic crisis. It is still quite unclear whether capital has yet amassed the
political and economic leverage to accomplish what would amount to the construction of
a new capitalist social structure of accumulation.

Second, and more important, there is a flaw in the reasoning that would seek to repress
challengers as a basis for economic recovery: it presumes that there is no alternative to
capitalism, and that the best we can hope for is therefore the restoration of a more
efficient system of capitalist exploitation. But we believe that there is a socialist
democratic alternative — one that offers both an alternative strategy and an alternative
vision of the future.

Our analysis points to a political program based on a critique of the legitimacy of
capitalist power and to an economic program highlighting the gains to be made from
reducing the waste inherent in the imposition and maintenance of capitalist control. By
showing that exploitation is fundamentally costly, and that its reduction is compatible
with — if not necessary for — a return to economic security and opportunity, we can
potentially undermine a major source of capitalist legitimacy and strength. By highlight-
ing the problem of political power, moreover, our analysis points to popular control in
both the state and the economy — that is, socialist democracy — as a progressive
political alternative. Rather than legitimizing a repressive status quo, our theory of the
crisis and declining profitability seems to us to dramatize the effectiveness of popular
power and therefore to underscore its potential for social transformation.

NOTES

1. We place these terms in quotation marks to suggest their relativity: ‘‘too strong’’ and ‘‘too
weak’’ refer solely to the conditions for the smooth reproduction of the capitalist accumulation
process, not to some other standard of political or moral desirability or behavior.

2. The concept of the social structure of accumulation was introduced in David M. Gordon
(1978), and further developed and applied in Gordon (1980); and Gordon, Richard Edwards and
Michael Reich (1982). This perspective is very closely related to a framework developed more or
less independently in France known as the ‘‘regulation approach’’; this approach builds upon the
concept of a “‘regime of accumulation’ or, alternatively, a ‘‘system of regulation.”” See, for
example, Michel Aglietta (1979) and Alain Lipietz (1986).

3. The ‘‘rate of accumulation’’ is defined for the purposes of this discussion as the rate of change
of the net capital stock; this measure is thus equivalent to the ratio of net investment to the lagged
(net) capital stock and is highly correlated with the ratio of net investment to GNP.

4, Contrary to the distributional theory of neoclassical economics, neither profits nor wages
represents the return to a scarce factor of production; capital is not a productive input (though
machines are), while labor is not scarce but rather almost always in excess supply.

5. It may be useful to conclude this section on *‘challenges to capitalist control’’ by relatingittoa
more traditional formulation within Marxian economics called *‘profit squeeze’’ theories of crisis
(see the introduction to this section by Jim Devine for a review of this traditional account.) The
two explanations share in common the perspective that crisis may occur because capitalists are
‘‘too weak.”’ Ours expands upon the traditional formulation in three respects: First, we stress that
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power relationships may affect more components of the rate of profit than the profit share, as the
list in this section indicates. Second, we place a greater stress on the centrality of power
relationships in the determination of the basic conditions of profitability, an emphasis which has
been somewhat more implicit in traditional profit-squeeze accounts. Third, we recognize that
attempts to restore capitalist power — for example, through restrictive monetary and fiscal policy
— may replenish the reserve army of labor but fail to restore the profit rate as a result of their
negative effects on capacity utilization.

6. This involves a more formal argument about the connection between the SSA and long
economic swings. See the references in footnote 2 above.

7. In our earlier work we had neglected the dimension here labeled the ‘‘moderation of inter-
capitalist rivalry’’; we introduce it in this essay in order to help overcome some inadequacies in
earlier formulations.

We should also stress for the purposes of clarification that we consider these four particular
institutional axes to apply concretely only to the postwar United States; we do not intend a more
general argument that any social structure of accumulation at any time can most usefully be
characterized by this specific institutional configuration.

8. This analysis builds heavily on the concept of the cost of job loss. For details on definition and
measurement, see the essay by Juliet B. Schor in this volume.

9. This table is based on quantitative indicators defined and presented in Bowles, Gordon and
Weisskopf (1986: Section 4) and some subsequent unpublished empirical work.

10. In other work we have traced the last link in this connection — from profitability to
accumulation and growth. For that analysis we refer to that component of profitability which
reflects the influence of underlying SSA institutional factors as the ‘‘underlying rate of profit’’;
we hypothesize that investment flows are especially sensitive to movements in this component of
profitability. See Gordon, Weisskopf and Bowles (1986).

11. Atthe time of writing we could not compute a precise estimate of the rate of profit for 1986
because of the unavailability of data on the net capital stock. A rough estimate of the rate of profit
for 1986 suggests that it declined from its 1985 level (from .073 to roughly .072). As a result,
although another year of ‘‘recovery’’ improved the cycle average over that for 1980835, there was
still insufficient improvement to warrant the conclusion that corporate profitability had reco-
vered. Based on our very approximate estimate for 1986, the estimated cycle average for 1980-86
was 6.0 percent; the difference between this value and the mean for 1974-79 was not statistically
significant.

12. This exercise is presented in an unpublished appendix to Bowles, Gordon and Weisskopf
(1986), available from the authors. The reverse conclusion does not hold: if the variables
representing our approach are added to an equation modelling the ‘‘over-investment’’ perspec-
tive, the explanatory power of that equation increases substantially.







6
What Is Stagnation?

JOHN BELLAMY FOSTER

INTRODUCTION

For a majority of mainstream and radical economists, the answer to the question
‘““What is Stagnation’’? is fairly simple and straightforward and devoid of any real
theoretical significance in and of itself. Either it is seen as a period of longer and deeper
than average recessions, or it stands for a long-cycle downturn, which will be followed
more or less automatically, after some 25 years duration, by a long-cycle upturn.
However, in the case of most of those thinkers on the left who continue to emphasize the
primacy of demand-side constraints on the accumulation process in ‘‘the present as
history,’’ the search for an answer to the above question is nothing less than an attempt to
address the central contradiction of the mature monopoly capitalist system.

The purpose of this article is to uncover the complex historical logic through which the
phenomenon of stagnation is manifested in modern capitalism, as explained in the work
of such radical demand-side theorists as Michal Kalecki, Josef Steindl, Paul Baran, Paul
Sweezy and Harry Magdoff. Beginning with the reasons why a condition of stagnation
(the main traits of which are widening underemployment, stop-and-start investment and
slow growth) has come to represent the normal trend-line of the modern economy around
which the recurrent fluctuations of the business cycle occur, the analysis will then shift to
a consideration of the various self-limiting forces that sparked the expansionary wave of
the 1960s; and how a waning of these forces, or of their positive effects, has led in the
1970s and 1980s to a resurfacing of stagnation and a doubling-over of economic
contradictions. The seriousness of the multi-layered crisis that emerges from such a
conception of political economic evolution, will then be contrasted, in the coflusion, to
the relative complacency engendered by the dominant supply-side strategy for the
renewal of American capitalism.

THE STAGNATION PROBLEM

What might be thought of as constituting the logical starting point for all work on the
problem of economic stagnation is a recognition of the fact that there is nothing natural or
automatic about the fulfillment of a long-run rate of growth that guarantees full capacity
production under advanced capitalism. As the conservative economist Joseph Schumpe-
ter wrote in Capitalism, Socialism and Democracy (1942): ‘“The power of the business
process itself to produce that result [full employment] has, however, been called into
question by many economists. . . . We will refer to them by a term that has gained some
currency, Stagnationists’’ (Schumpeter 1947:329).

In utilizing this label for all of those that had lost faith in the ability of ‘‘the business
process itself’’ to generate full employment, Schumpeter had in mind such notable
theorists as John Maynard Keynes and Alvin Hansen, Keynes’s leading interpreter in the

-



60 Part Two: Theoretical Perspectives

United States (Schumpeter 1951:283-284). Faced with the Great Depression of the
1930s, Hansen’s first reaction, like that of most liberal economists during the first eight
years of stagnation (prior to 1937), was to trace the problem to such alleged supply-side
causes as the high, inflexible wage rates that were thought to have been institutionalized
in the economy during the New Era of the 1920s, and which supposedly prevented a
smooth adjustment once the downturn had set in (Stoneman 1979:44-50; Foster 1983).
But this initial interpretation, was to be summarily discarded in Hansen’s case, as in
numerous others, when the United States was suddenly struck by the sharp downturn of
1937, which occurred well before the economy had fully recovered from the conditions
of depression, and which led to a rapid rise in unemployment from 14 percent in 1937 to
19 percent in 1938. Confronted with this failure of the economy to achieve a full
recovery, and relying on the analytical framework introduced by Keynes, Hansen
advanced, in such works as Full Recovery or Stagnation? (1938), the idea that the
capital-rich society of the twentieth century was afflicted by growing difficulties in
absorbing potential net savings. Not only was there a * ‘rising propensity to save’’ among
the wealthier elements; but it was also true that such previous inducements to ‘‘spon-
taneous’’ (as opposed to income-induced) investment as a rapid rate of population
growth, a seemingly endless open frontier, and technological innovations of a heavily
capital-absorbing character, all of which had underwritten nineteenth century indus-
trialization in the United States, had either come to an end or could be expected to be of
diminishing influence as stimulating forces in the foreseeable future.! All of which
suggested that the economy was likely to move ‘‘sidewise’’ rather than forward if left
entirely to its own devices (Hansen 1955:549).

In opposition to this perspective, Schumpeter, Hansen’s greatest antagonist in the
debate of the late 1930s, attributed stagnation — to the extent that it was something more
than a ‘‘normal’’ downturn in the presumed 50 year Kondratieff cycle — not to any
failure of capitalism’s supposed natural tendency to generate full employment, but rather
to the interference of anti-business interests, notably Roosevelt’s New Deal (Schumpeter
1939:1011-1050; Magdoft and Sweezy 1987:31). It was only the intrusions of the state
within the economic domain which, according to this view, kept a full recovery from
taking place ‘‘of itself’’ (Schumpeter 1934:20).

The appearance of the Second World War in Europe and Asia and the rapid rise in
United States war production, however, soon transformed the nature of the economic
debate, with GNP rising by 70 percent in just six years in response to war-generated
demand; and in the prosperity that greeted the United States in the aftermath of the war
stagnation was for a time forgotten (Heilbroner 1980:160). It was not until the appear-
ance of what the orthodox economist Paul Samuelson was to call ‘‘the Eisenhower
stagnation’’ of 1954—60, following the Korean War, that the issue was temporarily
raised again in a major way (Walker and Vatter 1986:325). Pointing then to the statement
by Schumpeter quoted above, Hansen was to remark: ‘‘I fully accept Schumpeter’s
definition of stagnationists in Capitalism, Socialism and Democracy. .. 1 like this
definition because it stresses in a precise way the essential issue which is as follows: Can
the economy automatically produce full employment? Can automatic forces alone,
under modern conditions, be relied upon to the degree that was possible in the expansion-
ist nineteenth century’’? (Hansen 1955:557). The answer was obviously ‘‘No’’! ““We
can at no time facilely expect,”” Hansen had written in Full Recovery or Stagnation?,
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‘‘that a recovery will just automatically complete itself. There is never any assurance that
business will surely carry on to a full measure of prosperity. For ‘carrying on’ means that
new investment shall be developed’ (Hansen 1938:283).

At the root of the problem was the fact that in an advanced capitalist economy,
characterized by a high savings potential and abundant productive capacity, investment
tended to be cut off (as far as the normal income generation process was concerned) well
before a full employment level of production was reached. For in the contradictory world
of capitalism investment produces additional demand in the short-run but new productive
capacity after just a few years. And under conditions of a widening underemployment
gap (or overall slack demand) the danger to capital of finding itself with too much excess
capacity often has the effect of shutting off potential net investment before it can actually
be generated, creating a vicious circle of stagnation instead of the virtuous circle of rapid
growth predicted in most textbooks. As the Marxist economist Michal Kalecki—often
credited with having discovered the essentials of Keynes’s General Theory before
Keynes himself, in essays published in Poland — wrote in the closing sentences of his
Essays in the Theory of Economic Fluctuations (1939), ‘“The tragedy of investment is
that it causes crisis because it is useful. Doubtless many people will consider this theory
paradoxical. But it is not the theory which is paradoxical, but its subject — the capitalist
economy’’ (Kalecki 1939:149).

Indeed, what was largely ‘‘paradoxical’’ from a liberal economic standpoint —
which, insofar as it rested on neoclassical foundations, had little room for concepts of
class or monopoly within its core analytical framework — could be much more easily
comprehended by a Marxist theorist like Kalecki, who took as his starting point the class
composition of both output and demand. Relying on the simple model of the capitalist
economy embedded in Marx’s reproduction schemes, Kalecki emphasized that the
demand for capital goods is equal to reinvested gross profits, while the demand for wage
goods (the great bulk of the consumption goods sector) equals total wages (workers’
savings being considered so marginal as to be safely disregarded in the analysis).” Rapid
accumulation requires a much faster growth in the former than in the latter, but this
eventually generates inordinate productive capacity in relation to effective demand, as
the gap between the capacity to produce and the capacity to consume widens — although
the degree to which this contradiction actually surfaces depends on the relative autonomy
of investment from final consumption characteristic of any particular phase of capitalist
development (Kalecki 1968).

To elaborate the point somewhat differently, any continual plowing back of profits
into new investment would mean that the means of production (Department 1 in the
Marxian reproduction schemes, the demand for which comes largely out of gross profits)
would expand very much faster than articles of consumption (or Department 2, the
demand for which comes mainly from wages). This, in fact, is the basic pattern of every
accumulation boom. But it is a self-annihilating process. Sooner or later (depending on
historical conditions determining the degree to which the investment process is self-
sustaining) the means of production are built up to such a prodigious extent that a social
disproportionality develops been the capacity to produce and the corresponding demand.
A crisis of overaccumulation rooted in overexploitation then occurs.

Under these circumstances, in which investment (or new capital formation) is inhi-
bited by capital stock already in existence, capitalist expansion becomes increasingly
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dependent on what Hansen termed ‘‘spontaneous’ or non-income induced sources of
demand. Reversing the traditional assumption of rapid growth under capitalism, Kalecki
contended—in a critique of the early Russian Marxist Michael Tugan-Baranovski, who
had denied the existence of a problem of final demand — *‘that an expanded reproduction
will take place if there exist factors that simply do not permit the system to remain in the
state of simple reproduction [or stationary state]...’’ (Kalecki 1967:154). Or as he
explained in his Theory of Economic Dynamics: ‘‘Our analysis shows. . . that long-run
development is not inherent in the capitalist economy. Thus specific ‘development
factors’ are required to sustain a long-run upward movement’’ (Kalecki 1965:161).

Hence, in the absence of ‘‘external’’ factors such as a clustering of technological
innovations of a capital absorbing character, or massive government spending on a
wartime scale, a well-developed capitalist economy was likely to sink into a pattern of
slow growth and rising unemployment and excess capacity, with capital formation
fluctuating around the level of zero net investment. Moreover, as a consequence of the
steady rise in what Kalecki termed ‘‘the degree of monopoly’’ (reflected in widening
profit margins and growing concentration and centralization of capital) ‘‘the retardation
in the increase in capital and output’’ would tend to become more severe (Kalecki
1965:161).>

The argument with respect to the effect of growing monopolization on the accumula-
tion process was to be carried forward by Josef Steindl, one of Kalecki’s colleagues at the
Oxford Institute of Statistics during the Second World War, 