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At the end of 1975 the international copitalist economy
is still dominated by recession conditions, Granted,
there were many signs of upturn in the economy of the
United States during the third quarter, Economic octiv-
ity in West Germany and Japan hos ceosed to decline.
A small new rise in the prices of certain row materials
may reflect the beginning of o reversal of the trend in
international trade. But the persistence of very high un-
employment rates and, most important, the stagnation
of productive investment in all the imperialist countries
have put the brakes on any genuine upturn so far, These
foctors even threaten to couse o "rupture” in the upturn
in the United Stotes, The overall verdict is clear: the
inflationary "pump-priming" measures of most of the im-
perialist governments have not had the desired effects
within the time lopses counted on, A real general up-
turn of the international capitalist economy will prob=
ably not take place until well into the first half of 1976,
perheps not until the third quorter of 1976,

RECESSION & UPTURN

During the summer of 19735 industrial production con-
tinued to drap in all the imperialist countries without
exception, driving home and intensifying by its cumula-
tive effects the nature of the 1974-75 recession os o
generalized economic recession, During autumn, indus-
trial production turned up in the United States and reg-
istered a slight upturn In West Germany and Japan,
While the fall in industrial production remains broadly
inferior to the decline thot occurred during the 1929-
33 crisis ond while the decline will be of shorter dura-
tion (which justifies designotion of the present conjunc=
tural phase os "general recession" rather than “slump"),
it nonetheless goes considerably beyond any reductions
in industrial production registered since the end of the

second world war:

Fall in Industricl Production During the Yeor (in 95)

in -August in November

1975 1975
United Stares = 12.5 - B
Japan - 14 - 10.5
West Germany - 12 Ll
France - 9 -3
Britain - =
Italy =12.2 - 15

As of November 1975 forecasts on gross national prod-
ucts (in real terms) for the whole of the vear 1975 were
as follows:

United States -4.0%
West Germany =3.5%
Japan +1.5%
France - 2.0%
ltaly - 3.0%
Britain -, 7%
Metherlands -2.5%



Canada - 1.0%
Sweden 0.0%
Belgium - 1.8%

(Source: The Economist, November 15, 1975, except
for Canado and Belgium, for which: Mational Instifute
Economic Review, November 1975.)

Moreover, these predictions seem overly optimistic, es-
pecially with respect to Japon, Britain, and Italy, where
there have been no signs of a recovery of the GNP dur-
ing the last few months of 1975 that would be sufficient
to neutralize the much more sharply pronounced rate

of decline in economic activity during the first half of
the year.

Granted, the upswing was lively in the United States
during the third quarter of 1975, There is talk of o GNP
growth rate of 11% between July and September 1975.
But half of this increase results from so-colled technical
factors — thet is, o deceleration of industrial inventory
liquidation — and not from an increcse in sales to the
"final consumers.” In spite of Gerald Ford’s victory
cries at the summit conference of the imperialist world
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in Rambouillet November 15-17, most capitalists (and
their ideclogues) remain skeptical about short-term pros-
pects for an upturn in the United States, For the mament
at least,

Moreover, this skepticism is justified by the appearance
of contradictory sigmns in the American economy during
the months of November and December, as well as by
the retardation of the upturn in West Germany and Japan.
In the United States, comsumer demand ceased to grow
during the autumn. Retail sales amounted to only
$50, 000 million in October (and $26,000 million for
the First twa weeks in Movember), compared with
$49,000 million in July. The volume increase in com-
parison to October-Movember 1974, when the recession
was at its height, was only 4%,

In West Germany, industrial production increased
slightly; it was 296 higher in September 1975 than in
August 1975 and 1,596 higher for the fwo months Au=
gust=-September than for the two months June=July.
{These indices are adjusted to eliminate seasonal Fluc-
tuations.) Industrial orders increased 1296 in Seplester



compared with August. But this increase Is very slow,
As far os domestic orders are concerned, they are still
below 1970 levels. As for foreign orders, they have de-
veloped as follows (based on an index, 100=1970):

Fourth quarter 1974: 135
First quarter 1975; 19
Second quarter 1975 115
Third quarter 1975: 122

In Japan, production increased &% from March to Sep-
tember but remained far below is 1974 level,

The pump-priming policies of vorious gevernments have
had incontestoble effects. These palicies hove erected
a backstop to the classical cumulative development of
the crisis of overproduction. They have permitted a cer-
tain upturn in domestic corsumption. This has especially
been the case in the United States, Japan, West Ger-
many, and Fronce, less so in the other imperialist coun-
tries. This priming of corsumer expenditures hos per-
mitted some upturn in the autemobile industry, one of
the two key branches rocked by the recession. In the

United States outo sales of 8.5 million are forecost for
1975. In West Germany outo sales on the domestic mar-
ket are expected to exceed 2 million units, close to

the record year of 1973, Auto production in West Ger-
many in September 1975 was 2556 higher than in Septem-
ber 1974; for the fist nine months of 1975, however,

it wes still 4.4 below the figure for the first nine
months of 1974, Production also increased in Japan in
1975 (by 145¢), but a 105 decline is anticipated for

the first half of 1974 because of strong price increases,

The automobile industry fs in more uncertain condition
in France and ltaly, In Britain it is in crisis. Imports
are gaining o growing share of the domestic market,

but exporfs are progressing at nearly equivalent propor-
tions. During the first nine months of the yeor, imports
increased 509; exports grew 41% (in large part, how-
ever, due to sales of trucks and spare parts). As far as
private cars are concerned, production has fallen back
to 19462-63 levels! =

On the other hand, the second branch that acted to
detonate the recession, the comstruction industry, con=
tinves to founder in pronounced stognation. For the
moment, this branch is being hit by both sides of the
coin of slumpflation, the cbincidence of recession and
inflation, The recession is giving rise to coution among
the middle classes and the best-paid layers of the pro=
letariat, and this is reducing orders for housing construc=
tHon. (Treasury difficulties and the fall in company prof-
its are having similor effects in the realm of comstruc-
tion of industrial focilities and office buildings.) More-
over, inflation is maintaining long=term interest rates,
at high levels, which weighs down on mortgage credits,

Thus, In Qctober 1975 the number of housing unifs en
which construction had begun (1.46 million) was 15%
higher than the October 1574 level (but was still Far
below the record level of August 1973, which was 2
million units) . Mavertheless, the number of construction
permifs had fallen from @ monthly average of 1,26 mil-
lion during the third quarter of 1975 te only 1 million
in October 1975, (Meve ZUrcher Zeitung, December
2, 1975.) The October 20 lssue of Business Week com-
mented: "Except for a very modest upturn in single=-
family houses — from o horrendously low base — the
real estate market is still deeply depressed. Apartment
starfs this year will be at thelr lowest lavel in fifteen
years, Unsold condominiums amount to 150,000 to
200,000 units and, by one estimate, are still being com-
pleted faster than they can be sald. Millions of square
feet of prime office spoce are going begging in cities
like New York, Atlanta, Houston, and Los Angeles,
Half-finished or half-empty shopping centers, hotels
and housing developments dot the country. . . . Con-
dominiums and apartments represant the most serious
problem area. Demand exists for rental apartments, but
high interest rates push required rentals far beyond what
the market will support.”

It is only in Japan that a serious upturn is taking place
in the construction of private housing. .



A NOTE ON TERMINOLOGY

Marx presented the process of capitalist commodity preduction as a unity of twe distinct pro-
cesses — the labor process through which labor-power produces use-values, and the valorizo-
tion process through which lobor-power produces edditional value over and above its own
value, This surplus-value, created during the process of production, must be realized through
the sale of commodities before capital can appropriate it and therewith actually increase its
own value. In the English translation of Capital, the term referring to this process [Verwertung
in German) is usually rendered "self-expansion of capital.” This is misleading, becouse it
abstracts both from the labor process that materially creates value and from the process of real-
ization that is necessary if copital is actually to achieve its "exparsion, " which is not at all
calf-created. The tarm "valorization" is thus used instead of the term "self-expansion.”

A similar problem arises in the English rendering of Entwertung, the process whereby capital
leses o part of its volue, which tokes two main forms during @ capitalist crisis. First, us o re~
sult of the decline in value (price of production) of commodities, the capitol invested in these
commodities loses value. Second, a5 a result of commercial bankrupteies and firms going out
of business, much of the value of their capital is destroyed. This capital was part of total so~
cial capital, which thereby loses part of its aggregate value. The German expression Entwer-
Lu_r%my be translated simply as "devaluation.” But since this term may easily be confused
with the devaluation of currency (a different phenomenon}, and tince "develuation” does not
convey the semse of oppositeness to "valgrization” (present in the German), the term deval-

orization is preferable.

Left Backs, (7 Carlisle Street, L

\

The English edition of the book SEH-;GEH::I ismus (Late Capitalism, by Ernest Mandel, MNew
on W1, Britain) 1975, £9.50) contains an extremaly useful
glossary, from which the above notes have been adopted.
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The same disparate image emerges from a branch-by-
branch examination of the major industrial sectors.
Petrochemicals {and especially synthetic fibars) haye
bean experiencing o certain upturn for several months
now; but this branch hod suffered o particularly serious
fall in production during the first half of 1975, The tex-
tile and clothing industries also seem to be benefiting
from the upturn In consumer spendina. On the other
hand, the electrical opplionce industry continues to suf-
fer the effects of the stagnation in construction and of
the tendency for consumens to hold off on nonessential
spending out of Fear of future income declines. The ma-
chine-tool industry iIs suffering the effects of the sharp
decline in productive investment, The persistent reces-
sion in these branches causes a serious crisis in the steel
industry and in most of the nonferrous metals sectors as
well. Thus, the conclusion here confirms the results
drown from a country-by=-country examination of the
situation: Although there may be signs of upturn, it can-
not yet be sald that the recession has been overcome.

In general, government predictions have sinned by blind
faith in the automatic choracter of the pump-priming
effects produced by classical neo-Keynesian technigues.
The growth in the volume of demand was supposed to

be more or less immediately proportional to the increase
in the money supply, and was then supposed to rebourd
favorably on overall economic activity by acting as a
multiplying foctor. But as we have often stressed(1),
there are quite o few channels out of this complex of
interconnecting pipelines; consequently, a more or less
considerable portion of the expec =d growth in national

income through the simple inflation of the money supply
can sscope without producing significant effects on the
level of economic activity.

In the fist ploce, a portion of the supplemantary mone-
tary incomes ploced at the disposal of consumers may
not be comsumed immediately, but instead saved up for
postponed comsumption staggered over time, This has
actually happened in nearly all the imperialist coun-
tries, where the savings of lower-income layers have
increased rather than diminished since the recession be-
gan. (Should the recession continue and provoke a pro=-
nounced fall in the mas of real wages, this effect will
obviously disappear.)

Second, upturns in domestic consumption may not be
companied by proportional increases in ecanomic ac-
t ity if they are accompanied by declines in exports.
In a pericd of recession and of decline in the volume
of world trade, the imperialist countries cannot all in-
crease their exports simultonecusly. It has been this
factor in particular that seems to have prevented a real
upturn in West Germany during the second half of 1975.

Third, priming of demestic consumption leads to an up-
turn in productive investment by capltalist enterprises
only if it is occompanied by the prospect of an expand=
ing market and a rise in the rate of profit. Now, in

this area the existence of high excess production copos-
ity constitutes an obstacle that is less easily overcome
than the bourgeois and reformist economists generally
imagine,
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Finally, even when productive investments are primed
under the impetus of state aid, this priming may not
contribute to a cumulative move toward upturn if what
are invelved are rationalization investments that elim-
inate more jobs than they create in the sectors of ma-
chine construction and preduction of raw materials. In
that event, the persistence of high unemployment levels
can lead to a rapid ceiling on the growth of the domes~
tic consumption that was supposed to be generated by
the expansion of productive investment,

It is significant that all these truths (rather commonplace
on the whole), which had long since been developed

by the Marxist critique of Keynesian and neo-Keynesian
conceptiors, have suddenly been discovered by bour-
geois economists in the midst of o generalized recession.
Thete economists have confessed their theoretical impo=-
tence in handling the problems of slumpflation. The
bankruptey of bourgeois economic theory seems to be
even deeper than the crisis of the capitalist economy
iself.(2)

ACHILLES HEEL OF THE UPTURN:
EXCESS CAPACITY & PRODUCTIVE
INVESTMENT

It clearly appears that the existence of exceptionally
high excess capacity in most industrial branches in all
the imperialist countries now constitutes the major ob-
stacle to an upswing In capitalist productive investment,
postponing the uptum in consumer spending that occurs
under the impetus of the antirecession policies of govern-
ments .

Thus, in the United States, investigators for McGraw=
Hill expect that expenditures on private investment in
1976 will grow by only 99 compared with 1975, which
represents a stagnant volume of investment if the ex-
pected rate of inflation for capital goods & taken into
account. An inquiry undertaken by the Lionel D. Edie
Co. even predicts a declining volume of investment,
since expanditures will grow by only 5%, sccording to
this study . (See Neue Zurcher Zeitung, December 2,
1975.) In West Germany, private investment rose by
29 for the second quarter of 1975 after having fallen
1.5% during the fourth quarter of 1974 and 5.5% dur-
ing the First quarter of 1975, But the volume of private
investment still stands 6% lower than the quarterly aver=
age in 19701

In Japan, the volume of private investment dropped
1.8% between April and September 1975, The govern-
ment expects an upturn of 5.4% for the peried October
1975-March 1976. But the Structural Industry Council,
which conducted an inquiry of 1,885 leading Firms,
forecasts a 3.8% decline in total private investment for
the period April 1975-March 1976, (Neuve Zurcher Zei-
tung, MNovember 28, 1975.)

As for Britain, the situation there is even more desolate,
During the third quarter of 1975 capital spending fell

&% in manufacturing industry; this came on fop of sue=-
cessive declines of B% and 7% respectively during the
first and second quarters of 1975, Other estimates speak
of o decline of 11.5% for 1975 as o whole compared
with 1974, (Financial Times, November 28, 1975.)
Under these conditions, the machine=toel industry is
experiencing o dangerous recession. One of the direc-
tors of British Leyland expressed himself with brutal frank-
ness: "Unless the present downward trend of the British
machine tool industry is arrested, there could be a very
real danger that British machine tools will no longer be
available." (The Times, December 2, 1973.)

The scope of the excess capacity, which couses a de-
eline in investment, is comiderable; in foct, It often
goes beyond onything ever seen in the past. In the
United States excess copacity for the whele of manufoc-
turing industry reached 35% in the middle of 1975; it
was still 28% during October. Fiat in ltaly claims that
it Is running at only 609 of capacity. (Business Week,
November 10.) Time magazine (November 17) affirms
that Italian industry as @ whole is working at less than
70% copacity, The November 28 issue of the For East-
ern Economic Review cites the same percentage for
Japan, Exxon (formerly Standard Ol of New Jemey),
the world's largest ofl refiner, is working at 77 ,6% ca-
pacity (and only 603 in facilities cutside the United
States), according to the July 14, 1975, Business Week.
The two major Jopanese steel companies, Nippon Steel
and Nippon Kokan, have respectively reduced their
produgtion to 30-409% and 289 beneath maximum capac-
ity. (Newsweek, November 17.) According to the No-
vember B issue of The Economist, "not one of Britain's
six yards that comstruct il platforms has a follow-on
order to replace the platforms already being built.”

The September 1, 1975, Business Week refers to a sim-
ilar tendency on o world scale. Capitalist shipyards now
have a total of 147 million tons of ships under construe=
tion, compared with 227 million tors in October 1974;
but new orders are so low that for the first three quarfers
of 1975 in Britain they cover only 4.75&(1} of the ton-
nage under construction during the first nine months of
the preceding year. (The Economist, October 25, 1975.)
And even in the United States, where, occording to

the August 25, 1975, Business Week, half of all tonnage
under comstruction depends on orders from the U.5.Navy,
net profits have fallen from 536 to 236 of annual tum-
over. In the chemical industry excess capocity rotes of
40-50% are mentioned for Hichst (The Economist, Sep-
tember 13, 19735) and of 30% for Dupont dg Nemours

in the United States (Business Week, July 7, 1975).

Under these conditions, there is something of the unreal
in the discussions of "capital shortage” opened by sen-
sationalist studies by two tearms of Americon economishs
— Bosworth-Duesenberry-Carron for the Brookings |nsti-
tution and Brinner=Sinal for Data Resources, Inc.(3) —
and later taken up by both U.5. Treasury Secretory
William E. Simon and certoin commentators elaiming

to be Marxists.

Of coune, there is never "absolute” overproduction of
capital under the copitalist system, Overproduction of
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capital always relates to the immediate possibilities of
valorizing this capital. Cverproduction — and overca-
pacity is simply a manifestation of overproduction —
always means that there is too much capital fo rake in
the anticipated average profit.

But that said, excess capacity rates of the scope men-
tioned obove obvicusly reflect an enormous excess and
not some kind of “shortoge” of productive capital avail-
able for investment, The ideclogues confuse shortage

of capital with shortage of surplus=value, that is, short-
age of profits. There will be a serious upturn in capital
accumulation, that is, a new "boom, ® only if the con-
ditiens for valorizing capital (that is, the total mass of
surplus-value relative to the total mass of capital) im-
prove dromatically. And there can be no question of
this in the short or medium term. Coutlously, The Econ-
omist, which had predicted a new boom for 1976, has
already pushed its prediction back fo 1977. Since the
rise in productive investment has yet to occur, even

this 1977 boom becomes increasingly open to question,

A capitalist crisis of overproduction has o twofold ob-
jective function in improving the conditions for the
valorization of capital. |t is supposed to permit o new
rise of the rate of profit, first by massively devaluating
total aecumulated capital, secand by causing a net in-
crease in the rate of surplus-value (that Is, of the rate
of exploitation of the productive workes)(4).

Let us First examine this second condition. It is incon-
testable that from the standpoint of the class struggle,
any serious overproduction erisis oppeors as o massive
aggression by capital against wage labor, Massive lay-
offs, lack of jobs for youth leaving schoal, and the feor
of unemployment that tokes root among the working
closs are supposed to permit a freeze on, if nof reduc=
tion of, real wages, greater "labor discipline” in the
foctories, and an intersification of the labor process.

But above-all, during the recession the exocerbation

of competition impels companies to step up their efforis
in the realm of rationalization investments. In fact,
each caopitalist firm tends to aim investment at reducing
the labor force rather than ot creating new jobs.

Right from the moment that all the imperialist govern-
ments (including these administered by the Social Dem-
ocratic leadenship) proclaim that the number one long-
term goal remains “the strugale against inflation" and
not the struggle against recession, we see the tacit aban-
doning of the myth of the priority of full employment,
which had dominated economic and secial policy in the
imperialist countries since the end of the second world
wor.(3} The priming measures (which feed inflation) re=
main limited to a level at which the elimination of un-
employment is not even aimed at any more, let alone
achieved. The turn in imperialist economic policy has
been universal on this score,

Good liberal souls are upset by this, In an article in
the October 15 Le Monde analyzing the Giscard d'Es-
taing pump=priming plan, Edgard Fauge, Specker of the
MNaticnal Assembly, cried, “"Employment (has been) at-
tocked|" And this is true everywhere. Although the
recession is no longer worsening and the First signs of

u pturn are appearing, unemployment is nonetheless get-
ting worse in all the imperialist countries. Here are the
estimates for winter 1975-74, compared with the situa-
tion during winter 1574=75:

Mumber of Total Unemplayed (in millions)

winter 1974-75 winter 1975-74

United States 7.5 B.2
Britain 0.8 1.5
Japan 1.0 1.5
Italy 1.5 1.5
France 0.8 1.3
West Germany 1.0 i.2



Canoda 2.0 0.7
Small imperialist {::::a}ﬂru

countries 1.2
All imperialist

countries +15.0 + 7.3

If the figure for part-time unemployment is added in
(despite the lack of rigor in this addition), the thresh-
old of 20 million unemployed in the imperialist coun~
tries would be rapidly attained if not surpossed, [t is
certain that the delay in reabsorblion of unemployment
will powerfully retord the industricl upturn ond that
this retardation will in turn slow down a return to a
boom.

And here we hit upon the real dilemma of the capitalist
governments, which reflects a real contradiction of the
copitalist mode of production. "To turn the cycle up
again, the rate of profit must be improved, " some say.
And they are not wrong. From this they conclude, a
bit foo hastily, that austerity must take hold in the
hearts (and the stomachs) of the working class, That is
the ideslogical function of the "great fear of capital
shortage. " "MNo, " respond the reformists of the workers
movement and the bourgeois reformers of all stripes,
"to reabsorb excess productive capacity, consumption by
the 'final consumers' must be jocked up and not held
down." And they are not wrong either. The trouble is
that both sides are half right, which mears that they
are both wrong. A genuine capitalist boom requires
both a serious upturn in the rate of profit and a serious
expansion of sales to "final consumers.” It Is not easy
to bring about o coincidence of these two conditions,
especially when capital markets are weighed down by
enormous excess capacity and by @ combative working
class that Is not demoralized.

It must also be added that nothing guarantees the suc=
cess of the worldwide offersive of capital against the
living and working conditions of the industrial proletar-
iat, There is no autematic link between employment
levels an the one hand and wage levels and workers
combativity on the other hand, not in the short term at
least. The interaction between these two foctors is me=-
diated by other specific foctors, such as: the degree of
organization of the working class; the workers' average
level of consciowsness: their degree of confidence in
their own strength, resulting notably from the post dura-
tion of unemployment and from the outcomes of previous
workers struggles; the scope and weight of the broad
vanguard; the weight the revolutionary Marxist organi-
zation has already acquired within the werking closs
ond the orgonized workers movement, etc,

Taking all these factors into occount, we predicted,
from the very beginning of the recession, that this reces-
sion would not be accompanied by a general ebb in
warkers combaltivity.(8) Up to now, events have proven

us right.

The working cless of the imperialist countries has not
rested with folded ams, neither in the deferse of real
wages nor in the struggle against unemployment. The
reactiors hove been much more massive ond effective
and have reflected o much higher level of consciousness
than those of the 1929-32 period.

Granted, there has been a temporary ebb fn workers
combativity in West Germany, and, after a period laced
with struggles, disarray and temporary retreat have
marked Brifain for six months now. But signs of @ new
rise in combativity are beginning to be seen in both
countries (notobly in the powerful demonstrations against
unemployment: more than 50,000 in Dortmund in early
MNovember and more than 20,000 in London in late MNe-
vember). And although the upturn in struggles and in
trade-union rodicalization remains modest in the United
States, ifs existence is nonetheless undeniable. In con-
junction with the explosive rise of struggles in Spain,
Portugal, ard ltaly, with the new rise of the strike
mavement in France, Japan, ond Australia, and with
the growing resistance of the Belgion, Dutch, Swedish,
ard Finnish trade unions to any form of freeze on or re-
duction of wages, these phenomena give an overall pic-
ture of the major difficulties the international bourgesi-
sie foces in carrying out its plans through“the presant
recession,

The rising cycle of workers struggles is still in its initial
phase. Its culminating points lie ahead of us, not be-
hind us, even if this or that country may be an excep-
tion to the general rule. And the signs of the tronsfor-
mation of this ascending march of workers sfruggle into
an explosive social and political crisis are rapidly mul-
tiplying in several countries.
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INFLATION AND DEVALORIZATION
OF CAPITAL

The second objective function of a crisis of overproduc-
tion is the devalorization of capital, which is supposed
to permit on Increase in the rate of profit, with the
mass of surplus-value remaining mare or less unchanged
(the increase in the rate of surplus value compemsating
for the reduction in employment), In practice, such de-
valorization of capital oceurs through:

a) The sharpening of competition, which eliminates the
less profitable firms at on accelerated rate;
b) The fall in the value of commedities and plant and

eduipment.

Incontestably, these two phenomena have occurred dur=-
ing the present generalized recession of the international
capitalist economy . The number of bankruptcies has in-
creased by more than 30% in the United States and by
more than 605 in Britain. There were 7,500 bankrupt=
cies in West Germany in 1974 and 8, 600 in Japan in
1975, which represented a considerable increase. Raw
materials price scales ond the wholesale prices of o

falr number of manufactured products have dropped.

We have previously mentioned the croshes of some banks
and finance companies, in general caused by specula-
tion.(7) To this must be odded some no les spectacular
failures of big trusts: W.T. Grant & Co. in the United
States (the biggest U.5. bankruptcy since the collapse
of the Penn Central railroad company — more than o
thousand million dollars in debt); the Jopanese textile
trust Kohjin ($500 million in debt), and its subsidiary,
Sakamoto Spinning Co. (8213 million in debt). More-
over, it is known that an even larger trust, the auto-
mobile corporation Chrysler, is in serious difficulty.

We may also mention the difficulties of the Slater
Walker financial group in Londen and Singapore and

of Hutchinson International Limited in Hong Kong.

Even the venerable and mysterious Crown Agents, who
manage the London holdings of some ninety foreign gov=
emments, lost £129 million in imprudent loans.

Nevertheless, what is striking in examining the overall
effects of this recession is precisely the relatively small
dimens ions of this process of devalorization of capital
in light of the considerable scope of the fall of produc-
tion and profifs. It is not difficult to discover the ex-
planation fer this apparent paradex. Inflation, which

it continuing full force during the height of the reces-
sion, confributes to attenuating the effects of increased
competition on the less solid trusts. The banking system
continues fo extend credit, "If we weren't living in a
country that so totally respects secrecy when it comes
to business, the press would long since have been writ-
ing that Rhéne-Pouleue would have trouble meeting ifs
obligations were it not for the banking cooperation that
continues to be extended, " asserted Paul Fabre in the
MNovember 6, 1975, Le Monde. The state and the cen-
tral barks are continuing to bail out companies in dan=
ger of going under. The case of Kohjin is especially il-
lustrative. This corporation is still doing business os
though nothing had happened. Enormous credits were
granted a company that had in foct failed. As far as the

European automobile trusts are concerned, some of which
were in a very bad way, let us note a no less forthright
statement by Christian Gobert of the French Ministry of
Industry to Business Week (September 1): "Indeed, the
guarantee of the state is already implicit now for all
large Europeon cor manufacturers. The governments can=
not abandon them. "

The corsequence of this is twofald, First, there is more
and more pronounced indebtedness among the great trusts,
which obviously slows down the rise of the rate of prof-
it. For nonfinancial companies in the United States, the
proportion of sources of internal financing fo sources of
external financing was 2-to=1 in 1968; in 1975 the
proportion fell fo 2-to=3. This mears that for each dal=
lar of nondistributed profits, there are now three times

as many external resources for finanring current invest=
ments as there were seven yeors ago. (See Business Week,
September 22, 1975.)

Ten years ago, the stock-exchange value of these com~
panies wos more than four times the size of their debts.
Today, the volume of these debis, the total of which
now stands at $1.3 million million (20096 higher than

in 1965), has already risen to more than 50% of the
stock-exchange value of nonfinencial companies, and
the proportion is rising rapidly. In 1959 service charges
on debis represented anly 99 of gross receipts of com=
panies; today they represent 33%, (Bulletin du Cradit
Suisse, April=-May 1975.) In West Germany, the propor-
tion of the debis of firms to their capital passed from
1.5=to=1 in 1968 to 2=to-1 in 1975. Mevertheless, Ger-
man companies — virtually alone in all imperialist coun=
iries — were able to increase their rate of self=financing
{although at a low level of investment], from 72% in
1970 to 4% in 1975, In the year 1974 clone, the 700
largest ltalian companies had to borrow a sum equiva-
lent to 579% of all they had borrowed during the entire
period 1968-73,

Second, there is ever greater pressure on the banking
system each time a big client can no longer pay its
debts. The bankruptey of W.T, Grant cost the system
dearly, for this trust hod borrowed $640 million from
the banks. The firm's debfs to three of the major banks
in New York, Chase Manhattan, First taticnal City,
and Morgan Guarantee Trust, amounted to nearly $100
million to each bank.

It is thus understandoble why ofter the near panic pro-
voked last yuar by the collopse of the Herstadt banking
house in Cologne, there was even greater near panic
this autumn when the threat of bankruptey of the city
of New York loomed on the horizon. The twelve major
New York barks hold more than $4,000 million in "bad
debrs. " ($2,000 million in obligations of the city of
New York; $1,000 million in loars to airlines; 400
million to loars to W.T. Grant; more than $500 million
in loans to other municipalities threatened by bankrupt-
cy). To this are odded nonguaranteed real estate loans
on the order of §7,400 million and loans of $4,000 mil=
lion to real estate investment trusts in difficulty.



IF it is kept in mind that available reserves for losses
through unpaid debts are only §1,800 million and the
rescurces of the banks themselves are only $9,500 mil-
lion, it can be seen that the risks of a collapse of the
credit system are real, That is why Ford hod to come to
the rescue and promise that the federal government
would ball MNew York out. In the cose of some banks,
the total amount of operating capital plus reserves avail-
able to cover lost loans s less than the obligations held
from the city of Mew York and the real estate invest-
mant trusts. {Chamical Bank and Bankers Trust are two
exomples.) Midland Marine hos already suffered an ab-
solute loss for the fourth quarter of 1975, Other "bad
loans" held by the big New York banks include loans

to airline companies (several of which may go banknapt)
and loars granted to finance the comstruction of giant
oil tankers. The Federal Reserve Board has promised to
aid all big banks and is closely watching nearly 546
banks, most of them small ones, that hold portfolics

of New York municipal bonds in amounts exceading
2055 of their operating capital. The losses of the banks
arising from the real estate investment trusts alone could
run as high as 5600 million=1,800 million.

The situation of the Beitish banking system is scarcely
any better, According to The Economist of August 9,
1975: "The collapse in the property market posed o
bigger threat to Britain's financial system than the with-
drawal of deposits from the secondary banks. On realis-
tic property valuotions, a number of banks are insalvent
inall but rame. . . . By the end of 1974, bank lend-
ing fo the property and comstruction industries had
reached £5 billion. That's more than half(l) the banks'
commitment to all of British manufacturing; although
the ratic had been a little more than one=fifth early in
1970. . . . How much property is overhanging the mar-
ket? Owver £1 billion ot 1573 values, including the
porffalios of the private Stern and Lyon groups, and the
quoted Guardian Properties (Holdings), which collapsed
last year, is probably in the hands of receivers and lig-
vidators, "

This time, the banks managed to squeak by. As we had
estimated in our analysis at the end of the first half of
1975, the reserves of the capitalist system in the rich=
est imperialist countries have not yet been exhausted
by inflation. They still enable the merry-go-round of
"indebtedress-inflation—-greater indebtedness™ 1o make
a few more turns.(B) But by the same token, the reces-
sion cannot play the objective role it is supposed fo
play. The devalorization of capital remains marginal.,
The incregse in the rate of profit will be mediocre. The
conclusion is clear: This recession will not lead to a
powerful boom, but instead fo a limited upturn leading
rather rapidly to @ new recession,

PRIMING, INFLATION, AND THE
INTERNATIONAL MONETARY
SYSTEM

The priming of internal corsumption and the bailing out
of firms in difficulty through budget subsidies (and def-

icits) mears priming through inflation. Bourgeols opin-
ion, which rejoiced at a certain slowdown of inflation
during 1975, seems not to be aware of the fact that the
continuation of the increase in the cost of living In the
midst of @ recession, coinciding with a reduction in
material production on the order of 5-109% in most im-
perialist countries, in itself constitutes an extremely
serious phenomenon that suggests that there will be a
new inflationary axplosion as soon o the eycle s seri-
ously turned around.

TABLE |

Retail Price Incraoses (in 96)

Frem 2nd quarter
1574 to 2nd quar- From Sept.1974

ter 1975 to Sept. 1575
United States 8.7 7.8
Canada 10.2 10.6
Japan 13.2 10.3
France 12.7 10.7
West Germany 6.3 6.1
Italy 19.8 13.0
Brirain 24.8 24,6
Belgium 13.5 10.8
MNetherlands 10.4
Sweden 12.0
Switzerland 5.4

But priming through the vehicle of increasing public ex-
penditures has another effect on the conjuncture, Enor-
mous budget deficits hove oppeared: some §70, 000 mil-
lion in the United States; 535,000 million in West Ger=
many; $20,000 million in Britain; 310,000 million in
Japan; 59,000 million in France; the total For all im=
perialist countries probably comes to something like
§150, 000 million! Covering these deficits necessitates
a growing volume of borrowing on capital markets. In
Japan alone, nearly $18,000 million in public loams

ore expected. Hence, at the very moment when the
growing indebtedness of copitalist firms obliges these
firms to increasingly resort to financial markets in order
to finance thelr investmenis, this market is under pres-
sure from demands for capital on the part of governments,
This provokes an increase in long-term interest mtes be-
fore the industrial upturn hos really taken hald,

Maoreover, this increase in long=term inferest rates cor-
responds to Inflation, that is, to the appearance of a
neminal interest rate that in reality represents in addi-
tion of the real interest rate plus the rate of inflation.
Thus, Conjuncture, the monthly economic bulletin of
the Banque de Paris et des Pays-Bas, published the fal-
lowing graph in its October 1975 issue showing the evo-
lution of the long-term interest rate for credit in the
private sechor:

aa
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Furthermore, the attack on real wages is being accom-
panied by enormous pressure from the bourgesisie for a
"pruning down" of public spending, which is reflected
primarily in o reduction of social spending, which meams
yet another attack on the standard of living of the toil-
ing masses.

The strongly discordant inflation rates among the major
imperialist powers has influenced the reciprocal rela-
tionships among the major currencies, which continue

to be governed by the syitem of floating exchange rotss.
The dollar has been strengthened relative to other impe-
riallst currencies: this is also true of the French franc
and the Italion lira, although to o lesser extent, On

the other hand, the Jopanese yen and the Belgian franc
have declined somewhat, and the pound sterling is in
free fall, The pump=priming policy of the Jopanese gov-
ernment, after first being subordinated to the imperative
of 1tabilizing the bolance of payments and the yen, is
now turning toward boosting export. In this context,

a certain decline in the yen in comparison with the dol=-
lor Is obvicusly not displeosing to the Joponese ruling
class.

Rates of Major Currencies as of July 17, 1975

compared with

monetary accord compared with

of Dec, 1971 Feb,15, 1973
Uss - 14.85% + 1.6%
German mark  + 13.83% +11.53%
Japonese yen + 0.24% - 12.23%
French franc + 6.37% + 2.91%
£ sterling - 32.48% = 18.5%%
Italian lira - 29.18% - 23.89%
Dutch flarin + 8.03% + 5.96%
Belgion franc .+ 2.52% + 0.56%

Swin franc =-26.119% + 1B.77%
Can$ - £,726% < 1.00%
AusS + 5.99% - 3.45%
Swedish crown + 3.70% + 2.49%

(Source: MNeue Zorcher Zeitung, August 19, 1975.)

But the imperialist powers remain deeply divided over
the future of the international monetary system and over
the effects that the monetery disorder resulting from the
collapse of the Bretton Woods system has on the copi-
talist economic situation as a whole. The American and
British imperialists generally remain advocates of the
system of floating exchange rates. This system above

all permits the dollar to be maintained os an exchange
reserve in central bonks outside the United States while
simultaneously ovoiding o return to the dollar's convert=
ibility for gold. Many European imperialist powers, be-
ginning with France and Switzerland, oppose the system
of floating exchange rates for that very reason. They
believe that this system introduces mare and more dis=-
order ard speculation inte international trode and that
it pregressively puts the brakes on the expansion of
trade. In addition, they see this system as o permanent
source of inflation, since it permits the United States

to maintain o balance of payments deficit ad infinitum.
The flow of depreciated dollar to the rest of the world,
which results from this, feeds and swalls inflatisnary
pressures everywhere,

The system of Floating exchange rates hos not ot all pre=
vented violent fluctuations In currency exchange rates.
(The dollar Fell by nearly 25% in 1973 relative to the
German mark and the Swiss franc; this was followed by
a complete resstoblishment of the rate six months later,)
This has stimuloted both speculation and the elimination
of "bod speculators . But os was noted in a February
1975 bulletin of the journal Banque: "The damage
wreaaked by this aspect of the generalization of floating
exchange rated s measured not only in the flgures of
losses registered . , . or in the disappearance of some
banks, but abeve all in the deterioration of the general
atmasphere of confidence between bankers and rtheir

depositors. "

The discussiors that preceded and tool place during the
"imperialist summit" at Rambouillet in large port re-
volved ground this debote. The results were mediocre.
The November 17 Le Monde cbserved that the Western
lesders were "counting on a more stable dollar.” In
practice, this would meon that France pretty much gave
in to the United States, Nevertheless, the imparialist
governments also decided o reduce the omplitude of
the fluctuationd in exchange mtes, that is, to odopt an
intermediary solution between the systems of fixed and
floating exchange rotes. |t seems too risky to rely ex-
elusively on the stability of the dollar in view of the
financial situation of Americon copitalism as wa have
outlined it above and as it is certoinly viewed by the
international bourgeoisie.

In truth, the difficulty in bringing "order” to the inter=
national menetary system derives above all from the foct
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that there is still no alternative to the dollar, The
"ECU, " the European-wide currency that was supposed
to be born of @ more advanced monetary and financial
intagration of the Common Market countries, is still but
adream. Under these conditions, regardless of all the
pressure of the American government, the plans to "de-
monetarize” gold have scorcely any chance of being
applied in practice, even though a good number of gov=
ernments support such plans, or at least give lip service
to them. In the absence of a meons of exchange and pay-
ment universally accepted by the private owners of com=
modities and creditors and in the absence of o "warld
bourgeois government, " which is unrealistic under con-
ditions of interimperialist competition, which is still
going on full steam, gald continues to play its role a3

a last-resort means of payment and refuge value (the
major mears for hoarding). The vielent fluctuations in
the price of gold — including, at times, downward Fluc=
tuations (the price of gold fell from $200 an cunce at
the end of 1974 to $126 at the end of September 1575,
after the decision of the International Monetary Fund

to sell 25 million ounces of gold; it rose back to §144
an ounce at the beginning of November) — far from
demonstrating the elimination of this metal from the in-
ternational monetary system, demonstrate the opposite.
The government of the United States will hove to give
inon this point, having already admitted that the cen-
tral banks that desire to do so {espacially those of cap-
italist Europe) have the right to mutually exchonge gold
at market prices and not at an artificially low price,

Further, we are now witnessing a significant raversal

of the trend toward the hoarding of gold. The London
precious metals beokerage firm of Samual Montagu and
Company, Ltd. estimates that 555 (that is, 800 metric
tons] of the tatal quantity of metol placed on sales mar-
kets last year wos absorbed by Europeon speculators and
that unloading is now going on in India ond other Asian
countries, traditional hoardes of gold, This fact further
strengthens the trend toward the return to gold os o last=
resort objective base for the international monetary sys-
tem.

THE CONTRACTION OF WORLD
TRADE

According to a report of the GATT (General Agreement
on Tariffs and Trode), the volume of world trade de-
elined 10% during the Ffirst half of 1975 compared with
the volume during the corresponding peried of 1974,
We do not yet have figures on trode volume for the third
quarter of 1975, but everything indicates that it con-
tinues to stand at a lower level than during the third
quarter of 1974, even though the differential may well
be smaller. In any case, the exports of the major impe-
rialist powers have not yet returned to their pre-reces-
sion levels, as is shown by the following figures:

TABLE 1l

Exports (in thousands of millions of §)

LISA W. Geérmany Japan

3rd quarter 1974  23.4 22.0 15.0
4th quarter 1974  27.] 24.2 16.5

\st quarter 1975 27.2 22.5 13.3
2nd quarter 1975 26.7 23,4 13.6
3rd quarter 1975 27.0 22.2 13.4

Toking account of the fact that the prices of the manu-
foctured products mainly exported by these countries
have continued to rise, the fall in the volume of ex=
ports is even greater than the decline by value.

Mevartheless, the various sectors of the world market
have evolved unevaly during the last half of 1975:

The U.5. market is expanding under the effects of the
beginning of upturn. Imports are increasing slightly and
certain branches are clearly profiting from this. For
more than six months, European and Japanese nutomo=
bile manufacturers (especially Volkswagen, Toyota,
and Datsun) have been able to sensationally increase
their share of the American market, which has risen
from 155 to 205G, It is true that toward the-end of 1975
this share dropped bock to about 15%. But it is not cer=
tain that this was due to the greater competitivenass of
American "subcompocts. " |t is possible that inventories
and transpart were simply unable to keep up with de-
mand. (Maoreover, Volkswagen is once again consider-
ing its project of manufacturing automobiles In the
United States for sale on the U.S, market.)

The markets of the major imperialist countries of Eu-
rope and of Jopan are continuing fo stagnate, although
small signs of expamsion began to eppear toward the and
of the year. In most of these countries, the share of im=
ports relative to gross domestic product tends to sfag-
nate or even decline, This was especially the case for
Japan. The exception is Britain, where foreign compe-
tition (especially from Europe and Japan) is more effec-
tive because of the explosion in the sales prices of Brit-
ish products. The controction of the Japanese market
has been a disaster for the capitalist countries of Asia,
for whom the Jopanese market constitutes the buyer for
one-third of their exports, Thus, Jopanese imporfs (other
than oil) had diminished by nearly 305 during the first
quarter of 1975, In August-September Japan still jm-
ported 20% less iron ore and 33% less wood than during
the same manths of the preceding year. (Far Eastern
Economic Review, Ccrober 31, 1975.)

The market in the semicolonial countries that are not
oil-exporters s contracting seriously because of fthe
fall in the prices of raw materials that toock place through-
out the second half of 1975 through the month of No=
vember (see toble 3).
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Prices of Major Raw Materials
Sept.23, 1975  Sept.9, 1975 MNow.25, 1975
compared with  compared with  compared with
Sept.23, 1974  Aug.23, 1975 Oct.25, 1975
Index in §
All products - 9.4% - 2.8% zare
Food products - 1.7 - 2.0% +0.1%%
Industrial fibers - 9.7% -2.4% - 0.28
Metals - 20.5% = 7.7% -1.1%
Index in £
All products + 2.8% + 0, 2% +1,4%
Food products zero +1.1% +1.59%
Industrial fibers + 2,3% +0.6% +1.2%
Metals = 10.0%¢ - 4.8% +0.3%
e {Source: The Economist, September 27 and MNavember 29, 1975.) J

Obwvicusly, it is the prices in dollars that are significant;
the prices in pourds sterling reflect the devaluation of
this eurrency, which exceeds the amplitude of the fall
in the prices of raw materials,

The fall in the prices of the major row materials, com-
bined with the contraction of the volumes exported as

a result of the fall in demand resulting from the reces-
sion, has severely reduced the buying power of the coun-
tries that expert row materials on the world market, with
the exception of the oil-exporting countries, These
countries have been compelled either to seriously in=
crease their debts in order to pay for imports or to re=-
duce the volume of their imports. Some big orders from
the imperialist countries that hod been anficipated have
thus disappeared temporarily. The total trode deficit of
these countries, which had already risen to the impres=
sive figure of 840,000 million in 1974, threatens to rise
still higher in 1975,

The markets of the oil-exporting countries have ex-
panded more rapidly than expected, since these coun-
tries have spent a greater portion of their oil revenue
than ariginally expected on imports in various forms
(arms, infrostructure development projects, industry and
agriculture, luxury consumption, etc.). In fact, the
combined balance of payments surplus of all the oil-
exporting countries wos no more than 517,000 millien
for the first half of 1975 (Neue Zircher Zeitung, Sep-
tember 19, 1975);, compared with.a surplus of more than
$33,700 million for the second half of 1974, Estimates
of the U.5. Treasury Department evaluate the value of
these imports as rising from $20, 000 million in 1973 to
£37,000 million in 1974 to 855,000 million in 1975.
{The Economist, September 20, 1975.) The rise of these
imports has been such that certain oil-exporting coun-
tries are even in debt once again the balance of pay~
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ments surpluses have been practically exhausted. Other
countries have had to re-examine some of the projects
that had already been initiated, which has inflicted
some setbacks (perhops temporary) on the exporting im-
perialist countries.(¥) We should alo mention that oil
production itself diminshed 1456 during the First half of
1575 compared with the first half of 1974; the decline
even reached 275 in Kuwait and 419% in Libya, accord-
ing to the September 1975 Middle East Economic Review.

~ The market in the bureaucratized workers states is con-
tinuing to expand from the standpoint of foreign trade
with copitalist countries. But the exparsion has been
more modest than anticipated, notably becawse the re-
cession hos reduced the absorbtion potentials of the cap=
ftalist markets for products coming from the countries

of the East and because these countries are beainning

to experience serious shorfages of western currency,
Several of the workers states have hod to resort to the
capital markets of West Europe to finasce import proj-
ects; they have generally been successful in these en-
deavors.(10) We should also mention the tendency to-
ward long=term barter agreements, which are designed
to guard against too strong Fluc tuations in warld market
prices. The barter of American wheat for Soviet oil and
the barter of Japanese sreel for Chinese oil are exom-
ples.

Generally speaking, the atmesphere of recession and
sharpened interimperialist competition has stimulated o
rise of nationalism and economic protectionism In all

the imperialist countries. In the United States unfair
competition suits have been initiated against importers
of automotiles and of European and Japanese steel prod-
vets, while watch manufacturers are attacking importers
of digital and electronic watches. In the Commen Mar-
ket countries, accusations of dumping have been made



against importers of Soviet trucks and Jopanese steel,
In Japan the "liberalization" of automobile import rules
was held up by so mony buresucraotic obstocles that the
Common Market ordered Japan to open its borders or
the EEC would begin to place restrictions on the import
of Jopanese autos. Australia set import quotas on auto=
mobiles, which resulted in the reduction of these im-
ports by 55% during the period July=October 1975,
Britain accused Spain of dumping its steel products.
Sweden ploced restrictions on shoe imports, and the
Common Market retaliated by enacting restrictions on
the import of Swedish paper. France imposed restrictions
on the import of Italian wines, contrary te the spirit of
the Treaty of Rome., And 50 on,

The most typical cate can be seen in the steel industry,
This industry has been especially hard hit by the reces-
slon, o3 Is indicoted in the following figures:

Decline in Steel Production

During the First Eight Months of 1975

Belgium - 25,08
West Germany - 21.0%
United States - 18.4%
Fronce - 18,006
Japan = 1,58%
Britain - 10.19%
Other copitalist countries - 12.8%

More generally, Britain is preparing to introduce con-
trals (and thereby limitations) on imports, And as was
written in o recent supplement to the review Eurépargne,
published in Luxembourg: "Manifestly, in the present
situation it is improbable that the principle of Free Ex-
change such os it is practiced by the western countries
alone will be able to be preserved without corrections’
(Septamber 1975.)

MORE LONG-TERM PROSPECTS

The more long=term development trends of the interno-
tional caopitalist economy — unless all the present foc-
tors are overturned by the breckthrough of the socialist
revolution in West Europe — may now be sketched out,

It appears certain that because of the decline in the
average rate of profit, the sconomies of the imperial st
couniries will no longer experience the average grawth
rates they did during the 1950s and 1960s. Some major
monopolies are alreody acting on the basis of such a
prospect, which tends to make it a self=fulfilling proph-
ecy . For example, according to the October 21 Le
Monde: "In steel, os elsewhere, sometning has changed
in the post year. The ambitious extrapolations based on
a planned growth of 5% and more have been abondoned
without a real consensus being reached , . . ona pro=
gression figure." And the Jopanese Ministry for Interna=-
tional Trade and Industry predicts a 2,156 per year in-
crease in domestic demand for private cars and trucks
for the period 1972-1985, compared with a 1556 annual
increase for the period 1965-1972, {Far Eastern Eco-
nomic Review, MNovember 28, 1975,)

Those branches especially affected by the turmabout in
long=term trends will experience.a “pruning down"
TFmF@ the elimination of a series of less adept compet-
itars. In spite of the intervention of governments, this
"pruning down" is now inevitable, natably in the auto-
mobile industry. The reaction of the most "dynamic"
manopolies (especially in Europe) will be to move in
the direction of diversification. Clossic automobile
trusts like Fiat and Renault are counting on earrying
out slightly less than 5056 of their total turnover In the
auto industry itself. U.5. Steel already drows 435 of
its profits from sources other than steel.

The branches that have experienced exceptional growth
rates during the "long wave of the tendency toward ex=
parsion” of 1740(1 948}=1967 will now experience less
rapid exparsion. They will lese the exceptional rates
of superprofits they have enjoyed up to now. The most
important cose will undoubtedly occur In the computer
industry. Compefition has been particularly lively in
this field ever since the recession began.(11) The mar-
ket for large-scole calculating machines is increasingly
saturated, The giants, |IBM aobove all, which have up
to rnow left the market for mini= and microcomputers to
weaker competitors so that these competitors could rake
the field against one another and destroy themselves in
o price war, will begin ta penetrate this field in force,
Exparsion will ro longer be able to be sustained through
mass production and sales, that is, through small-sized
models.

But the growth rate will fall rapidly in this domain es
well, According to the March 3, 1975, Financial Times,
the following expansion of world production Is antici-
pated: from 23 million units in 1973 to 34 milllon in
1574 (+50%6) to 50 million in 1975 (+4728) to &7 million
in 1976 {+34%¢) to B million in 1977 (£27%) 10 92 mil-
lion units in 1978 (48%6).

Efforts to bring off spectacular "innovations" ot costs
of hundreds or even thousands of millions of dollars in
preparatiors will be redoubled with the amplification
of the capital surpluses that result from the long-term
slowdown in growth. Many of these projects will be
financial faflures, os was the case with the Concorde
supemonic aircraft, and as was the cose with the ar-
tempt of the Gulf Oil and Royal Dutch Shell trusts to
join forces ond go inte the nuclear Industry. Some proj-
ects seem to promise a medium=term "brack through™:
the electric car, for which Britain is well ploced; the
"video disk, " the major “Innovation" of the electrical
appliance industry in which, unlike the case with tele=
vision, the Americars will no longer be alone in start=
ing. From the initiation of mass production, Philips
(Netherlands), ond perhaps Decca-Telefunken, will
accompany RCA,

The Japanese antipollution mechanisms industry seems
headed for brilliont expansion; according to the MNa-
vember 28 Far Eostern Economic Review, “"anti-pellu-
tian equipment has now become the second biggest and
most profitable item for Japan's machinery makers. . . .
Investment in preventing or curbing pollution in key
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industries . . . has more than doubled, from US$1,515
million in fiscal 1973 to %3, 380 million In fiscal 1974,
according o a . . . MITI (Ministry of International
Trode and Industry) survey. . . . The report predich
further steep growth in outlays for pollution contral to
54,820 million for fiscal 1975."

The prospects for the nuclear industry are less clear and
seem less expansive than hod been thought several years
age. Spectoculor occidents, the increcsed costs of sup-
plementary security measures, the downward revision of
the "energy deficit® forecost on the bosis of imprudent
extrapolations of increoses in production and population
= all these foctors are now giving rise to greater cau-
Hon as to the number of atomic power plants that will
be operating ten years from now.(12) MNevertheless,

this branch, as well as the electro=nuclear installation
branch, will remain an important expanding sector,

From the geagraphic standpoint, the oil-exporting coun=
tries will continue to experience better than average
economic growth rates for several years, thanks fo the
financial resources they hove already accumulated. The
export of capital gowxds to these countries will thus also
increase more than proportionally with respect to world
trade as @ whole. But once the first series of factories

is constructed, they will threaten to eliminate jobs in
the countries that export machine toels if the slowdown
in economic growth and the perturbations of world trade
continue os predicted. Britain hopes for o tum=
about in its balance of payments as a result of North
Seq oil. Japan ond West Germany are continuing to
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expand their direct capital exports abroad. The penetra-
tian of the countries of the Pacific and of Latin America
by Jopanese copital is especially spectacular. Between
April 1973 and March 1975 Japanese investment were
authorized in the following amounts: $685 million in
Brazil, $340 million in Peru, $272 million in Bermuda,
§218 million in Australia, §174 million in the Middle
East, ard 5145 million in Canada. This is in addition

to the nearly §2,000 million of investments in the tra-
ditional markets of Eost Asia and the §1,300 millien in
investments in the United States, (Financial Times, MNo-
vember 12 19760)

Cin the whale, all the charactreristics of a "long wave
of reduced growth, " and even of predominant stogna-
tian, are progressively toking shape. Becouse of the
strength of the working class, this implies a determined
struggle for the modification of the rate of surplus-value,
the only mears capital commands to definitively reverse
the long-term tendency of the rate of profit to decline,
given the irreversible character of semioutomation and
automation (that is, given the considerable rise of the
organic compasition of capital). Thus, all proportions
guarded, the "economic atmosphere” is coming clesa

to the atmosphere that prevailed at the beginning of the
1920s. The end of this long cycle of intense class strug-
gle will be either the victory of the socialist revelution
or real cotostrophes for the human race, os was the case
a half century ago: bloody dictatorships and murderous
wars.

December 10, 1975



human race.”

FOOTNOTES:

1. See especially chapter 14 of our book Late Capital-
ism (pp. 446-7 of the English edition, MNew Left Books),

2. DOn this subject, see especially: Victor Barrett and
Richard Black, "The Deflation of the Economists, " in
Euromoney, April 1975.

3. A very good summary of this new exercise in extrop-
olation, which will experience the same fate os similar
exercises in the recent past, can be found inBusiness
Week, September 22, 1975.

4, See especially Karl Marx, Copital, Volume IlI,
Chapter 15,

5. Thig turn in all the imperialist countries is being ac~
companied by o "countercffensive” by liberal-comerva-
tive economists of the von Hayek type. Here s a char-

acteristic formula from Professor Harry Johnson: "The

arswer (to inflotion) . . . in the long run . . . depends
on the willingness of society to retreat from the welfare
state. . . ." (The Banker, August 1975.)

&. See |INPRECOR, No.18/17, January 16, 1975, p.12.

7. Ibid, pp. 10-11,

8. An additional threat of the collapse of the interna-
tional credit system arises from the uncontrollable ex-
pansion of the Euro-exchange market. In this regord,
here is the view of o well known international banker,
Mr, Rennie: ". ., . the overall strength of the world's
manatary system depends too much on the remsonable
soundness of each part for any such major collapse (in
the Euro-markets) to be allowed to occur, without every

“The end of this long cycle of
intense class struggle will he
victory of the socialist revolution
or real catastrophes for the

~Ze

effort being made, on an internationol scale, to avold
ite « « . If, despite maximum intermational cooperation,
a major default were to occur, it could, in my opinion,
erode the vighility of the Euro-markets and remave them
from their position of importance in today's world finan-
cial scene." (The Banker, August 1975.)

9. This is especially the case for Algeria, which, be-
cause of the aggravation of its trade deficit, has placed
o question mark over several industrial projects involv-
ing large orders from France. (Le Monde, October 15,
1975.)

10, According to the November 25, 1975, Financial
Times, the USSR Foreign Trade Bank has borrowed some
§750 million in the West since the beginning of the
year. To this must be added the |oams of Poland, Hun-
gary, and Cuba, for o tofal of $5%0 million, the loons
of the Comecon Investment Bank for o total of 5430
millien, and the loams of the German Democratic Repub-
lic of $35 million.

11. Raonk-Xerox hos hod to leave the branch, Roeckwell
is in trouble. Texas Industries has so for failed in Ik
entry into the field of minicomputers. Siemens is cling-
ing to the sector, despite the dissalution of Unidata,

its merger with Philips; it now seems to be allying itself
with the Japanese trust Fujitsu. In fact, It is expected
that there will be a reduction of 129 in the value of
the computers sold in the Uni ted States this year.

12. See the study published in the November 17, 1975,
Business Week.
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REGESSION

& THE GRISIS OF
SPANISH CAPITALISM

by PEDRO GARCIA )

Introduction

Toward the middle of 1974 it became clear that a reces=
sion had just broken out in Spain and was developing
rapidly. The internal contradictions of the caplmlist
mode of production were reflected in an everproduction
crisis, as was also the case for the other links in the im=
perialist chain, Today, in the autumn of 1575, it can
be sald that the crisis is not only continuing, but has
even worsened. There it no sign that capltalism will
soon turn upward again.

The structural characteristics of Spanish capitalism, the
political impasse in which the bourgeoisie has been
caught since 1949, and the rise of the mass movement
land this overproduction criris specific characteristics
that cught to be examined. The crisis in Spain broke
out in a context that may be summed up as follows:
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- The economic erisis has developad parallel to the ag-
gravation of the political crisis, which worsens from
day to day.

= |t develops af a time when the mass movement is going
through an extraordinary rise, which has prevented
Spanish capitalism from increasing the rate of exploita-
tion of the working closs ot a time when this would
have to be done if the effects of the oil crisis and of
world inflation were to be countered.

- It has affected different groups of capitalists in vary=-
ing ways, at varying times, and with varying intensity.
The impact of the oil crisis hit some branches, like au-
tomobiles, harder than others, The backward branches,
with a lower organic composition of capital, were harder
hit by inflation and wage increases than was big capital.
The internal contradictions of the capitalist mode of



production in Spain were decisively oggravated by the
unfolding of the crisis.

After the boom, which began in 1971 and resulted in
rapid growth in 1972 and 1973, the internal dynamic
of Spanish copitalism itself would have provoked an
evarproduction crisis fn any case. But that crisis was
rendered more profound and more rapid by the effects
of two odditional factors:

1} The simultaneity with the cycle in the rest of the
imperialist economy as a whole, both in its ascending
and descending phases, aggrovated by the oil crisis.

2) The rise of the mass movement, which not only dashed
the hopes of Spanish capitalists and prevented them from
increasing the rate of exploitation, but was also able

to prevent the adephtation of production and resources

to the new prices of oil and row materials from taking
place at the expense of the workers,

Becouse of the dialectical interaction of these three
factors, it is extremely difficult to saparate them in the
analysis. In what follows, we will not deal with over-
production on a world scole ond will irstead center the
analysis on the effects of this werldwide overproduction
on Spain.

Evolution of latest cyclical phases

The preceding phase of reduced economic activity for
Spanish capitalism may be situated in the middle of
1971, Then came the boom, which, for the first time,
coincided in all the imperialist countries of the world.
The boom attained it culminating point at the begin-
ning of 1974, and then developed into a new recession
toward the middle of that year. All this moy be summed
up in the following figures:

Average Rate of Growth of GNP

{in &)
1941 -70 7.4
1971 4.5
1572 8.9
1973 8.4
1974 5.0
1975 (est.) 1.0

The boom that began in the middle of 1971 was stimu=~
loted by:

- The evolution of the world economy, which was
marked by the progressive rise of the rate of inflation
and by a rapid upswing in world trade, thus proveking
& considerable increase in demand for the products of
Spanish capitalism and o cleor improvement in the bal-
once of payments, which in turn enabled the govern-
mant to apply an expansive policy without fear of future
devaluatiors of the peseta;

= The progressive absorbtion of stocks and the rees-
tablishment of the rate of profit at a time when demand
was increosing for nearly all products, when inflation
was continuing, and when the organization and com-
bativity of the working closs was rising ropidly.

In 1973 economic activity remained at a high level,
which was reflected notobly in:

- a very high level of employment, which sometimes
approached full employment; there was a shortage of
skilled labor;

= big difficulties in obtaining supplies of raw mate~
rials, which were rendered increasingly scarce by the
boom of the international capitalist sconomy;

= an increased leval of utilization of productive
capital, which nevertheless begon to diminish with 1973
(slowly falling beneath the utilization level of mere
than 90% attained at the end of 1572);

- on occeleration of inflation: Although the offi-
cial figure for the rise in the cost of living was 8.3%
In 1972, it rose to 11.5% in 1973, Inflation, which
wat to accentuate still more later on, undermined the
buying power of the masses and accentuated the frend
toward depression of comsumption. Since the level of
organization of the masses wos rather high, this became
on additional factor In mass mobilization, which cul-
minated in autumn 1974 in a wave of struggles that seri-
ously offected industrial production.

All these factors were to lead to the overproduction cri=
sis that appeared in 1974, But the recession weuld not
have been so strong and its effects would not have been
so persistent had it not been for the coincidence of two
further foctors: the international crisis and the rise of
the moss movement.

It must also be noted that the anti=inflationary policy
applied by the government beginning with the end of
1973, which was characterized by significant monetary
restrictions, infensified these depressive tendencies,
Inflation and the oil crisis further threatened the inter-
national positions of Spanith capitalism. The bourgeois
state, which hod never expected the crisis to be so
grave, fried to correct this state of offain by depressing
the economic situation. But this policy was scarcely
workable, and Spanish copitalism hod to change its eco-
nomic policy on several occosions during 1974, each
time events themselves belied the predictions of the
stote opparatus, This led toa growing lack of credibil-
ity on the part of successive governments. Whan the
ministers appealed to the patriotism of the copitalists,
as was done recently, this did not even manage to halt
the decline of the stock market. This was a clear sign
that the exceptional form token by the bourgeois stote
since Franco was not only no longer useful for the fac-
tion of the bourgeoisie out of power, but had even
ceased to be useful for the faction of the monopolies
represented by this form of state.
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The culminating point of the boom may be located to-
ward the end of 1973, But the great inertia of the Span-
ish economy; the fact that order books were stll filled
and that stocks had been accumulated through specula-
tion on new increoses in the prices of raw materials;
and the change in the economic policy of the govern-
ment, which sought to pull through the beginning of
1974 by trying o prevent inflation and the oil crisis
from reducing comsumption (in order to eliminate one
of the causes of increased workers combativity) — all
these factors resulted in a continued high level of eco-
nomic activity during the early months of 1974, thus
postponing the outbreak of the recession to around the
middle of the year, After that, however, the recession
intersified, hitting hord at investments and exports,
private corsumption and public sperding.

Role of the workers

The rigidity that characterizes Spanish capitalism and
the capacity to alter the volume of employment in the
event of recession {becouse of the existing |laws) pre~
vented unemployment from going up until a few months
after the beginning of the decline in economic activity.
During o boom peried, overtime hours pile up rapidly
before new hiring tokes ploce; in periods of recession,
on the other hand, overtime is cut out before layoffs
are ordered, Because of the absence of any odequate
unemployment insurance, there are no "free layoffs, "
in view of the rapid rise of social conflicts that would
otharwise result. |n foct, during an Initial phase, the
cost of making adjustments in the volume of employ-
ment falls on the capitalists, whereas in othet countries
it falls on the state, which hes to cover growing deficils
in social security. The inefficiency of the Francoist bu=
reaucrocy is especially manifest in this regard. |t under-
mines the competitive capacity of Spanish capitalism,
which comequently suffers'a major puncturing of its
profits during times of crisis.

From the beginning of 1974, unemployment began o
rise rapidly, even before overall economic activity be-
gan to fall, The tendency of official statistics to under-
estimate the number of unemployed is well known. In
general, economists agree that the official Figures have
to bemultiplied by two (ot least) to arrive at a mere
realistic figure. Between Jonuary and December 1974
the officially declared figure on unemployment rose
from 160,000 ro 230, 000, The reason for this was the
European recession: more than 35% of the rise in unem-
playment in Spain resulted from the return of immigrant
workers whe could no longer find jobs in the other coun=
tries of West Europe.

Spanish capitalism tried to make the working closs bear
the costs of the adjustments required by the international
crisis and the new prices of ofl and other raw materials,
the alm being to maintain the rate of profit. But workers
struggles were able to prevent this. In 1974, for exam-
ple, wages increased nearly 30%, that is, clearly more
than the cost of living. This fact, which had a greater
effect on the more backword branches (because of their
lower organic compesition of capital), hod a strong in-
fluence on the fall of the rate of profit and ot the same

time prevented the transfer of resources abrood {essen=
tially toward the oil-exporting countries), thus rapidly
placing the Spanish bourgeoisie in positions inferior to
those of its main competitors bacause of a growing debt
and a higher rate of inflation. But however important
the wage increases may have been, the manner in which
they were won marked an important qualitative change
from the past. In oddition fo the wage increases called
for in the contracts, the werkers movement also suc-
ceeded in winning o reduction in the workday, broke
through the limits on wage increases imposed by govern=-
ment decisions at the end of 1973, and in many cases
even obtained equal wage increases for alll

In addition, the workers movement ance again succeeded
in demonstrating the ineffectiveness (from the stand-
point of the copitalists) of the exceptional form of bour-
geois state in Spain, which was unable to halt the mo-
bilization even by moking use of all its repressive ca-
pacities. The workers movement broke through the pol-
icy of wage fresze; it forced the government fo grant
compensation to neutralize the reduction in mass con-
sumption, notobly through action on inflation that pre-
vented its full weight from falling on the working class.
Hence, the fall in the ratz of profit was occentuated.

In attempting fo contain the progress of workers strug-
gles and to attenuate an acute social erisis, the bour-
geais state objectively played a role oppesite to what
was needed by the monopolist aroups the state represents.

The importance of the rise of workers struggles in the
evolution of the crisis of Spanish capitalism may be meo=-
sured by the fact that this rise wound up seriously in-
fluencing the level of industrial production. The high-
est point of workers strugales, attained during the au-
tumn of 1974, coincided with a sharp decline in indus-
trial production, which all commentators attribute to

the social situation:

Percentage Increase in Index
of Industrial Production
(relative to same quarter of preceding year]

1973: 1st quarter +17
2nd quarter +14
3rd quarter +16
4th quarter +14

19741 sy quarier *15
2nd quarter +14
3rd quarter + 8
4th quarter + 1

1975: Vst querter -11

T 2nd quarter -9

Although the overproduction crisis is manifested in both
the imbalance between the two sectors of the capitalist
economy and the fall in the rate of profit — that is, the
fall in the rate of capacity utilization and the fall in
the volume of accumulation are results of the two fac-
tors — we will separate them in the analysis in order

to make the analysis easier,



A, The disequilibrium between the two tectors is mani=
fested in the foct that the demand for goods rose less ap-
idly than productive capacity.

1. Consumption experienced o pronounced deceleration
in real terms, although one cannot speak of an absalute
decline; for the whole of the year, it Is questionable

if growth will exceed 5%. During the year, companies'
erder books declined, stocks accumulated, and prog-
noses became increasingly pessimistic. The rate of utili-
zation of capital Fell fram 87% at the end of 1973 to
BO% for the last quarter of 1974, In 1975 this trend con=-
tinued; unutilized capocity rose to 23%, a Figure that
hod not been reached since 1967, The cause of this must
be sought in the impact of inflation an the buying power
of the masses, even though the success of workers shrug-
gles reduced this impact relative to the impact of infla-
tion on the rate of profit.

2. Investmenfs were hit belatedly, but when they were
the Tall was much sharper than was the case with con-
sumption. This is normal in a declining phose. For the
same reason, the priming of investments takes more

time than the priming of consumption, While investments
still increased 79 for the whole of 15974, this did not
prevent a continuows fall in orders for investment goods
as the year went on; at the same time, stocks increased,
although less intensely than the stocks of comumer
goods .. The rate of utilization of capital did not decline
strongly (falling from 8956 to 83% for the year o= o
whaole); the decline took place more particularly at

the beginning of 1975.

3, Construction was the séctor that made the biggest
contribution to unemployment, Adaption of the velume
of the work force to current production fs much easier
in this branch becaouse of its heavy utilization of part-
time workers . During 1974, this created an atmosphere
of erisis in this branch, which scarcely contributed to
improving prospects for the rest of the economy.

4, The repercussions of the international crisis undoubt-
edly constituted the most important factor. The increase
in the prices of oil and of ather row materials had un-
even effects on the various branches of the capitalist
economy, The importance of this may be measured by
the fact that 709 of the increose in the trode deficit
waos due to increases in the price of oil, As for the ef-
fects of the contraction of world trade, it is sufficient
ta mention that the deterioration of the balance of pay-
ments (without taking movements of capital into oc-
count) reached 6% of the gross national product, which
did not happen in any other imperialist country. The
averall result may be estimated as a loss of $770 million
for the Spanish economy, despite the increased foreign
debt to which the government resorted ,

B. The fall of the rate of profit.

All these phenomena contributed to the fall in the rate
of profit. For capitalism, a moderate rate of inflation
contributes to the realization of surplus-value, becouse

it permits the maintenance of demand at a high level
and at the same time permits the workers struggles to be
"integrated” in part. But when the rate of inflation be-
comes galloping, the resulting workers demands and
price increases set in motion an inflationary process
that affects various branches of capitalist activity un-
evenly and aggravates the internal contradictiors of
the system. This was especially true in 1974, since in-
flation increased the costs of industrial production much
mare than it increased sales prices. For the first time,
whaolesale prices rose even more than the cost of living!
The following factors influenced the fall in the rate of

profit;

a. The effects of inflation on the most backward sectors,
especially agriculture. Spanish agriculture Is marked

by a pronounced structural imbalance. Certain products,
like wheat, rice, citrus fruits;, and wine, suffer perma-
nent surpluses with no domestic or international outlets,
For other products; like sugar, there is g permanent
shortage. In the cose of livestock breeding, profitability
is problematical becouse of the shortage of feed that
results from the protection the regime occords produc-
tion of wheat, Average agricultural productivity is low.
All this results in o constant increase in the agricultural
balance of frode deficit, while 25% of the working
population is engoged in agriculture. Spanish agricul-
ture thus acts to accenfuate the effects of inflation on
the capitalist economy throughout the Spanish state,
These tendencies intensified in 1974, The deficit In the
agricultural trode balance doubled. The price for the
food component of the cost of living index rose 1994,
The efficial palicy of "blacking prices” in some precize
coses through subsidies granted farmers prevented the
kbasic imbalance of agriculture from having even more
sarjout effects on the cost of living.

To sum up, we may report that for Spanish capitalism
tha backward stote of agriculture represents:

= A permanent stimulant to the rise in the cost of
living. By increasing the prices of food for the workers,
@ negative effect is exerted on the rate of exploitation
of the working class in the most advanced industrial sec-
tors and also acts to comtanfly stimulate demands for
wage [ncreases;

- A permanent source of increase in the deficit in
the trade balance, with losses of exchange reserves that
result in a threat of devaluation when the upturn comes,
because of the increase in the costs of necessary imports,

b. The increase in labor costs, to which we have ol-
ready alluded, and which is compounded by the increase
in employer contributions fo social security. The in=
crease in the wage fund {30%8) was superior to that of
the GNP in current prices (19%6), which implies only

a very slight increase in nominal profits, if not an ac=
tual stagnation.

c. The rise in the prices of raw materials and oil, the
effects of which continued in 1974, although in vary-
ing ways in different sectors. The prices of imports rose
509 on the overage during 1974,
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d. Speculation on stocks, which occurred in the expec-
tation of further price rises in raw materials, cccentuated
the fall in the rate of profit, because o reduced profit
wos made with o copital increased by the value of these
stocks,

Sectoral imbalances and the fall of the rate of profit
acted in a dialectical manner throughout 1974; their
jeint action wound up by seriously affecting accumula~
tion and clearly showed that the crisis of overpraduc=
tion was a fact that could not be resclved within the
space of several months, The internal logic of the cap-
italist cycle was brought into play, aggravated by the
specific features of Spanish capitalism.

Amplification of the crisis

During 1975 no symptom of o shart=term upturn in the
situation appeared. In fact, indusirial production fell
1026 during the first five months compared with the same
period of the preceding year. The index of opparent in-
vestment declined 4%, Official unemployment rose to
300,000; according to the "Inguiry info the Working
Population” of the National Statistical Institute, the
real Figure wos 610,000 as of June 1975, Inflation con-
tinued ot the same rote as 1974, despite the fact that
this time there wes no increase in the price of oil. In
August 1975 the cost of living was more than 109 higher
than it had been in December 1974, Forecosks continue
to be pessimistic, which is reflected in polls of employ-
ers and in the continuing fall of the stock exchange,
which had dropped 27% since April 25, 1974,

Banking credit in the private sector haos slowed down

following a decline in the growth rate of investmant, J

This growth rate dropped from an average of 25% in
1974 to 15% in July 1975, The foreign debt, which was
still very low back in 1947, has risen to $4, 500 million.
Debt servicing now absorbs 59 of the export revenue

of the Spanish state; in 19467 it absorbed only 1.8%,

Becouse of all this, order books continue to be sparsely
filled, stocks remain high, and underutilization of cap-
ital reached 249 in Juna 1975, It & clear that the cy-
cle is continuing to heod downward, the only unknown
factor being the evolution of consumption. The small
and middle~sized companies have been hard hit. The
figure of liguidatiors and bankrupteies is going up; in

a later stage, these effects will also be felt by monop=
oly capital. As for as banking capital s concerned,

the deceleration of credit in the private sector, along
with the fall of the stock market, is also hitting hard .
Economic policy has done nothing to improve the situa-
tion. A decree=law promulgated on Movember 14, 1975,
practically froze woges, no longer permitting Increcses
greater than the official rise in the cost of living, while
priming building construction. Becouse of the reigning
social temsions, the short-term effects of these measures
will be practically nil. Mo conjunctural improvement
can be expected before the summer of 1976, things

being what they are. [J
22

Finance Minister String

When our last issue on the international capimlist econ-
omy appeared (June 1975), Sweden (along with Ner=
waoy) was only just beginning to be affected by the gen-
eralized international recession. For most branches of
the Swedish economy, 1974 was still a boom year. In=
dustrial production increased 7 .45 over the year, and
all the major export=criented companies reported big
increases in both profits ond sales. This was in stark
contrast to the prevailing situation in the major imperi-
alist countries,

Several factors explain this "exceptional” character of
the Swedish economy, some of them structural, others
purely conjunctunal:

1. The Swedish economy is strongly dependent on ex-
ports, which i shown by the foct that 40-4556 of indus-
trial production is sold on foreign markets. The export-
oriented industries are mainly comprised of two differ-
ent sorts of production: row materials and semifinished
goods on the one hand and highly specialized metal

and engineering products on the other. In both these



by BENNY ASMAN

sectors, the international recession developed in a way
that was favorable for the Swedish capitalists. There
was a special conjunctural lag in iron, steel, and pa-
per pulp production, which pestponed the downturn in
Sweden, The same goes for the highly speciolized prod-
ucts of the metal and engineering indusiries; the prod=
uets of these industries hod fitted into the markets in
countries with the least bod conjunctural situations,
These factors have smoothed out the conjunciural ups
and downs of the Swedish economy ever since the sec-
ond world war.

2. The rate of inflation during 1973 and 1974 was
among the lowest in the imperialist countries {along
with Germany and Switzerland), varying between 75
and 996. In 1974, exporis were divided in the follow-
ing way:

EFTA (European Free Trode Association) 22,3%
af which:
Norway 10.4%
Finland 7.1%

EEC 48 .0%
of which:
West Germany 9.8%
Britain 13.2%
USA /Canada 6.7%
Cithers 23.0%

Developments in the two biggest markets for Swedish
exports alded in delaying the dewnturn in Sweden, The
ongoing boom in Morway played an important role,
which is shown by the fact that in 1975 Norway replaced
Britain os Sweden's single biggest export market. And
the favorable evolution of the exchange rate in rela-
tion to the German mark helped Swedish capitalists to
increase thair share of the shrinking British market at
the expense of their principal competitors (West Ger-
many, for example). This, along with relative "labor
peace, " which made It possible for the Swedish capi-
talists to hold strictly to contract delivery dates, gove
them yet another advantage over their competitors dur-
ing the beginning of the recession, ancther factor that
delayed the downturn.,

oy
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3. The situation of the internal market has alse had an
effect. After the rather deep recession on the domestic
market in 1971-72 (which was out of phase with the
international situation), private corsumption increased
during late 1973 and throughout 1974; this was reflected
in a 4.5% increase in the gross national product in
1974 (compared with a 1.79% Increase in 1973). In
1974 only one major branch was hit decisively by the
international recession: the wood industry. Some 70%
of production in this branch is exported, ond beginning
in late 1974 the sharp downturn in construction inter-
nationally threw this branch into its deepest crisis since
1945,

Bourgeois illusions and
hard reality

By the middle of 1974, all the representatives of indus-
try, as well as bourgeols economists, members of the
Social Democratic government, and representatives of
the trade unions were asking one big question: Would
the international recession end rapidly enough for the
Swedish export industries fo be able fo fough it cut un-
til the next uptum or not? Nearly all these people
misjudged the international situation. As of autumn
1974 they began predicting an upturn in early 1975,
But these predictions (held in common with not a few
international pundits) proved to be pure wishful think=
ing. In fact, the ongoing international recession, with
its decline in the absolute figures of world trade, has
now hit all the important sectors of Swedish industry,
fust as the wood Industry was hit as long ago as 1974,
The recession has arrived — and much mere violently
than had been anticipated. This is reflected in many
indicators:

1. Exports declined at an occelerated pace during the
first three quarters of 1975. In the first quarter, they
were down 7% compared with the first quarter of 1974;
the decline in the second quarter was 12%; for the third
quarter it was 20%. For the whole of 1975 this will rep=
resent o decline of 8-10% in export volume. The depth
of the downturn is shown by the fact that this will be
the first year since 1952 to register a decline in export
volume compared with the preceding year. This will re-
sult in o decline of about 3% in industrial production.
The growth rate of the GNP will be zero (for the first
time since 1951); it is only domestic consumption, which
remains rather high, that will prevent the drastic fall in
exports from causing an octuol decline in the GNP,

2. Signs of this downturn could already be seen ot the
end of 1974 and the beginning of 1975, when the order
stocks of the export industries began to fall. The second
quarter of 1975 showed a decline in new orders for all
sectors, a decline that hes continued drastically. In the
middle of November, one-seventh of all metal and en-
gineering companies reported that they were planning

to institute short workwesks or retraining programs for
their employees. Hopes of hitching onto on international
upturn in early 1975, which were reflected in the very
small reduction In production and o consequent enormous
buildup of inventories, foded eway during the spring ond
summer of 1975 and resulted in o ropid decline of pro=-
duction during the autumn, This will in turn result in
increased unemployment during the next three to six
months.

3. The varying inflation rates between Sweden and its
main trode partners discppeared during the summer of
1975, and the Swedish rafe of inflation increcsed to o
yearly rate of 13.9% during the third quarter. This,
combined with the drastic fall in sales on foreign mor=

BASIC FACTS ABOUT SWEDEN

Population {os of 1974}

Total number employed:

Percentoge distribution of employed by sector:

8,177,000
3,900,000

Agriculture, forestry, ond fishing
Mining and manufacturing

Construction

Trade

Transportation

Banking ond insurance

Public administration and other services

Unionization: 90% of manual workers are members of unions affiliated to the Londsorgani-

sationen (LO — Trade Union Confederation),
belong to unions that are members of the TCO

ees),
4.4 Swedish kroner = LUSS1,

end more than 50% of salaried employees
(Central Organization of Salaried Employ~-



kets, forced reconsiderotion of profit prognoses for the
main export industries. Every single one of them had
made overly optimistic predictions at the beginning of
1975. This goes both for the well-known compenies lke
SKF, Volvo, Sooh, Alfa-Lloval, ond LME and for the
primarily nationally bosed companies like LKAB (iron),
ASEA (high-power electrical equipment), SCA (e pulp
ond poper trust).

This is the picture s it oppears ot the end of outumn
1975, and it is a picture nobody hod painted eight months
ogo. The duration of the generclized internaticnal re-
cession finally teok its toll and swept away one of the
exceptions.

The downturn hy sector

The downturn occurred over a twelve-month peried,
warking its way from sector to sector, with o consequent
cumulative effect on the domestic moarket for investment
gooads.

1. The wood industry was the first branch to be hit, @
result of the Big international decline in housing and
industrinl construction in 1974 ond a similar decline
domestically. During 1972 and 1973 the prices of wood
products were marvellously high for the copitalists; then
they tripled, During the winter of 1974-75 production
was oble to be kept up to levels that were not disastrous
becouse of international speculative stock building, es-
pecially in Britain. When this come to o halt, exports
te Britain came to a virtugl standstill in May 1975,
Prices dropped heavily, declining from 600 kroner per
cubic meter in September 1974 to 360 kr per cubic meter
in September 1975, which is reported to be 80 kr per
cubic meter below production costs, Total production
will thus fall 30% during 1975, and a large portion of
current production is going into stocks.

2, Row materials exports {such os iron ore) ond semi=
finished products (pulp, poper, wrapping poper; iron

and steel}, the traditional bockbene of Swedish indus-
try, hove also been hit, For row materials, the decline
in incoming orders began during the first guarter of 1975;
for the semifinished products industry it begon during
the second gquarter of 1975. Incoming orders for the
paper industry in May 1975 were down 60% compared
with May 1974,

3. In September 1975 the metal and engineering com=
panies were hit by a very ropid decline in incoming or-
ders from foreign markets; they were also affected by
postponements or cancellotions of investment plans in

the previously mentioned sectors. During the first half

of 1975 this sector was still oble to register o 3% increase
in production compared with the same period of 1974,
For the second half of 1975, this will tura into a decline.,
Since this sector accounts far 43% of total experts, the
bottom of the recession has nat yet been reached, and
this will in tum result in an increose in unemployment

in this sactor,
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Comparative strength and stability

Owerall industrial production bagon to decline only dur-
ing the second half of 1975, which will probably. result
in on overall yearly decline of 3%. By internotienal
standards, this is o smol| decline. And from other paints
of view, it could appear that there is no real recession
in the Swedish economy. The rote of unemployment, for
example, is low by internotional stondards. As of Ne-
vember, thare were obout 70,000 unemployed, about
1.7% of the work force registered for unemployment in-
suronce, This figure is not significontly higher than the
1974 figure, And for the whole of 1975, industrial in-
vestments will increase in volume by 5-7%%.

There are several recsons for these opparently parodoxi-
cal focts:

1. The situation of the domestic morket has portially
compensated for the effects of externol markets. Private
consumption increcsed 3% during the first holf of 1975,
with, for example, a 10% increase in outomobile soles
for the first seven months of the yeor compared with the
corresponding period of 1974,

2, The relatively small decline in industrial production
con be explained mainly by the extroordinary buildup

in stocks among all bronches of expert industries, Dur=-
ing the first six months of 1975 stocks of industrial prod=
ucts increased by 2,500 million kronor (in 1748 prices),
and most of the big export companies are now holding
inventories af levels 20% higher than normal. This pel-
icy was determined by the hope that an international
upturn would be just around the comer and that it would

a5



thus be cheoper to go un producing stocks and to ovoid
aving off workers who might soon be needed again. This
proctice hos been strongly stimulated by ancther focter,
which is the sconomic palicy of the Social Democratic
government.,

3. For the Social Democrats, it has traditionally been

very important to hold down the rate of unemploymant,
This is one. of the major historical merits of the Secial
Democrocy in the eyes of the workers, The Social Demo=
crate have tried to do this by gronting direct support to
This hes
een combined with big efforts to shift workers oway

rom stagnant sectors, the textile industry For exomple,
ond letting such industries meet their fate. During the
post year, the traditional battery of subsidies has been
augmented by an extro set of subsidies,

the capitalists, especiolly in the export sector,

= 5

.

When all the big companies reported extraordinary prof-
its for 1974, Finonce Minister Gunnar Striing took the
wind sut of the saits of critics ond blunted trade-union
demands by proposing a way of "cutting superprofits. ”
All companies with more than 1 millien kr in profits,

he proposed, should be forced to set aside 15% of their
profits in a special investment fund, MNaturally, this
nlan was hailed by the copitalists, whe could avoid pay-
ing taxes on that part of their profits and gsimultaneously
add to their liguidity. A big part of this copital was

used during the First half of 1975, which helps to ex-
plain the still rather high industrial investments for 1975,
In October, when definite signs of o downturn in all

the major sectors become clear, the government pre-
sented o special "suppert packoge” to keep employment
up. It emounts to a total extro direct support of 2,000
million kr. The bulk of this is divided in the followingway:

a. 200 million kr in increcsed support to stock building,
plus additional guarantees for bank loans;
b. special support to stock building in the wood indus-
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try (paying for up to 20% of the stock);
c, 250 millien kr in lower taxes on energy consumption;
d. 140 millien kr for ensrgy-saving investments;
e. 300 millien kr for odditional state jobs;
f. 300 millien kr for advancing the dates of alreody
planned public investments.

As of the outumn of 1975, these three foctors hove held
bock the fall in production and the increose in unem=

ployment. But this selective pump-priming waos bosed
on the assumption that the internotional recession woula
end much sooner than will octually be the cose. Thus,
whan these hopes were dashed, there was o wave of re-
ports (during November and eorly December) that com-
panies, especiclly metal ond engineering companies,
weare canceling planned investments in productive co-
pacity and were preparing layoffs, Taking occount af
the extremely high levels of excess copocity both nao-
tionally ond internationally, it seems very unlikely that
the sptimistic prognosis mode by the Konjunkturinstifutet
(Conjuncture Institute) for 1976 — on 11% increase in
exports — will be realized. Further, and this is certain,
the presant high excess capocity in Sweadish industry
{expecially metal and engineering) and the extroordi-
nary large inventories will lead to an almost fotal lack
of increase in productive Jnvestments for 1976,

The obvious result of the still high domestic consumption
ond the rapid fall of exports is a lerge balance of pay-
ments deficit. The deficit was 4,495 million kr in 1974;
far 1975 it will be on the order of 9,000 million kr. This
figure should be compared with the most pessimistic prog-
nosis thot hod been made ar the beginning of the year:

a deficit of 7,000 million kr, For 1976 there will be o
further worsening of this deficit, resulting in a total
|974-7& deficit of about 20,000 million kr, Up fill now,
this deficit has been covered by heovy loans on foreign
credit markets.




A long-term structural probhlem

During the first week of December the finance depart-
mant presented its "five-year plan," that is, the prog-
mosis for 1976-80, The centrol goal is to increase pro-
ductive investment in the export industries (thus leading
to increased exports) and concurrently to hold dewn the
incregse in consumption by lowering woge increases and
snocting no new social refarms, The balance of payments
Saficit is supposed to be overcome in this woy. In itself,
thiz plan is an irony ond constitutes the clearest exposure
of Sociol Democratic rhetoric about controlling the de-
welopment of the copitalist economy. It is o plan that

iz clmost identical to the one presented in 1970 for the
period 1971-75, which sat the main goal as eliminating
the balonce of peyments deficit by increasing the com-
petitiveness of the export industries. This plon was so
reclistic that 1t ended up preducing the biggest balance
of poyments deficit since 1945, Behind this development
lie some structural problems for the Svwedish economy,
The government s prognosis is based on two major ossump-
figns:

i, That the copitalists in the export industries ore pre-
pared to increcse productive investment to counter the
geficit in the trode balance; thaot is, that there will be
& sufficient]ly ropid increcse in productivity ond o suf-
ficiently low increase in production costs to create ex-
pending production in Sweden for profitable export for
#he capitalists;

2. That the workers, both in the export industries ond
&= the home industries, will accept an increose in liv=
e stondords lower than that to which they are accus-
fomed .

" Both these assumptions oppeor unrealistic, becouse they
o not toke occount of non=conjunctural trends that un=

Seemine them,

, most of the big companies in the export sector are
ing their investments cutside Sweden faster than
it investments in Sweden, Political uncertainty about
= yicte of foreign markets, however, may slow down
exponsion of this investment. In 196] direct foreign
gments amounted te 150 million kr. They have ex-
fad 1,000 million kr in every yeor since 1970. In
Hﬂ ﬂwr reached 2,600 million kr. In 1970 Swedish
ies employed 180,000 people outside Sweden.
1573 this figure had risen to 260,000 among the
~five lorgest foreign investors alone. OF the fif-
largest foreign investors, all except Velve and

ASEA have more than 50% of their employess outside
Sweden, And this development has not been accompanied
by an increase in employment in Sweden., On the con-
trary, The number of workers employed in industrial
production has decreased. During the period 1970-73

the rotal number of hours worked decrecsed 5% in the
manufocturing industries. This trend hot been countersd
by increoses in productivity, but these increcses have
been much lower than those registered during the mid=
dle and late 19405,

Second, the possibilities for expanding exports on the
world market hove been vastly overastimoted. The pres-
ent international recession is seen o3 o serious but "nor=
mal” one, and butiness it expected to be bock to uswal
soon, In fact, however, the much slower expension of
world trode today compared with the 1950s and 1960s
and the resulting shorpening of interimperiolist competi-
tion will hit both the troditional export products and

the saecialized metal and engineering products and
make ropidly exponding exports less probable,

Third, the possibility of halding the increass in imports
below the level of exports and of thus eliminating the
balance of payments deficit is undermined by the rap-
idly rising number of people employed in nongroductive
sectors, primarily the so-colled public sector, The num-
ber employed in state and communal opparatuses increased
74% between 1960 and 1970 (from 420,000 to 735,000);
overage annual increase during the 1970s hos been
43,000, This is to be compared with the decrense of the
number of employees in the monufacturing industries

(by about 70,000 during 1965-73) and in construction
(35,000 during the some period), Obviously, this under-
mines any fall in the rote of increase of the import of
consumer goods, which in fact can be achieved only
through o direct attack on the real living stendards of
the working class.

Thus, the prognosis that must be mode is thot once again
the "plans" for the Swedish copitalist economy will fail,
Instead, there will be o progressive erosion of the strength
of Swedish copitalism in coming yeors. Meither the pros-
pect of rapidly increasing exports ond strengthening the
competitive position of Swedish companies on the world
markat nor the prospect of having the working clossoc~
cept a much slower increase in living standards is likely
to be reolized,

The very slow progress of industrial production and new
productive investment inall the imperialist countries
todoy ond the prospect of a slow upturn during the com-
ing six months will render the pump=priming measures
and the government support to Swedish industey insuffi=-
cient. The rate of unemployment will increase ropidly
during the coming six months, especially in the metal
and engineering industry. The only branch for which
there is on immediate prospect for a relatively ropid in-
crease in exports is the wood industry, for construction
is beginning to rise in foreign markets, But this will in
no way alter the present trend of the economy at a whole,
The bottom of the recession in Sweden has yet to be
reached,



The current indices of the economic crisis of British im=
perialism are of great simplicity. Industrial praduction,
having fallen 8% during the past year, is now at o lower
level than in 1970. Productivity has fallen 4.4% in one
year. Inflation has been running at 25845, Unemployment
stands at 1,125,000 (5%); the balance of payments def-
icit was £3, 660 million last year and is running at o
rate equivalent to £1,500-2,000 million this year. Com=
pared with its main West European competitors, British
imperialism's situation as s fallows ( Movember]:

{See Table 1.)

In short, although the decline in production and the
rate of increase in unemployment are slowing up, on vir-
tually every major index the position of British capital-
fsm is the worst in West Eurape,

But the state of the British economy is such that the fig-
ures on inflation, unemployment, industrial production,
or the balance of payments are no longer the crucial
indices. These are merely the symptoms of o far more
profound erisis of profits and of the rate of exploitation,
the ramifications of which ore felt throughout the en-
tire organization of the ecanomy. This is what has pro-
duced a situation in which, os one of the bourgeoisie’s
chief thearetical orgams, The Economist, put it "During
the last two years Britain's financial system hos trembled
on the brink of collapse, " (November 2%, 1975.) It is
at this level that the underlying elements of the crisis,
and the solutions to i, must be sought.
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TABLE |

Industrial Foreign trade
Production Prices Unemployment{a) (exports 05 56 of Tmports)
W. Germany +3% + 4.3% 5.0% 115.0%
Fronce =29 +10.0% 5.0% 85.6%
Italy -5% + 8.0% 5.8% 101,00
Britain -5% +13.05 4,49 B5.0%

Mote: Figures for Industrial production and prices are manthly,

exfrapoloted over year.

(a) Figures nat strictly comparable due to different bases of ealeulation.

|. THE CRISIS
1. The crisis of profits

The chief specific cause of the exceptional severity of
the crisis of British imperialism lies in the foct that the
British working class has not suffered o qualitative da=
Faat for more than forty years — since the outcome of
the crises of 1924 and 1931.(1) As o comsequence of
this, Britizh imperiolism never achieved the huge in-
crease in the rate of profit that developed in the rest
of West Europe and Japan under conditions of fascism
and/or Nazi occupation, In the postwar period condi-
tions of full employment , numerical expansion of the
proletariat, and development of the orgonizations and
militancy of the working class have prevented any sig=
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nificant improvement in this siteation for the ruling
closs. The result of caplitalist accumulation under con=
ditions of an unfavoroble relatiorship of closs forces has
been to produce an historically unprecedented (except
in Germany after World Waor |) decline in the rate of
profit, While there ore considerable difficulties measur=
ing this decline in absolute figures, all investigations
reveal the sharp downward trend .(2) This Tz despite
guite extroordinary concessions on the tax fiald designed
1o alleviate this trend. Even the most extreme conclu-
sions as regards absolute figures agree that the share of
profits in the economy opproximately kalved in the pe=-
riod from the early 1950 to the early T970:(3), and

that the rate of profit fell by approximately the same
amount. After=tax figures present o more complex pic-
ture, but the general indication peints to a decline of
between one=fourth and one-half. The following table



probably represents the best computation of the decline
of the rate of profit up through the early 1970s {bearing
in mind that there iz greoter agresment on the trend
than on the absolute figures):
Rate of Return on all British Companies,
Before and After Toxes [in %8)

s

Befara® After
1956 15.4 13.0
1957 14.4 12.6
1958 13.9 13.1
1959 15.0 14.7
1940 15.7 15.2
1941 13. 13.5
1942 12.3 12.4
1943 13.4 3.7
1954 13.5 13.46
1945 12.7 14.6
19464 10,7 11.4
1947 L 12.4
1948 10.8 12.4
1959 8.4 10.4
1970 &.6 8.9
1971 &4 @8
1972 &4 2.8

*Calculated less stock appreciation and
capital comsumption os 35 of net copital
stock ot current replacement cost,

+Cu|¢ufured less stock appreciation, cop-
ifal corsumption, ond toxes on income and
property, plus invesiment grants as a rate
of return on net capital stock at replace=~
ment cost,

{Burgess and Webb: Lloyds Bank Review, April 1574.)

On top of this general historic decline, however, it is
clear that an extroordinarily accelerated process of de-
cline set in after 1572, While calculations for this pe-
riod are rendered more complex because of the accel-
eragted rate of inflation, which couses problems in esti=
mating stock appreciation, nevertheless the general
trand is clear. Toking account of taxation, stock appre-
clation, and interest payments, money profits fell by
42,5% during 1973, declining to a mere 37% of their
1943 lavel, Deflating by the retail price index as a
rough measure of inflation, ofter-tax profits for 1973
were 42.5% down compared with 1972 and 795 down
compared with 1963, Estimates of such falls in relation
to the rotal development of the economy vary somewhat
{according to the basis of calculation), but all indicate
o general decline of at least half,

In short, between the sarly 1950s and the early 1970s
the share of profits in the GNP and the rate of profit
declined by appraximately half pre=tax and by perhaps
sne—quarter to one-half post=tax, In the period 1973-
74 a further fall of one-third te one-hall took place,
with a corresponding fall in the rate. This is the scope
of the crisis of profits which today afflicts British copi-
talism.

2.The crisis of financing

The result of such o decline in the rate of profit s that
any check in output sends the private sector plunging
into extraordinary debt. Again, exact figures are dis-
guised by innumemable copitolist accounting methods,
but the qualitative proportions are clear:

Capital Accountof British Industrial
and Commercial Companies

1971{a)  1972(b) 1973(c) 1974(c)
¥£32m  1£215m -E539m -£3649m

{a) Bank of England Quarterly Bulletin,
June 1973

(b) Bank of England Quarterly Bulletin,
March 1975

{c) Bank of England Quarterly Bulletin,
September 1975

(The figures are not exactly comparable
due to revisiors on computation and
problems concernad with stock apprecia-
tion, but indicate the clear trend.)

Taking a more exact breakdown on the same computa=-
tional boze, the trend is even clearer.

Capital Account of Industrial
and Commercial Campanies

1972 2nd quarter +£  &2m
3rd quarter +£ 134m
4th quarter +£ 245m
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1973 1st quorter -£ 1%m
2nd quarter +£  15m
3rd quarter -£ 190m
4th quarter =£ 345m

1974  1st quarter -£ 744m
2id quarter -£1101m
drd quarter =E106%m
4th quarter =£ 735m

1975 lst quarter -£ 34%m

{Bank of England Quarterly Bulletin, Septem-
ber, 1975.)

It is readily seen from thase figures that British industry
fell into extraordinary deficit during 1974, Furthermore,
the recovery in the lost quarter of 1974 and the First
quarter of 1975 reflects not an improvement in the under-
lying situation but simply the degree to which stocks
have been cut back and investment abandoned, During
this period, gross domestic capital formation fell by
€850 million, from E2, 040 million to £1,210 million

per quarter.,

It is this gigantic deficit, which will total around £5, 000=
4,000 million for 1973-75 (about six times the deficit

far the period of the recession of 1969-71), that is bring-
ing about a virtual revolution in the internal equilibrium

of the British capitalist economy.

3.The crisis of relations between
industrial & financial sectors

In order to understand the present internal crisis of ar=
ganization of the British economy, it is necessary to
grasp that the relations of finance copital and industrial
copital in Britain differ rodically from those in the rest
of West Europe. Primaorily because of their orientation
to foreipgn operations, the extremely powerful British
banks are hardly oriented to financing industry in Brit=
ain. In Britain, obout 70% of external finance of com-
panies has come from the stock exchange and only 30%
fram the banks, & proportion approximately the reverse
of mest major Europeon countries, There is no British
equivalent of the holding of the Deutsche Bank, Dresd-
ner Bank or Commerzbank of West Germany; of the Com=
pagnie Finonciére de Suez or the Compagnie Financidre
de Paris et de Pays-Bos of France; the Société Générale
ot the Bruxelles-Lambert group of Belgium, etc.

Finoncial deficits on the scale of 1973-74, however,
virtually close the stock market os @ source of funds,
Puring the thirty-two months preceding January 1975,
the value of shares fell by 73%. This was a more rapid
fall than occurred even at the beginning of the crash
of the 1930, ond means that share values in real terms
fell to o level lower than that of 1940 — at the moment
when the German ormy reoched the Channel |

There are various woys of calculating this blocking off
of the stock market, but they all show the same dramgtic
trend: considering equities only, the fall in three years
was more than 909, from £640 millien in 1992 o €137
million in 1973, and E43 million in 1974. Taking net
Figures and including other forms of stock finance other
than equities, net issue of long=term loan capital by
companies in Britain totaled £333 million in 1972, £58
milllon in 1973, and minus £14 million during the first
eleven months of 1974,

The First inevitable result of a simultanecus collapse of
internally generated funds and of access to the stock
market has been to dramatically push industry into debt
with the banks. In the second quarter of 1974 industrial
and eemmercial companies hod a total borrawing need
of £1, 510 million, compared with only £441 million o
year earlier. Some £1,333 million of this was met by
bank borrowing (compared with bank leans of £585 mil-
lion raised in the same quarter of 1974). Interest pay-
ments by companies in the second quarter of 1974 were
E1,074 million, compared to £774 million a year eorlier.
Taking 1974 as a whole, loam to manufacturing indus-
try wera up £2.7 thowand million = an increase of
419%. Toking the funds of industry as o whole, the per-

centage of bank borvowing in funds increased from 129
in Iﬁi te 32% in 1974,

The extraordinary deficits created by the decline in tha
rate of profit of British Industry have thus created an
acute erisis of the internal financial organization of the
economy. Mot only are the sums involved huge by any
standards; in oddition, British finance institutions are
not geared to long-term financing of industry. The huge
deficits are financed primarily by short-term borrawing,
which is obviously untenable for any length of time.
With deficits of thissize, the possibility of repayment
is not altogether good. This was fully confirmed during
1975 as major manufacturing firms — such as British Ley=
land, Chrysler, Alfred Herbert — followed Court Line,
G. Stribbe, and London Indemnity and General Assur-
ance toword the point of collapse,

It 15 in fact this latter process that indicates the second
key change that must take place in the relation of the
various sectors of the economy. While it was the banks
that tock the initial strain of the profits collapse of
197375, it is quite clear that this situation cannot con-
tinue for any prelonged period of time. The present sums
involved (with no guarantees on repayment) are beyond
the copacity of the banks, It is this intolerable situation
that has already helped to produce the great crisis of

the so-called secondary banking system (despite the
modest name, there were in fact very big operations,
accounting for o fifth of the increase in the major banks'
own odvances) and that has now placed the primary fi-
nancial institutions themselves under colossal strain,

It is in this way that the working through of the erisis

of profifs can be seen to affect the entire internal orga-
nization of the economy. The decline in the rate of
profit creates huge financial deficis, The deficits over=
turn the troditional forms of finance and drive industry
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into an unprecedented reliance on the financial institu-
tions, These institutions are incopable of bearing the
strain — particularly when, s discussed below, this is
coupled with gigantically increased demands of the state
expenditure — and turn to the state, which, as we shall
sem, occupies a central role in the economy out of all
propartion to anything seen in the past.

The only way out for the capitalists Is clear. The rate
of profit must be dromatical ly incressed, which, with
the given state of stagnation of accumulation, can be
corried out only by cutting the real wages of the work-
ing class, Simultaneously, a new form of relation of
state and financiol copital must be developed. The en-
tire situation presses in the direction of an assault on
the working class and o shift to a new relation of indus-
trial, finance, and state capital. The sole remaining
question for the bourgeoisie is how, under what polit=
ical conditiors, ond in what form this transformation is
fo be carried out, b

Il. THE EFFECTS
1. Growth of the state sector

Under the conditions of collapse of profit rates that have
prevailed in British industry, it is quite evident that the
private capitalist sector of the economy con scarcely
sustain even a constant level of production, let olene

a real growth. Above all, investment is insufficient to
undertake o serious expansion of output, The interna-
tional comparison in terms of total investment shows the
situation clearly:

Investment o o Percentage
of Gross Domestic Product

range from | ‘?&Dﬂ

Jopan 30-35%
West Germany 23-27%
France 20-26%
Britain 14=-18%5

[ The Ecomomist, March 31, 1973.)

The situation in private industrial investment is even
worse, Since the mid=1940s industrial investment has
declined almest continuously, In 1984 it was 896 of
GNP it Fell to7.8% in 1967, 5.7% in 1970, ond
3.2% in 1973, There hos been o sharp and continuous
decline in investment throughout 1975; the decline was
89% In the first quarter, 7% in the second, and &% in
the third. Total investment in manufacturing is down
10%: compared with the same period of 1574,

In a context of decline in working closs comumption

ard a decline in world trade, the result of this decline
in investment is that only o vost exparsion of the state
sector pravants the economy from falling into a nosedive,

The following estimates — certainly overoptimistic —
of the MNational Institute for Economic and Social Re=
search (NIESR) Indicate the position claarly:

Forecast of % Change in Components
of Gross Domestic Product

4th quarter 1975 4th quarter 1974
over over
4th quarter 1974  4th quarter 1975

Consumer expen=

diture -3,2 -0.4
Public authorities  +4.4 +2.2
Gross fixed in-

vestment =&,1 0.4
Exports -1.7 +4.0
Imports -8.4 +3.6
Grozs Domestic

Product =2.1 +1.%

{Projection by National |nstitute for Economic and
Social Research, August 1975.)

Already, in common with all imperialist states, public
sector expenditure in Britain has increosed almost unin-
terrupted ly in the postwar period. In o recent study
Barratt=Brown colculatea the following:

Public Expenditure os Percentage of GNP

1948 1953 1958 1968
40,2 44,5 40, &a) 32,1

{a) This foll is almost entirely accounted
for by reduction in armaments following
the end of thae Kaorean war.

{Barratt Brown, From Labourism te Secial-
tsm; p. 78.)

Hewever, in the period since the current recession be=
gan, a development on an entirely different scale has
started . State spending for 1974 rose to 575 of national
income and for 1975 the projected level is 08¢, (The
Economist, April 12, 1975.) As any attempt to finance
this through taxation would depress all other elements

of the economy still Further, the result 1 o qualitative
incremse In the stote budgel deficit, (This deficit amounted
to &.99 of GNP in 1973, 9.8% in 1974, and will prob-
ably reach 12=139 in 1975.) Inshort, merely to pre=
vent unemployment rising above 1.5 million and to hold
the foll in Industrial production at 8% a year, it s nec-
essary to run a budget deficit greater than one=-tenth of
the economy ond thot exceeds the level of industrial in-
vestment by a foctor of three or fourl

The possibilities of getting out of this situation without
some gualitative shift in the economy are nil, Any at-
tampt to finance this deficit by simply printing money
would send Inflation, which anat 253 this yeor, through
the roof. Borrowing funds to finance it — the present
policy of the government — maintains interest rotes (cur-
rently running at 1139 minimum lending rate) at levels



that bath drain industry of funds on its current borrow-
ing and present an immense obstacle to any increcse of
investment and expart financing, even during an eco-
nomic upturn. Any cut back in the deficit, however,
meons both dismantling whole sections of the "welfare
state" and allowing unemployment to rise even beyond
the 1.5 million ta which it is presently headed. Further-
more, under conditions of the present decline in profits,
there is no guarantee that such meosures would produce
@ serious upturn in production without a major increase
in exploitation and depression of real wages — with all
the consequences of o confrontation with the working
closs which this poses. But this is the only serious per-
spective for the ruling closs; it provides the background
to the currenf Healey measures.

¢.The Healey-Wilson measures

Although o few rather senile laft Social Democrots may
have been under the illusion that there is o capitalist
solution to thecrisis other than on attack on the work-
ing class, the bourgeoisie itself has no such illusions.
The Economist, which specks for the dominant sections
of industrial capital, speaks bluntly: "Britain cannct
have o faster rate of growth until it devotes 5-10%
more of GNP to risk-taking investment and it will not
gat this until 5-10% more of GNP takes the form of
rewards for risk-taking investment. Foreigners listen
with bewilderment os British politicians, commentators,
Maddy (the Mational Economic Development Council)
and even establishment figures pretend that it.can
really be done in some other ways, such as by setting
up naw investment banks to provide new loars that will
prasumably never be repald. . . . This schizophrenia
is not compatible with the continued existence of o
market systam . The next few manths may be British
capitalism's last chonce to bagin to pull back from the
abyss. " {The Economist, MNovember 2%, 1975,)

The debate within the ruling closs on how to achieve o
shift in resources to alleviate the capitalist erisis at the
experse of the working class was given a particular edge
by the severity of the defeat suffared by the bourgeoi-
sie with and following the fall of the Heath government.
The resporse favered by those sections of the bourgeoi-
sie most closely tied to finance capital (Sir Keith Joseph,
chief "theorist" of the Thatcher leadarship of the Tory
party; Samuel Brittan, influential economist of the Fi-
nancial Times; the Institute for Economic Affairs, etc.)
was to raise unemployment through drostic reduction of
state expenditure to the point where it would break the
militancy of the working closs. The problem here was
that no one could predict in edvance what this neces=
sary level of unemployment would be. The level of 1
million was certainly not sufficiant, and it was feared

it might be necessary 1o go to 2 millien, or even, on
some speculations, 3 million. Such an increase was un=
acceptable to the main representatives of capital =
both because it would entail a recession so deep that
Britain would be unable to benefit from any upturn in
the world economy, and second becouse it wauld ot

az




ane stroke averturn the entire postwar political sitwation
and might create an uncontrollable work ing closs re-
sponse .

The second alternative — the one adopted — was 1o
ollow inflation to rise to o new haight, to cut real
wages through the imposition of an incomes policy, and
to pastpone the most savage shale expenditure cuts for

a cerfoin period in order to stop @ more precipitote de-
eline of production. While no measure was token in the
spring (in order to avoid any threat of a wrong outcome
on the EEC referendum), inflation was beginning to cut
the living standard of the working class evan during
this period. The effects of the early success of the work=
ing closs in driving up its living standard and the con=
sequent decline in this living standard under the impact
of inflation are cleor from the following figures:

Index of Real Toke-Home Poy

1973 1974 1975
DeciDec Feb April June Aug Oct Dec  Feb April June

105 106 99(a) 100 103 106 106 108 106 103 5%

{Lobour Research, September 1975.)
{a) artificiolly depressed even below declining level
by J-doy week.

Equally elear are the consequences since the imposition
of the £6 limit on pay increases set last July. The vel=
ume of retail sales, which account for nearly half of
comumer sales and constitute tho clearast odvance in=
dicator of shifis in living standards, fell by 3.1% be=
rwoen the second and third quartens of the ysor. The
full further decline in real woges, for which estimates
vary between the officially projected 2.35¢ and o more
realistic 4.,5-8% (Lobour Research, September 1574},
will depend on the exact fall in the rate of inflation.

3. Attack on the “welfare state”

The focus of the second round of attacks on the working
class Is the slashing of public "welfare state” axpendi=
ture. The April 1975 budget already made cuts in the
1976-77 public expenditure program of 1.5% in current
spending and 10% in capital spending, amounting to
£1.1 thousand millian at present prices. On fop of this
the government is preparing o further round of cuts which
will probably total arcund £1.5 thousand million. On
longer term projections it appears likely that o zero in=
crease in spending is projected for 1976-78. It is impos=
sible here to go into details about what these cufs will
mean for the "welfare state, " but it is werth noting the
main conclusions of @ recent comprehensive study .
("Cutting the Welfare State = Who Profits?, " published
by Counter Information Services and the Mational Com-
munity Development Project. The facts in this section
are from this study unless otherwise stated.)

a3



a. On Health

Already the situation with regard to hospitals is appall-
ing. Three~quarters of all hospital beds in Britain are

in hospitals built before 1918, and only 41 of Britain's
2,300 hospitals {i.e., 29) were built after 1945, The
situation with mental hospitals is even worse: two=thirds
were built before 1891, Despite this, the capital build-
ing program of the health service is to be reduced as

fol lows:

1972-73  1973-74 1974-75 1975-76 1976-77
£362m  £355m  E286m  E30Bm  £284m
{Labour Research, December 1975.)

This entails o cut of 299 batween 1972-73 and 1976~
77. Together with the cutbacks in nurses and other staff
already taking place, this means yet a further inade-
quacy in all forms of heolth treatment, and there are
already walting lists of, for example, four months for

a hysterectomy, twelve months for general gynecology,
sighteen months for a tomsillectomy, stc. A serious pos=
sibility now exists of the creation of a two tier medical
service, with an efficient private sector far the bour-
geoisie and "middle class" and a patehwork "charity"
service for the working closs,

b: On homing

Budgeted expendirure on housing is to be cut from £571
million to E271 million during 1975-746, and to £230
million by 1979,

€. ©On education

Capital spending of £930 million in 1972-73 will have
fallan to £629 million in 1974=75.

All this is in oddition to a whole range of other cutbacks
on a wide field. For example, revenue support from
local authorities ta local bus transport will fall frem
£123 million to £91 million this year; capital expendi-
ture on social security will be cut by 38% between

1974 and 1975,

I1l. THE PERSPECTIVES

Despite the severe declines in working class living stan-
dords, the scope of the recession is such that profits,
investment, and production continue to fall. On profits
some alleviation is occurring thanks to cufs in real
wages, but the shift is as yet still downword . Under such
conditions, investment is in o complete trough. In the
wital mochine=tool sector some companies are now dewn
ta 309 capacity utilization. In general, new orders in
engineering were down 205 from the highest levels of
1974 to a level almost down to that of 1972, and with

a further fall of 3-4% anticipated for 1576, The Depart-
ment of Industry estimates that manufacturing invest-
mentas o whole will fall 11,59 in 1975 and a further

34

5% in 1976. This would mean thot in the fourth quarter
of 1975 manufacturing investment would be 17.5% lower
in real terms than in the fourth quorter of 1974, (Finan-
cial Times, Cctober 7, 1975.) The fall in investment

is affecting on economy in which industrial cutput is
already at o lower level than in 1970.

Industrial Production
Production 1970 =

All Industry Manufacturing

1974  3rd quarter 106.4 109.9
T 4th quarter 105.3 106.1
1975 lst quarter 104.4 105.7
T 2nd quarter 100.1 100.2
June 9.9 79.4
July 100.0 100.3
August 99.1 9.4

{Financial Times, Cctober 11, 1975.)

This, however, greatly urderstates the fall in key sec-
tors. Steel production in September was down 25% from
the peak levels of the First nine months of 1973, Even

in 1974, construction output was already 2% down fram
the level attained in 1970, with private house building
starts down from 215, 000 in 1973 1o 105,000 in 1974;
building in the public sector was down 2085, MNew orders
in the comstruction industry were dawn 25% in 1974
compared with 1973 and fell a further &3 this year.

The result is that by autumn 1575, some 171,000 work-
s in the construction industry were unemployed, one-
seventh of the total unemployed work force, In the au=
tomobile industry, inaddition to the crisis in British
Leylond, Chrysler UK, which is barkrupt, could project
a mere eleven days' work on its best=selling Avenger
model during the two months preceding Christmas.

The result of this depression in production and invest-
ment is that even ofter the Healey measures, bourgeois
forecasts of economic prospects are universolly gloemy,
The following are tha three mott influential predictions
regarding the course of the economy in the coming yeaor.

Predicted Percentage of Change
Year 1976/ Year 1975

NIESR LBS  P&D
Public Autharity Con=

sumplion + 2.2 + &5 +2.8
Exports + 1.7 + 3.5 + 38
Imports + 2,7 + 0.2 +3.4

Stockbuilding (mil=

liors of £) Year 1976 =172 =19 +20
GDP after adjustment to

factor cost + 0.3 + 1
Inflation 10,0 15.
Balance of payments

current occount

Year 1976 -2509 -1131  -1400

MIESR — Mational Institute of Economic and Secial
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Research
LBS — London Business School
P & D — Phillips and Drew

{The Times, December 4, 1975.}

While the particular severity and especially the longev-
ity of the recession in Britain is unacceptable to the
ruling class and forces it to seek a new way out through
attacks on the masses, it also places the working closs
in o radical ly new situation compared with its entire
postwar experience. The effects on cuts in living stan-
dards and attacks on the welfare state have already
been noted. But the most dramatic effect of all is the
end of the state of so-called full employment that has
existed since 1745, The implications of this foct — that
so long os capifalism continues to exist the working

class will never again enjoy the conditions of emplay-
l ment that have shaped its enfire postwar experience —
hove not yet been fully grasped by the labor movement.

e S e T

Buring the decade 19465-75 the bourgeoisie, by dint of
considerable exertions, succeeded in increasing the
rate of increasa of productivity in manufacturing to 4%
a yeor compared to 3% during the previows decade,
[This was the bourgeoisie's only real success during this
period; ond even here it must be noted that the 455 fig-
ure 15 low compared with the 43¢ average for West Ger-
many, ltaly, and France.) However, industrial produc-
tlon only rose 159 during that decade, well under half
the increase in productivity, Instead of on Increase Tn
output, workers were simply laid off: Industrial employ-
ment fell 142 during the decade. Relative full employ-
ment was maintained only through on exponsion of nan=
industrial employment relative to industrial employment.,

This aecurred on o vastly faster scale in Britain than
alsewhere, Furthermare, tha overwhelming bulk of this
increase was in the state sector, with only a 75 increase
in jobs in the (primarily private) services sector, but
with a 149 increase in employment in the central gov-
ernment and o 53% increase in local government. (Sun=
day Times, November 2, 1975.) This was the social
corollary in terms of the composition of the warking
class of the vast economic increase in the shate sector.
But once the state sector 1s chacked, the whale mecha-
nism cannot function. Any attack on the working class
must attempt to drive the increase in productivity over
the 455 averdge of the lost decode; but with projected
growth rates in industrial cutput of 1-29, this meamns
that industrial unemployment must increase still more
rapidly . However, the cutbacks In the state sector mean
that the one areo that had previously atsorbed unemploy-
ment is now blacked. The sole perspective is one of o
permanent and sharp increase in the rate of unemploy-
ment. In his budget, Healey claimed that the unemploy-
ment peak would be 1 million by official figures; but
that hos already been excesded, and this winter he up=
pad the figure to 1.2 million for this winter and 1.5
illion for winter 1975-76.

The Financial Times (July 16, 1975} claims that as long:
age as July the estimates the Treasury wos working with
were 1,5~2 million unemployed. The latest estimates

of the influential Phillips ond Drew projections s up to
2 million. The research unit of the union ASTMS has
predicted 2.25 million, olthough this is probably exag-
gerated . The most likely estimate seems to be on the
order of 1.5-2 million, with the probability of the up=
per figure increasing to the extent that the upturn in
the world economy is delayed and the government makes
any further cuts in state expenditure.

But whille there is as yet some possible argument about
tha exoct level te which unemployment will rise, never=
theless hwo things are clear. First, the level of unem-
ployment rising to 1.5 million on official statistics means
a real lewel of unemployment of 2-2.5 million, which
will strilee with devostating effect against all super-op-
pressed |ayers and affect sections of the work force with
no previous experience of unemployment . (4] Second,
there is o clear perspective that this level will ever

be seriously reduced.

The implications of this fact have nat yat been really
grasped within the British workers movement. The whole
postwar experience of the working class is geared to
cyclical bouts of unemployment at worst, A squeeze on
real living standards has always been followed by o re=
turn to relatively full employment. Today, however,
the situation i radically different. The very conditions
that actually drive down the living standards of the
workers — a successful increose in the rate of exploita-
tion through the Healey=Wilson measures coupled with
a productvity drive — will not allow unempleyment te
be overcome but will even provoke a further exocerba-
tion of It. To put it in quantifative terms: Without o
policy that begirs to make radical Inroads into capital-
ist domination of the econemy, unempleyment in Britain
is u__n1i|.;ﬂ|y ever to fall below | milllan again, How tha
working closs reacts to this — through o 5"—% militancy
and Intimidation or through a renewed round of struggle
on a qualitatively higher programmatic level on which
the general question of the organization of the economy
can be tackled — will be & cruciol determinant of the
middle~term developmeant of the situation in Brifain.

Cn this point, however, the purely economic analysis
halts, The develepment of the economy out of the im-
passe depends not primarily on purely economic elemants
but on class consciousness, the relation of class Forces,
and politics. With the present relationship of class forces,
British capitalism cannot seriously recover from its pres-
ent recession. Even a successful imposition of the Healey-
Wilsen measures would merely allow the ecanamy to
stabilize ot a level of 1.5 million unemployed, o 10-
155 rate of inflation, a 3-5% fall in working closs liv-
ing standards, a fall in Industrial production of 109,

ond o rate of investment lower than in 1970, |t wauld
still leave no room for o real economic recovery of Brit-
ish capitalism. To actually bring about o serious new
expansion of the economy on a capitalist basis some-
thing much more fundamental is required: an eliming=
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tion of the major part of the economic gains made by
the working class since 1945, 1t is this path that the
British ruling class hos now embarked upan. Success
would mean o major shift in the relationship of forces
against the working closs. A defeat for the bourgesisie
would plunge Britain into the despest economic crisis
seen in any imperialist country since 1929. Economic
forces have ploced the British class struggle ot a turn-
ing point. It is working class struggle and politics that
will declde the outcome.

December B, 1975

FOOTNOTES:

1. See Mandel, Late Capitalism, p. 179 f., as well

as o whole series of empirical studies, of which Glyn
and Sutcliffe, British Capitalism: Workers and the Prof-
ifs Squeeze, is the best known, There have been vari-
ous attempts to refute this view, nomably by D. Yaffe
in Class Struggle and the Rate of Profit (MNew Left Re-
view, July 1973) and by P. Bullock and D, Yaffe in
Inflation, the Crisis and the Post-War Boom {Revalu-
tionary Communist, Navember 1975, However, despite
the fact that Yaffe's work is in general the most signifi-
cant contribution to Marxist economics presently being
made in Britain, and despite the fact that theoretically
Yoffe,and Bullock and Yaffg utterly destroy the argu-
ments of Glyn and Suteliffe, Gough, Hodgson, Stesde-
man, and the ather neo-Ricardiamns now dominating rad-
ical economics in Britain, on this point Yaffe et, al.
unfortunately commit twe basic methodological errors.
First, in their correct assertion of the histarical truth that
it is a rising organie composition of capital and not a
declining rate of exploitation that causes the fall in

the rate of profit, they fail to grosp that ot the moment
of the onset of conjunctural crisis, notably when the
process of accumulation falters, it is parfectly possible,
indeed inevitable, for direct struggle over the rate of
exploitation to function os the cause of the onset of
avert crisis. That is, Yaffe, et.al. are guilty of reduc-
tiortism in confusing the determinants of the decline in
the rate of profit in the final analysis with the concrete
causes of a particular crisis, Second, another example
of a reductionist method, Yaffe confuses the question
of the development of capitalism in general with the
question of the development of any particular economy.
The development of capital as a whole determines the
development of any particular capitalism, buf the de-
velopment of a particular capitalism is not reducible

to the development of capitalism os a whole, [For ex~
ample, Trotsky's classic analysis of why the combina=
tion of elements of the crisis of 1929 produced an over-
whelming specific crisis of German capitalism.) There
is nothing contradictery whatever in understanding that
in the final analysis the reasan for the decline in the
rate of profit is the changes in the organic composition

of capital and in understanding that ina particular cap—
italism, ina Fgrricu[nr time, the dominant element in
the crisis is ployed by o direct struggle between the
working class and the bourgeoisie aver the rate of sur-
plus-value, Whether this is or Is not the case cannot be
determined by reference to the development of capital

in gemeral, but only by an investigation of the specific
combination of this crisis in the case of a particular cop-
italism, On this, Glyn and Sutcliffe in particular have
made a real contribution,

2, It is of course well knewn that none of the bourgeois
computations calculate the rate of profit in Marxist
terms. However, great difficulties exist, particularly
under highly inflationary conditions, in colculating the
"rate of profit" even in capitalist terms. It depends,
among other things, on whether calculation is pre- or
post-tax; on the way in which state aid to industry is
balanced against taxation; on the basis on which stock
appraciation is calculated; on whether or not stock ap-
preciation is included; on whether the rate is calculated
on an historic-cost or replacement~cost basis; on how
notionalized industries, whose rate of profit is subject
to extreme political determination, are treated, etc.
These differences help explain the divergences amang
the six major studies of the rate of profit in British cap-
italism carried out in the last period: Glyn and Suteliffe;
Hughes, Profit Trends and Price Controls, Spokesman
pamphlet No. 41; Panic and Close, Profitability of
British. Manufacturing Industry, Lloyd's Bank Review,
July 1973; King, Profit Crisis That lsn't, Guardian,
Movember 14, 1973; Burgess and Webb, The Profits of
British Industry, Lloyd's Bonk Review, April 1974;
Merrett and Sykes, How to Avaid o Liquidity Crisis,

The Economist Supplement, August 3, 1974, plus a se=
ries of articles by the some authors throughout the sum-
mer of 1974 (notably Financial Times, September 30,
1974). To show the significance of these different meth=
ods of caleulation we may merely note that for one
single year, 1969, the calculated figures on the rate

of profit by different methods arrive at estimates as
widely varied as 16.8% {calculated by one methad of
Burgess and Webb) to 4,79¢ (Glyn and Sutcliffe).

3. Stuart Hollond, in the major Bennite work The So-
cialist Challenge, claims that the major British monop-
olies are in a position to regulate their rate of profit
{p. 55) and that no crisis of profits exists. This “argu=
ment" is notable for the fact that not one single figure,
in a book of over 400 pages, is produced to support it]
This is despite the fact that literally hundreds of pages
have been written on the question of the rate of profit
in Britain in the last five years and all of them show the
exact apposite of what the Bennites claim,

4. As usual, unemployment hits the most oppressed work-
ers hardest. Unemployment among immigrant workers has
been rising more than twice as fost as the national gver-
age. At the other end of the scale, however, unemploy=
ment has developed among groups that used to be vir-
tually immune. In September, for example, 5,200 teach-
ers were registered os locking for wark (Financial Times,
October 14, 1975},
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Just for the fun of it, we could cite some of the erronecus economic forecasts made by those
who govern us. More interesting, however, are the observations currently made by the eco-
nomic mogazine Entrepriser "Fronce’s performonces in 1974 (in the realm of the profitability
of companies — INPRECOR) are nothing but the last spasms of a dying man who sees his friends
hit before him. . . . The indications that we now hove for the first half of 1975 seem to con-
firm this pessimistic judgment,” (MNovember 1975, p.%1.) More disquieting were the latest
statements of Ceyroc, the president of the employers’ association, published in the some issue
of Entreprise: "Today Eurcpe is suffering shock ofter shock. A boxer who tokes punishment
without dishing it out will not last fifteen rounds. We have to start over again, This will not
be done peacefully, without political confrontation." (p. 191.)

It is all vary clear and logical. These speeches represent the first conscious threats of o bour-
geoisie that is preparing to deal with o long-term oggrovation of the economic and political
situation. The reaton is that the crisis now racking caopital 15 o desp one, even if its First symp-
toms are still timid and even if a slight uptum is forecast for the coming months. The bourgeoi-
sie is thus trying to endow itself with political instruments capable of dealing with that crisis.
The crisis results from the exhaustion, first slow and later sudden, of the foctors that counter-
act the tendency of the rote of prohit to fall. That is what we will demonstrate in the first part
of this article. Because the crisis is not o fleeting one, the action of the state takes on some
importance, Hence, in the second part of the article, we will show how the state tries to use
the crisis to medify the opparatus of praduction, increase the rate of exploitation, and redress
the rate of profit such that the conditions for the copitalist system to reproduce itself as such
may be guaranteed in o losting manner. But we will also show how the sudden scope of the cri~
sis and the political dangers entailed in it force the state to toke all necessary measures, to
initiate o pump-priming plan. =




The crisis comes from afar

The INSEE (National Institute of Economic Studies and
Statistics) recently published a saries of studies that throw
new light on the evolution of the profitability of the
economy and ifs major sectors as well os on the substan-
tial changes that have occurred in the productive cppa-
ratus during the past ten years or so. (1)

These studies explain the diognosis we mentioned above .
What is involved is a typical crisiz of overaccumulation
of copital® such as has not been sean since the second
world war, The rate of profit is falling under the effects
of several foctors(2): a very strong rise in the omganic
composition of capital; o substantial increase in indebt-
edness of companies and & conseguent bulldup in finan-
cial charges; o division between profits ond woges that
has Favared the workers for some time, that is, o forged
slowdown in the rate of exploitation, This decline in
the rate of profit entails a partial hibernation and an
increasingly important destruction of copital (unused
production copacity, mony bankruptcies), os well a3
growing unemployment, and on attempl to devalorize
tha waork force, We will examine thew factors,

1. The ris¢ in the organic composition of capital

The entry of France into the Common Market in 1959
required that capital moke sweeping changes, changes
that only a Bonoparte {de Goulle) wos able to impose
on a formidable working class. Concurrently with the
lengthening of the workweek (which reached its peak,
47.2 hours, in 1943}, there wos o strong increase in the
orgonic composition of capital, This rise can be seen
in the increase of "gross productive fixed copitol per
capita." This figure grew of on annual rate of 3.4%
between 1950 and 195%; the growth rate then rose to
5,3% a yeor from 1957 io 1954, only to explode to 7%
a year from 1964 1o 1973.(3) From 1964 to iﬂﬁ "aross
productive fixed capital per copite" grew twice os fost
as it hod between 1950 and 19571 This accelerated rise
in the orgonic composition of capital has its origin in
the copitalists’ desire to bolster their competitiveness
in the internationcl arena and thus to reduce costs,

But increases in the orgonic composition of capital very
guickly become less ond less effective. The “productivity
of capital” — that is, the proportion between total pro=
duction and the “copital” engoged in the productive
process — very ropidly begins to decline. It increosed
0.7% annually between 1957 ond 1964, but declined

1% o year between 19864 and 1973, (See figure T.)
Granted, the increase or decrease is uneven aocording
ta sector, as we shall see, But if does reflect the in-

* Overaccumulation may be defined as o state in
which there is a significant mass of excess capital in
the economy that cannot be invested at the average
rate of profit normally expected by owners of capital.

creosed difficulties met by capital in its search for prof=
its. In fact, although the increase in productivity per
hour worked accelerates concurrantly with the rise in
the organic camposition of capital (this productivity
rose From an annual increase of 4.7% between 1961 and
1967 to 5, 7% between 1957 and 1971}, the total effect
of this increase becomes less and less positive when
cdded to the total effect of the decline in the "produc-
tivity of capital.” In foct, averoge annual increase in
the "total productivity of lobor and copital” fell from
3.5% between 1957 and 1954 to 3% between 1964 and
1973, The occelerated rise of the organic composition
of capital thus begins to hove effects opposite to those
hoped for by the capitalists. Its effectiveness declines,
which induces the author of one of the IINSEE studies

to say: "Everything seems to be happening such that on
the average, o supplementary investment effort in com-
parison with that of the preceding years produces no
beneficial margin of effectiveness." (Soutter, p. 10.)

Effectiveness ond rote of profit must not be confused.,
But the fall of the former indicates growing problems
for the latter, Because overaccumulation tokes shape,
grows sharper, ond threatens the rate of profit, We will
see this more precisaly further on,

2 And its effects on the rate of profit

The year 1964 was a turning point for the “productivity
of capital.” But it wos only beginning with 1949 that
the rate of gross remuneration of capital started to de-
cline. (See figure 2.) From 1944 to 1949 the negative
effects of the fall of the productivity of copital — inter-
rupted from 1968 to 196%{4) — on the rote of remunera-
tion of capital were counterocted by two factors, Up to
1968-68, the copitalists monoged to grob a larger share
of the pie for themsalves, thus accentuating social in-
equalities ond raising the rate of exploitation; at the
same time, they managed to ploy on prices insuch o
way that the prices of the commodities they produced
rose Faster than the prices of investment goods, (See
Figure 2.)

The fall of the rate of remuneration of copital beginning
in 1969 thus results from the negative oction of the oc-
celerated rise of the organic composition of capital af-
ter 1964 and from the exhoustion of the positive action
of the two foctors mentioned above. On the one side,

it became increcsingly difficult For copital to grab o
growing shore in the division of income between profits
ond woges. This division waos increasingly effected to
the detriment of the copitalists(5), o result of May T548
and The confinued combativity of the working class.

The rise in the rote of exploitation was thus slowed down
by the resistance of the workers and therefore no longer
exercised sufficient force to counteroct the negative
effect of the rise in the organic composition of capital.
On the other side, the rise in relotive prices of velue-
odded in comparison with investment goods wos no longer
sufficient. The positive action of these two foctors waos
exhousted. Hence, the gross rate of remuneration of
capital declined, beginning in 1969, This decline her-




alded growing difficulties for capital, difficulties that
ore now csserting themselves os on overt crisis.

Moreover, it must be stressed that efforts to modermize
led the capitalists to increased borrowing. (6) The rate
of self-financing fell. Debts grew. According to Entre-
prise (No., 1009}, the propartion of long- ond medium-
term debt to capital proper rose from 0,34 in 1763 to
0.61 in 1972, This increase in debt is occompanied by
an increase in the charges for debts. Finoncial chorges
per unit produced increase, thus limiting the possibili-
ties of se|f-financing and making the conditions of re=
production of capital more difficult for small companies,
and even for big companies in some sectors. (7)

It is thus understandable thot the state would set itself
the objective of alleviaoting the charges that weigh on
the rate of profit of companies, maoinly by diminishing
the charges represented by toxes and by inereasing sub-
sidies. (See Figure 4.) The various fiscal measures faken
by successive governments — omong them the elimina-
tian of forfeiture poyments on wages in 1968 — have
reduced fiscal charges per unit produced in nearly all
sactors, It is also understandable that the state would
try to redress the situation prevailing in the realm of
the profits-woges division, "setting an example” by re-
fusing to increase the wages of government employees
{as in the postol strike in 1974, the Renault strike, etc.).
We will retumn to this paint later,

3. By way of a synthesis

Various indicators may be cited to give on idea of the

pveraccumulation that was First lotent and then present
in the development of the crisis. The IMNSEE calculates
what it calls the real surplus of nonagricultural enter-

prises. (See figure 3.)(8) This index exhibits a declin-
ing trend.

The real surplus is oppropriated in four ways (figure 4},
First, it serves to pay for the increase in the woge fund
due to the woge increogtes over one year ond to the vari=-
gtion in employment; second it finonces taxes {minus
subsidies); third, it pays for various charges; finolly,
the remainder constitutes the net income of copital (in-
terest, dividends, and gross savings of companies),

it moy be chserved, os we have already noted, that the
cost of the work force grows, that net toxes on subsidies
decline (except in 1972}, and thot the net income of
copital falls beginning in 1969-70.

Several rates of profitability moy be deduced from these
indications, It is sufficient to place the nef income of
capital — before or after taxes — in the numerator and
net productive fixed capital in the denominator, It will
then be seen that the real rote of profitability before
toxes (ot 1959 prices) decremes after the year 1964,
while the same rate after toxes decreases only after
1969-70. The divergent evolution of these two rates of
profit from 1964 to 1969-70 demanstrates the effective-
ness of the govemment policy of fiscal reductions; but

it alse demanstrates the |imits of that effectiveness,
Above all, it indicates the road the state will take, o
road that has now been confirmed by the fiscal reduc~
tions called for in the 1975 pump-priming plan,

Ingsmuch as state intervention is increasingly selective

it is interesting to moke a quick sectoral analysis of the
evolution of nominal profitobility and of the efficiency
of each sector, The nominal rate of profitability takes
account of the evolution of prices, both of investment
geods (in the denominator) and of commodities produced
(in the numerator). From 1959 to 19569 five sectors hove
nomiral rates of profitability and efficiency ratings (evo-
lution of the productivity of capital and lobor) that are
higher than average. These five sectors are: gutomobiles,
machine construction, chemicals, electrical construc-
tion, and clothing, (?) These five sectors ore the ones
thot hod the strongest growth rates, the greatest in-
creases in their exports, the slowest increases in their
prices, and created the most jobs, despite the rise of

the organic composition.

These five sectors constitute the motive=force sectors
of the economy, Teday, the erisis is hitting all sectars,
but this very crisis should in turn strengthen the relative
weight of these five sectors, on the one hand because
of the very process of the crisis (only the strongest can
resist, or can at leost recover more ecsily and feed on
the crisis) and on the other hend becouse of the inter-
vention of the state, That is the point we will examine
naxt,

State policy

The crisis of overcccumulation of capital, larval for
several years-and overt recently, requires growing inter-
vention, both quantitative and qualitative, by the state
opporatus in the economic domain. The crisiz reflects
the necessity for copital — and therefore for the state

— to fundomentally reorgonize the conditions of produc-
tion and the relations of exploitation. But in o pericd
of crisis, this growing state intervention depends more
particularly on the peliticel copocities commanded by
the state, The state — "ideal collective copitalist”
(Engels} and therefore guarantor of the reproduc-

tion of the relations of production — haz to favor this

or that sector ot the axpense of this or that other sec-
tor, (10} Hence the "pruning" measures taken by the
state, and hence the many bankruptcies that aceompany
these measures. This function of valorizing some caopital
at the expense of other copital narrows the social base
on which the stote rests; at the same time It offects the
workers movement in such a way a4 to strem

combativity and determination of this movement, The
narrowing of the social base and the exocerbation of
the class struggle thus exploin why the state attempts
to endow itsalf with o powerful repressive apparatus,
both legal and illegal. These same foctors also explain
the state’s ecanomic difficulties in fully implementing
its choicey; further, they underlie the mansuverist
character of state palicy., PR N
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1. Up to the pump-priming plan of september 1975

Before the pump-priming plan, the state’s policy con-
sisted of slowing dawn inflation (credit restrictions) in
arder nof to damage the competitive position of French
companies and of allowing unemployment to develop.
The companies whose nominal profitability was weakest
suffered most From this policy. For the first ten months
of 1975 the number of bankruptcies and court~ordered
liquidations increased 25% compared with the some pe-
riod of 19741 This pelicy was aimed ot strengthening
the motive-force sectors. Its function was to reduce the
woge fund paid by companies and to thus improve their
already highly compromised conditions of profitability.
Cn the one hand, the state fostered the spread of unem-
ployment (meny laws on unemployment were passed
aimed ot inducing firms to reorganize working conditions
and lay off workers; many companies went bankrupt);
on the other hand, through its own woge policy in the
public ond nationalized sector, the state urged compa-
nies not to give in to workers'demands. This policy of
reducing the woge fund was occompanied by a policy
of direct aid to the motive-force sectors of the economy
and to other sectors such as energy ond steel,

This selective policy, aimed ot redressing the rate of
profit in certain sectors and ot partially destroying cap-
ital in other sectors, hod to quickly reach its limits,
bath economic and political,

In o context of world recession, the dewnturn in demand
consequent to the moderate progression of the wage fund
ond to the increose in savings(11) inevitably and ropidly
increases unused praductive capacity and swells stocks
of unsold products, thus worsening the conditions of
profitability in industries producing durable and nondu-
rable consumer goods, conditions that are already heav-
ily compromised, The foilure of exports to go up (main-
tenance of the West German recession), combined with
heavy financial charges (debts), and the considerable
increases in unused productive capacity inevifably in-
duced capitalists ta cut down on their orders for invest-
ment goods, thus pushing the crisis forward and inten-
sifying it. On the social ond political side, the aggra-
vation of the working and living conditions of the work-
ing class, the dizzying rise in unemployment, the main=
tenance of workers combativity, the penetration of the
factories by revelutionary Maorxists and the propagation
of their slogans inevitebly created real dangers for the
government.

These two foctors — aggravation of the economic situa-
tion and threats on the social and political front — ex-
plain the belated but preventive tum mode by the Gis-
card government,

2. The pump-priming plan and the upturn

Since last summer, the French economy has entered a
phase of stabilization. The crisis seems to have bottomed
out, The bottom-out point was low, for the index of in-
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dustrial production in August 1975 was 14, 7% lower
than it was in August 1974, Unused copacities varied
between 20% and 40%, depending on the sector. The
volume of productive investment fall 8-10% for the
whele of 1975. Official unemployment passed the 1
million mark (the real figure was about 1.5 million},
and partial unemployment multiplied; only the increase
in prices slowed down compared with the rate of in-
crease in previous months { 0.7% in August, 0.8% In
September, and 0.8% in Cctober).

The pump-priming plan is intended to reverse the priori-
ties. The official objective is to end the crisis and slow
down the advance of unemplayment on the chonce that
price increases will accelerate. Unlike the Garman
and American plans, the French plon does not give pri=
ority to priming consumption, but instead sets the cb-
jective of brecthing life into the industries most heov-
ily offected by the crisis: construction, public works,
durable consumer goods. This is to be done through im-
proving credit conditions. State orders and lorge-scale
public works will thus emount to about 15,000 million
francs. In eddition to these state orders, there will be
a fiscal rebote of 2,400 million francs. This fiscal re-
bate is in foct selective, for it affects only companies
thot had mode a profit, which means the biggest com-
panies, and is therefore of no use at all to the "ugly
ducklings" hit hard by the crisis,

The effects of the pump-priming plan cannot be imme-
diate; in addition, they will inevitebly be weak. The
effects of aid to private consumers (5,000 million francs)
ond of lower-cost consumer credit will be attenuated

by the increase in precoutionary savings. This type of
savings reflects the workers fears of future unemploy-
ment and explains the weak effectiveness of the pump-
priming plan in a country like West Germany. The large-
scale state projects will begin to have effects on the up=-
turn of economic octivity only toward February or March.
The tox rebates for companies are not extensive enough
to sufficiently improve company profits, especiolly since
demand (bath foreign and domestic) is increosing only
slightly, except in some sectors {outomobiles, house-
hold appliances). (12) It can thus be concluded that the
expected increase in investment will inevitably be small
and that the capitalists will prafer to utilize their un-
used copacity before making new productive investment,
It can also be concluded that unemployment, far from
being cbsorbed, will continue to increase, and then
will stabilize ot o high level for several months, Cn

the other hond, the necessity for componies to reconsti-
tute their profit margins will probably impel them to
ralse their prices further. This slight ecceleration of
inflation will ect inta the competitive position of French
companies just at the time when an uptumn, even if only
a weaok ane, will give rise to an increase in imports,

Cn the whole, the pump-priming plan is grafted onto
an economic situation that is insufficiently healthy for
copital. That is why its effectiveness is likely to be
small, The upturn is likely to be moderate and of short
duration, because the rate of profit is falling, for rea-




sons we have outlined above. In this sense, both the
pump-priming plan ond the measures previously taken
in the realm of wages and subsidies to companies (Ci-
frofin, for exomple) are only indices of the government
policy to come,

The crisis has been coming on for o long time now.
Cvercoming it will require not only the fiscal reduc-
tions already agreed upon and the subsidies now being
handed out, but also a partial destruction of capital
and a devalorization of labor, It is becoming increas-
ingly vital for capital to find ways to sufficiently raise
the rate of exploitation — and fast. It is for this reason
that the present crisis, despite the uptum, is of such a
character as to quickly pose serious social and political
problems.

Movember 30, 1975

FOOTNOTES:

1. The studies of the statistical institute are useful in
many ways, even though the indices coined by the
IMNSEE do not correspond ta those used by Marxists, In-
deed, it must not be forgotten that although the bour-
geoisie needs indices and figures for fooling the work-
ing closs (the price index, for example), it also needs
#2 know some things about concrete reality, even if
enly in arder to oct upon that reality.

2. The rate of profit is the proportion of surplus-yolue
%o varioble capital plus constant capital. It con be ex-
- pressed in the mathematical formula;

5/v divided by 1 + ¢/

wherein s=surplus value; v=varioble copital; c=constant
eapital; §/v represents the rate of exploitation and e/v
#he organic composition of capital ,

- 3. See "L'Efficacité et la rentabilite de I'économie
Frengaise de 1954 & 1974, by Ch. Sautter, Economique
(&t Statistique, Series E, June 1975,

The "productivity of capital” grew significantly

e 1968 to 1969, In foct, the wage increases that
lowed the Grenelle accords were reflected in an in-
22 in costs and acted unfovorably on the rate of
gwofit; but they also led to o more intensive utilization
& capital than would otherwise have been the case
Stilization of previously unused capocity) ond this

#ed favorably on the "productivity of capital” and
e rote of profit,

5. It would be an error to believe that a division of
mcome more favorable to woges necessarily meons o
1 in the rate of exploitation. In reality, the wages
nproductive workers are counted In, but these work=
s ore octually paid out of surplusvelue, (On this
int see the article by Robert Langston in INPRECOR,
8. 27/28, June 5, 1975, and our book Un procés de
developpement, Maspero, second edition, Chap-

m

ter 2.) It must also be odded that the unfavoroble avo-
lution of the wages/profits division from the stendpoint
of the capitalists leads the capitalists to resist wage in-
creases and to "trim down" their factories by maximally
reducing the false costs represented by unproductive
workers.

&. The various borrowing facilities (offering relatively
lew rates, considering the acceleration of price in-
creases) constitute a means by which capital pays less
dearly for investment goods and thus improves its rate
Ff#ﬂr. On the other hand, for the workers who loan
out their money (through their own bank depesits), the
interest paid does not campensate for the increase in
prices. In this regard, the advertising slogan of the
banks could be: "Lend money to be robbed less. "

7. Taking inflation inte aceount, borrowing acts Favar-
ably on the rate of profit, In time, however, os a re-
sult of the growing increase in debt, it acts unfavorably
on the net rate of profit. In the United States, for ex=
ample, company debt compared with net adjusted prof-
its increased twofold between 1969 and 1974 and mounted
by a factor of 1.7 between 1972 and 1974, (See "The
Falling Share of Profits, " Brookings Papers on Economic
Activity, No, 1.)

8. The real surplus is determined in the following man-
ner: Toke gross value-added (in constant 1959 francs)
and subtract the sum of the cost of renewal of capital
plus the cost of renewal of lobor. The cost of renewal
of copital is equal to yearly omortization (in 1959
francs), and the cost of renewal of labor is tha total
number of employees in a given year multiplied by the
average cost (in 1959 francs) of each person employed
during the preceding year,

?. On the other hand, seven sectors hod rates of prof-
itability and efficiency inferior to the average. These
were the following sectors: food, gloss, nonferrous
metals, textiles, construction materials, lesther, and
poper.

10. For more details on state intervention during peri-
ods of erisis, we enthusiastically recommend the collec-
tion of articles in L'Etat contemporain et le marxisme,
published by the journal Critique d’Economie Politique,
Maspero, 1975,

11. The government wage policy has hardly been suc-
cessful as for as the copitalists are cancemed, The cap-
italists hove conceded substantial wage increases, which
is a reflection of the combativity of the working class.
This is whaot explains the fact that the woge fund has
increased slightly.

12. The index of automobile production rose 4,9%
between June and July-August, The uptum in this sec-
tor should continue, but on the basis of o low produc-
tion level. On the other hand, there wos no uptum in
October for the machine-tool industry, and the same
is true for chemicals. Since October, there seems to
have been o slight technical uptumn in the steel indus-
try,
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ITALIAN
GOMMUNIST

IFHEICRISIS

The Italian economy shows no sign of improving.* Indus-
trial preduction is down 12-13% compared with last year
and even down compared with saveral months age. In

a capitalist world whose overall situation is for from
brilliant, Italy is locked in o battle with Brifain for

last place. The country is suffering not'enly from the
effacts of the crisis racking the entire capitalist world;
it is also suffering from the aggravation of the effects

af that crisis caused by the structural contradictions
peculior to its own history. The capitalist erisis is espe-
cially ocute in llaly. It is virtually certain that Italy
will emerge from the conjunctural crisis later than the
ather capitalist countries and that the Italian upturn
will be of shorter duration than the others. Tha ltalian
copitalists curﬁﬂquen”y feel o special need to moke

the workers bear the especially high costs of the crisis,
even though the relationship of class forces is not very
fovoroble to the bourgeoisie.

Z2 it Is not accidental that economic problems once
sgain occupy stage center in the ltalian political scene.
#An odditional reoson for this is the foct thot controct
battles are now shaping up, and the demands of the
workers aimed at defending thelir living standards inevi-
sably erystallize around such battles,

The advances mode by the left in the June 15, 1975,
slections, the crisis of the Christian Democracy and the

* Sse “The Myth of the Upturn, " INPRECOR, Mo, 30,
Suly 3, 1975,

consequent crisis of the Christian Democracy's system

of rule on the local level, and the situation of the Aldo
Moro government, ot the end of I1s rope but nonethe-
less buoyed up by the support of the PCI {Partite Comu-
nista lfaliono = ltalian Communist party), with its broad
array of "red councils" (the local and municipal govern=
ments contralled by the PCl) comtitute the political
framewark within which the economic debates go on.

In this context, the regional conferences on employment
{held in Turin and Milan) and the debate opened by

PCl leader Napolitano in the pages of the CP weekly
Rinoscita do not represent unimpartant factors or pure
and simple maneuvers by the reformists; rather, they
constitute an important political warning. They are ini-
tiatives through which the PC| intends to press for its
major objective: the historic compromise, that is, PC|
participation in the government along with the Christian
Democracy. This objective, like the PCl's aconomic
proposals, is o medium=-term and not a short=term goal .

Moare immediately, these initiatives are o means by which
the PCl and the trade-union bureaucracy intend to work
out a platform for the coming contract negotiations.

The aim is to maximally reduce struggles, which ina
social situation os terse ot the one that now exists in
Italy, could lead to "frontal confrontation, " the perma-
nent nightmare that haunts the ex-revelutionary PCI,

It is corsequently necessary fo convince the employers
that the PCl is o "seriows” ond "resporsible” party that

ATy
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does not attack the sacred principles of "entreprensurism.”
But it is equally if not even more necessary to convince
the workers that the recipes of the PCl correspond to

their interests,

From this standpoint, it is extremely important to ana-
lyze the discussion that has been developing in Rinascita
and also to take a look at what was said at the confer-
ence on employment.

Some of the contributions to this discussion (nat those
made by members of the PCl) presented o critical exam-
ination of the experience of the "center-left" govern-
ment. These contributions correctly stressed that the
ohjective bases available today for broad reformist op-
erations such as those put forward in the "medium=-term
program” proposed by the PCl are much norrower than
they were at the beginning of the center-left experiance.
In foct, the center-left government tock office at the
height of an economic boom. The unfounded hope that
there could be a capitalism without crisis gove rise to

the notion that extersive reforms could be financed
without a redistribution of the national income and there-
fore without stepping on the toes of any social group;

or, o5 it was rather pompously put at the time, by means
of a "broad range of alliances. "

If this hypathesis turned out to be illusory for the 1960,
what must be thought of a reformist strategy that aims
at even broader allionces today, during a period of ax-
tremely grove economic crisis?

But thinking about the center-left cannct do away with
the problem of the "link in the balance of payments, "
that is, thephenomenon whereby with the smallest in-
crease in consumption or investment (or both) the weak-
ness of the productive bose compels increasing resort

to imports, which in turn generates a massive deficit in
the trade balance, that is, the already delicate equi-
libriuvm between imperts and exports.

During the period of the center-left, this phenomenon,
which wos combined with exports of capital, periodi-
cally provided occasions for "tight credit, " which di-
minished investment, increcsed unemployment, and thus
intersified exploitation.

Maturally, this problem arises only if one has no inten-
tion of overstepping the bounds of the "free market, "
that is, theworld copitalist market,

And naturally, Communists are the First to assure the em~
ployers that this is not their intention. But the leaders
of the PC| become a good deal less loquacious when it
comes to defining how the reforms and the "medium-
term program " they odvocate can be compatible with
maintaining equilibrium in the balance of payments.
Some PCl leaders mutter about an ill-defined plan o
redirect exports toward "newly developing countries, "
without bothering to explain whether they are talking
about countries |ike Chad or Banglodesh, which weuld
be happy to increase their imports but unfortunately
have no money with which to pay for them, or subimpe-

“

rialist countries like lran or Brazil, which have plenty
of money and are eager to import — especially arms.
Is that the industry on which the PCl wants to base its
"new model of development"?

Or perhaps they want to orfent foreign trade toward the
workers states? This solution would pose both economic
and political problems that would not be easily over-
come especially while remaining within the fromewark
of the market economy. (Econemically, thers is the
problem of the lack of foreign currency of the workers
states; politically, there is the problem of relations
with the bureaucracies in power in the werkers states,)

In all honesty, it cannot be said that there is very much
new in what the PCl is saying. More exactly, there is
almest nothing new in what the Communist party requests
from the bourgecisie. There is, however, a good dea
that is new in what the PCl offers in exchange, namely,
mobility of the work force in the focteries, a struggle
against absenteeism, the taxation on the social security
system, The novelty lies not in the vague abstroctions
that are requested but in the reality of what would be
given Tn exchange. But let us not jump ahead; we will
return to the offers of the PCI.

As for the requests: "The struggle for democratic pro-
gramming represents . . . an essential moment in the
inftiation of the struggle. . . . There is difficulty in
connecting the struggle against the increase in exploita-
tion and the decline in employment to the attainment

of measures of economic policy in the direction of struc-
tural reforms. . . . This is what must be achieved: full
employment of the work force, reform of the Fiscal sys-
tem, reform of credit and public administration . . .

the formation of a democratic distribution natwork . . |
urban reform . . . the formation of o transport network
that aids in economic development.” Who said this?
MNapolitane in Rinaseits, Libertini in Turin, Lama in
Rimini? Mo, it is o quotation from the preparatory docu=
ment for the 1965 congress of the CGIL (Confederazione
Generale Italiana del Lavero — ltalian General Con-
federation of Labor).

Teday, ten years later, Naopolitano, Libertini, and
Loma are not saying anything more or anything betrer.,

Granted, they say that more attention must be paid to
agriculture, technological innovation, and exports;

but nothing more. Or better yet, os is usual in Italy,

a few terminclogical innovations are tacked on; instead
of "structural reforms" we have "new model of davelop-
ment, " “compatibility, * "links, " and the "retributive
jungle.”

It is also true that a few more steps to the right have
been taken: for example, the rejection of the "defini=
tion of o great national plan" as a "rood that failed dur-
ing the 1960s, " in faver of “successive portial approxi-
mations, " But what must be examined above all is not
each individual proposal, but rather the logic that forms
the backdrop to all these proposals.



Logic of peformism

Crises are inevitable under the capitalist system because
they are provoked by the very functioning of the system
itself, which, because of competition, the search for
maximum profit, and the falling rate of profit needs o
periodic destruction of value in order to be able to con-
tinue to function.

This is one of the matt important conelusions of the Marx-
ist analysis of capitalism, confirmed by more than a
century of empirical observation of the actual function-
ing of the capitalist system. But the reformists, from
Bernstein to Berlinguer, reject this analysis, closing

their eyes fo reality and proposing a completely differ-
ent schema. The "distortions" of the system, they claim,
warsen the conditions of the tolling classes. Thus, the
sbjective is not to destroy the system, but to "correct”

its functioning. When they are feeling especially su-
phioric (or when they are driven to the wall by the masses),
the reformists add that this is the way to lay the basis

for the frarsition to socialism, which obviously will be
peoceful ond parliomentary.

This is how they justify their alliance with more or less
brood sectors of the bourgeaisie, sectors that are will-

ing to struggle apainst the "distortions, " but certainly

not against the system itself, The reformists thus end up
subordinating their own policy to that of the bourgeoi=
sie, exoctly as the PCl hos done.

More concretely, in Italy today the PCl's logic is baosed
on the idea that all the country's troubles stem from one
particular "distortion, " namely, Italian capital’s "reluc-
tance” to fnvest. This is o tHime=-worn thesis which the
PCI has borrewed from the bourgeois economists of the
postwar Keynesian school.

Seeing oz the ltolian copitalists, if left to themselves,
will not invest in productive octivity but will irstead
put their money into "parasitic” sectors (personal con-
sumption, speculation, export of copital fo Switzerland),
it is up to the workers movement to spur them on, to
force them to become "modern” copitalists, and to over-
comea their "bockwardness." This is the "national func-
tion" of the workers movement,

In reality, this reasoning is completely false and pro-
foundly dangerous . It is false to consider ltalian capi-
talism as "young" capitalism that can still evelve and
thus carrect il birth defects. Italian capitalism — like
all capitalism in the epoch of imperialism — is an "old"
capltalism, because the world system as a whole is
“old"; the only way to medify this system s to destroy
it. In other words, a bourgeois-democratic revolution
& no longer possible; only a socialist revolution is pos-
sible,

To see this it is sufficient to recall that in Russia in 1917
{eertainly more backward than [taly today) the only
passible revolution turned out to be a socialist revolu-
tion. The same was true in Yugoslavia, China, and
Cuba, Or perhops the PCl, in commen with some mem-
bers of the bourgecisie, thinks that the socialist revelu-
tion opplies only to backwaord countries?

Thus, there are general theoretical grounds (based on
theory that has been confirmed by more than half a cen-
tury of history) for being certain that it is impossible

to correct the “distortions” of ltalian capitalist devel-
opment, including the "distortion" of the ltalian capi-
talists' feeble propensity for preductive investment.,

Another turn on investment

But it is necessary to more concretely examine why the
PCl' thesis is wrong and harmful. In foct, we do not
intend to utilize general theoretical conceptions (what
is reformism and what is revolutionary policy) as magic
formulas copable of exorcizing the bourgeois demon or
as pass—keys copable of opening every door. We are
sufficiently convinced of the correctness of our theoret-
ical conceptions to believe that it Is always to our ad-
vantage to deal with concrete reality.

In its capacity as flattener of humps, the PCl wants to
open the way to the development of a "clean" capital-
ism, a capitalism that, while preserving it most impor-
tant virtue for the employers (o "fair" profit) would no
longer be offlicted with the defects we know so well;
unamployment, low wages, taxes at the expense of the
workers, on-the=job accidents, and so on. And what
about the root and basis of all the other defects of cap-
italism: exploitation? Here the PC| prafers to remain
silent, We will nof spend ony time demonstrating that
such a capitalism has never existed anywhere, not even
in Sweden,

Let us see what are the obstacles, according to the PCI,
that bar the way to this brilliant future, a future that

is so brilliant, while remaining capitalist, that it is
hard to see what is the use of socialism, The obstocles
have changed with time. Ten or fifteen yeors ago it was
mainly the monopolies that were the bad guys, prevent-
ing the free play of the market. Today, however, it is
instead the parasitic classes that are developing pre-
cisely on the basis of the spontaneity of the market.
There is much less talk of the monopolies, although
their economic strength does not seem to have diminished
in the meantime,

In attaining the objective set by the PCl, an essential
function is supposed to be played by "public" capital,
that is, state capitalism in all its forms. The method of
transition must be control of investment, contral that
is increasingly democratic, parliomentary, and now
even trade-union based. Public capital, says the PCI,
is supposed to "shift the profits” from old sectors to the
new séctors in which development is desired . The na-
tional parliament, the regional governing bodies, and
the municipal administrations create the conditions for
this and moke sure it actually happens, Voila, lodies
and gentlemen, there is the new model of development!
Easy, isn't it?

In fact, investment ploys a very important and delicate
role in the capitalist process of reproduction. It Is the
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point at which the employers direct their profits (which
they have appropriated through the exploitation of the
workers) toward new opportunities of exploitation in
order o moke even greater profits. It is clear that the
capitalists will invest in those sectors (not necessarily
productive ones) in which they see the possibility of
making the maximum profit. To attain this goal the cap~
italist is willing to walk over the dead body of his moth-
er; would he stop at laying off o worker?

Crises are precisely the moments in the capitalist repro=
duction process at which, the rate of profit having fallen,
the capitalists decline to invest (look at the fall in in=-
vestments this year, for example, much greater than

the fall in production). In clarifying this, we clarify

an important aspect of the problem that concerns us
here: The capitalists invest only if there is an "interest”
In investing, that is, if it is possible to extract maxi=
mum profit. Thus, when foced with two investment pos-
sibilities, the capitalist will choose the one that guar-
antees the greatest profit. The investment decision is
tightly linked to the rights of capitalist property. Seri-
ous confrol over investment would thus mean decisive
attacks on capitalist property rights, which would be
fine. But the reformist parties and the trade-union bu=-
reaucracy propose controls that are a joke, that cannat
possibly work. |t Is against this conscious mystification
that we fight.

In fact, it must be one of two things: Either "new ben-
efits" are created for the capitalists to make them in=
vest in the sectors proposed by the reformists, and in
that case no struggle around investment is necessary;
itis sufficient to stimulate profit rates in the desired
sectors. Or else there is a struggle, but o struggle in
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which it is clearly understood that to real contral of jn-
vestment requires the overthrow of the capitalist system.

Since the second possibility — that of the struggle for
power = is decisively rejected by the reformists, all
that remains is the first, better known under the name
“Incentive policy." Better known but not very effec-
tive, This is the policy thot has been opplied in ltaly
for the past twenty years in attempting to industrialize
the South. And everyone knows how well that worked
out,

Why did this policy fail as miserably as it did?

A big discussion about this is now going on. There are
those who say that the incentives techniques were mis-
taken because they favored only industries with high
capital intensities and low numbers of workers; there
are those who say that the fault lies with the Cassa del
Mezzogiorno, which fell into corruption; there are
those who blame the inefficiency and incompetence of
the Treasury Ministry and the Ministry of Industry. There
is some truth in all thess occwsations. But the whale
truth, the truth that sums everything up, is that all the
state structures — the Ministry of Industry, the Treasury
Ministry, the Cassa del Mezzogiorno, the institutes,
and the rest — are structures of o bourgeois state func~
tioning (as inefficiently as the case may be) in the in-
terests of the rule of the bourgecisie and as instruments
of this rule.



The tight linkup between the bourgecisie and this state
apparatus is effected through the Christion Democracy,
directly on the level of personnel , The fact that this
tight linkup is now showing signs of crisis (which should
not be overestimated), that the state apparatus has
fallen into such rack and ruin that it is not even able
ta effectively sarve the interasts of the bourgeoisie it=
self, in no way means that it is possible to use this state
apparatus in the interests of the working class.

It was not a revelutionary, but an intelligent reformist,
Ruffolo, who, in making @ self-critical analysis of the
center-left, very clearly affirmed the "incompatibility
of these projects of generalized programming with the
structure of the state and with the interests of the para-
sitic social groups linked to this structure.”

If that is how things stand with the state apparatus, to
speok of parliomentary control is simply ridiculous.

In reality, the faith of the workers in porliament is con=
tinuing to decline. The prestige of this body is now vir=
tually nonecistent, The PC|, while obviously not re=
vising its strategy, now generally prefers to speak of
"rapresentative ossemblies, " placing the emphasis on

the regional and local administrations. In fact, how-
ever, up to now the local bodies have not done much
better than the parliament, neither in terms of efficiency
nor in terms of honesty, not to mention the interests of
the workers.

These local bodies are in debt to the tune of 25,000
thousand million lire = no small thing, And in general
the workers see no results from the spending that has
produced these debts. The PC| often claims that part of
this debt is due to the centralizing policy of the ltalian
shate, which has not granted the municipalities the nec-
essary financial resocurces. |n any event, this iz only
partly frue (it is clearly not the case for the debts of
Rome, MNaples, atc.), and to the extent that it is tue

it demonstrates that the local bedies do not count for
very much in determining the economic life of the coun-
try.

It is true, at least ina general sense, that the perfor-
mance of the administrations of the "red" cities and re-
gions has been much better than the performance of
those administered by the bourgeois parties. But has this
prevented the economic crisis or layoffs from reaching
Emilia and Tuscany?

It is possible to use the regions and citias in which the
left won the elections of June 15 to hold conferences
on-employment, but it Is not possible to use them to
resclve the prablem of unemployment (and it is eriminal
to sow illusiors about this).

Obviously, it would also be possible to use the local
administrations in a revelutionary manner, for example,
systematically requisitioning closed factories, support-
ing housing occupations, and so on. But this would rap-

idly leod to closhes with the central state administra=
tion, which is something the reformists absolutely do
not want .

Workers control & trade-union
control

If our criticism were to stop here, the reformists weuld
certainly occuse us of completely disregarding the
"novelty” that allegedly chorocterizes the present pro=
pasals of the PCl and the trade unions, What is invalved
here is the combination of control of the productive
choices from above and "from below" (by the trade
unions), which would supposed|y be entailed in the im=
plementation of the "medium~term program, "

In this regard, PCl leader Lamo assures the reactionary
petty bourgeois readers of the magazine Oggi that he
has shed his youthful illusions: "We don't believe in
fairy tales any more; we have already been burned by
them many times. Two years ago we drew up ogreements
« « & for investments in the South, and then nothing
hoppened. . . . These agreements became scraps of
paper partly because the trade unions had no power to
check and contral the implementation of the commit=
ments that were made. " It is exactly these means of
control that the trode unions are now supposedly de-
manding in their controct platforms.

In the meantime, the combination of structures of con=-
tral "from above" and "from below" is not very convine-
ing. It Is not convincing becouse given the present struc—
ture of the state and given the weight and the ruinous
condition of parliament, in the best of cases no control
would be forthcoming from above; more likely, there
would be systematic sabotage of the control from below.

Our concern mounts when we read what A, Reichlin
writes in Rinascita (editorial in Ne. 42, 1975): What
we are confronted with is an immense and complex sys-
tem of state monopaly capitalism; it would be silly to
think thaot such o system can be contralled and opposed
solely 'from below.'" Here we have the usual bureau-
crotic reformist contempt for the stupid werkers {and
employees, techniciaons, and toilers in general), who
are held to be incopable of ever controlling such an
"immanse and complex” system. What is passible, how-
ever, again according to Reichlin, is contral by a many-
tentacled armada composed of some parlioment deputies,
a few director generals from the Ministries, and, why
not, a dash of representatives of the State Council,

The subsrdination of contral from below to control from
above must be rejected both for general political reasons
(no dependence on the instruments of the bourgeocisiel
and because of the disastrous and still declining state

of the present Italian state apparatus.

But sven limiting ourselves to control from below, it
does not appear that the trade=union control proposed
by Loma would be adequate to the tasks proposed. The
information that the employers would have to give the
trode unions under the PCl's plan is scarce and insuffi-
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cient; moreover, the most important thing s missing:
the workers right to veto employer decisions.

If that is how things are, we could be asked why the
employers seem so ferociously opposed to the trade=-union
requests, so much so that they consider withdrowal of
these requests a precondition for the opening of negotia-
tions. s our criticism perhaps of the "typical extremist"
variety, asking for the moon, while the employers, very
well aware of their own interests, scream objections fo
the "realistic” proposals of the trade unions?

First of all, it must be said that the employers always
start screaming about any cutside intervention in what
they tegard as their own socred territory, that is, their
"entrepreneurial activity." They do so for reasons of
principle, quite apart from the damage they actually
fear.

Then if we take o good look at what the employers are
actually saying, we see that what they are concerned
about is not so much the requests of the trade unions and
the elements of trade-union control that would be intro=
duced os the use that could be made of these demands
by the workers of this or that factery who are too inde-
pendent of the trode-union bureaucracy.

This can be clearly seen in the statements of Walter
Mandelli, president of the employers' federation of the
metal industry, at a round-table discussion published

in |l Sole/24 Ore (October 11, 1975). What bothersd
Mandelli was not so much the idea of supplying some
information to the trade unions, but rather the "pres-
sures, the manifestatiors peripheral to the trade unions,
including certain aberrations that have been token as
examples and have therefore been imitated.” And then,
even more clearly: "There is a big gap between what
Lama says and what will actually happen in the factory, "

We want this gap to be closed too, but in the direction
opposite to what Mandelll and Lama would like to see.,
We would like to see it closed in such a way that the
trade-union leadership bodies would be under the tight
control of the rank and file and would implement the
policy of the rank and file, that is, a class policy. A
closs policy on the question of control of employer deci-
sions means the right and possibility of everyone to have
access to all documentation relating to the management
of the firm, without any limitation.

But even this is not sufficient, for a big part of the de-
cisions of o company is determined by the financial sit=
uation of the company, and this is known orily to the
banks. It is thus necessary to immediately abolish secrat
banking and give the workers the possibility of examin-
ing the bank accounts of their employers. This measure
would, among other things, lay the basis for effectively
striking ot fiscal evasions on the one hand and exports
of capital on the other hand, In this manner, the basis
would be laid for real workers contral of investments.
The basis, but not the control itself; the latter, if it is
to be real, must coincide with socialism and thus re-
quires the prior seizure of power,
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Costs and compensation

MNaturally, the demand to open the account books and
abolish secret banking would touch off the most violent
resistance from the employers. Naturally, in order to
achieve these objectives it would be necessary to mo-
bilize the masses for a determined clash with the em-
ployers, a clash that would rapidly pose the question
of power,

The reformists want to avoid these difficulties, the dan-
gers and unpredictable elements linked to such o gen-
eral line. To do this, however, they propose objectives
that are illusory and mystifying (control of investments)
so long as they remain within the limits of the capitalist
system and are also totally insufficient to satisfy the
most elementary needs in the realm of wages and em-
ployment. In exchange for these illusory and miserable
concessions, they offer quite a bit to the employers,
They give in on three extremely imporfant problems:
absenteeism, mobility of the work force, and taxation
of the social security system.

Absenteeism, as is well known, is in most cases a means
of self-defense of the workers against superexploitation
and the poisonous effects of the capitalist factory. More-
over, fo give in on this question is to open the way for
political repression against the vanguard, which is car-
ried out precisely under the pretext of fighting obsen-
teaism,

Mobility, given the illusory character of the idea of
increasing employment through controlling investment,
is a prelude to layoffs and thus a means of increasing
exploitation.

Taxation of social security, in the absence of a radical
reform of the tax system, means to make the worken
bear the costs, through taxes, of an upturn in profits,

Furthermore, there is general reference to "other costs”
that the workers would have to pay, This is mentiocned
not only by the Socialists Ruffolo and Giolitti, but also
by the Communist Trentin.

When we reject paying these costs, we are not being
demagogic, as the Socialists say and the Communists
suggest. The fact is that we believe it is dangerous and
wrong fo pay these sorts of costs and especially to pay
them in exchange for an illusory “new medel of devel-
opment, "

When the working closs takes power, it will have to
carry through a profound reconversion of the country's
apparatus of production, and this will cbviously entail
great costs, costs that will be all the greater if the de-
lay in the development of the revolutionary movement
in other countries leaves ltaly in isclation, Then the
workers will agree to pay the costs in living stondards
and austerity for a certain pericd of time. But only In
exchange for the overthrow of the capitalist system and
the power to confrol society themselves,

October 30, 1975



CENTRAL
AMERICA:

A A A W
A A O A 0

Hﬁféauvﬁa*
| uﬁééyeyywj

I. oy L -. e ""‘Fﬁ I =l 7 it .*?-_-: HFg = & .
| ‘iﬁ"w‘!i’.-‘!!ﬂﬂﬂ..ﬂ,:;Jf i
N\ ol Lyt e an O SR é ﬁmﬁr
e §é1e ﬂlé J,H'-I'H"I JI{ rl- 2’:
g% J" |'.."' .'-,I I.l 4 \

-~
[

4
-
I

# ﬁ il
AL el o
- -l-'l| ~ ; - ol " e ;‘_* >
{ IlF‘I . T o g I [ j i e
. = > & i‘.‘ -, F | \

FAILURE OF
INTEGRATION

by SARA BENTON




ARkl _
M

An analysis of the repercussions of the present capital-
ist recession on the economlic situation in Central Amer-
ica must begin with an examination of the changes in-
troduced in the productive structure of the region by

the Marcads Comin Centroamericans (MCCA — Cen-
tral American Common Market). Essentially, we may
sum up these changes by observing that since 1940 there
has been a dependent industrial growth in Central Amer=
ica based on a horizontal extension of the market (the
"integration” of the five countries); this has permitted
imperialist investment to flow preferentially to the sec-
tor of manufacturing industry.

Beginning in 1960 (the year in which Guatemala, El
Salvador, Honduros, aond Micoroguo signed the "Gen-
eral Treaty of Central American Economic Integration, "
to which Cesta Rica odhered in the middle of 1962,

the annual growth rate of industrial gross national prod=-
uct largely exceeds the annual growth rate of gross na-
tional product as o whole. Between 1940 and 1948 the
industrial gress national product of Central Ametica
grew at an average annual rateof 10,095, while the
total GNP registered an average annual increase of
only 6.9%. In 1960 the share of total GNP represented
by industrial GNP was 13.29%; by 1970 the figure had
risen to 17.5%, MNonetheless, this type of industrial
growth was not at all based an a structural modification
of the Central American economy, nor did it generate
any of the clossic effects that accompanied the indus-
trialization process in the imperialist countries in the
past. In addition, the overall figures conceal extremely
uneven situations among the various countries of the

region,

Reconversion of imperialist
investments

The main chamcteristic of the new penetration of Latin
America by the great international trusks is the relative
abandorment of the sector producing raw materials,
which hod been the troditional favored terrain for im=-
perialist investment, in fovor of the industrial manufac-
turing sector. This overall phenomenon wos also mani=
fested in the Central American region, although with
special features. In 1959 only 3.8% of totol direct for-
eign investment in Central America was in manufactur-
ing industry; by 1969 the figure hod already risen to
30.8%. As for the national origin of this capital, of
the 572 foreign companies with investments in the re-
gion, 413 = that is, 72% — were majarity controlled
by MNorth American capital,

The tendency to invest in manufacturing industry comres=
ponds not only to the economic interests of a strong sec-
tor of the imperialist bourgeoisie, but also fo the polit-
ical interests of imperialism, The rise of the class strug-
gle under the impetus of the triumph of the Cuban revo-
lution required that attempts to made fo alleviate social
contradictions and to present imperialist capital under
the more acceptable guise of “development.” As long
ago as 1960 the Charter of P 1ta del Este recommended
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the adoption of "comprehensive agrarian reform plans, "
explicitly declaring that such steps could contribute to
“political stability," Mareover, there were attempts

to “stimulate economic growth through creating new
norms of comumption and Investment. "

Integrating the clite

Monetheless, the "modernization” of the Central Amer-
iean economy in line with imperialist interests did not
even pose ony reform of the agrarian sector. The attempt
was made to resolva the central problem of the market
through the ereation of a free-exchange zope protected
by comman tariffs, simply linking together the thin loyers
of consumers of manufoctured goads that already existed
in each of the five countries, |n itsalf, this vulgar ar-
ithmetical operation indicated the narrow limits of the
fomous “substitution of imports" around which the Cen-
tral American Comman Market was based.

More than 405 of the working population in Central
Americais concernied with agriculture. The agricultural
sector is completely dominated by the twofold problem
of the latifundio (lorge estates) and the minifundic
(small~scale rural property). While the B0.9%% of the
agricultural population composed of landless workers
and minifundistas accounts for only 41.58%6 of tomal agri-
cultural fncome, the 5.3% compaosed of lorge landlords
receives 56.8% of this income. As of 1970, per copita
annual income omong the landless workers and minifun~
distas fluctuated betwean 542 and $190. Even though

it comsiders only the cose of the rurel workers, this brief
description is sufficient to give a picture of the "depth"
of a suppesed economic integration that completely left
out more than half the total population of Central Amer-
ica,

"Corsidered as an economic unit, the MCCA remains
a market of reduced dimersions. In fact, a few small
companies, often a single company, suffice to satisfy
total Central American demand. ., . , This focilitates
cortel arrangements among the companies, with the
conscious division of markets, price fixing, determina=-
tion of quality, etc."(1) According to Edelberto Torres,
an "optimistic" estimale would place the number of
potential consumers of manufactured goods throughout
Central America at 3 million.(2) The total population
of Central America in 1970 was 15 million.

In sum, the possibilities opened by the MCCA permitted
nothing more than a proliferation of light manufacturing
companies and simple transformation industriss that in
many cases scarcely go beyond a purely handicroft stage.
This is clearly reflected in the sectoral composition of
industrial preduction. In 1970, some 76.2% of “indus-
try" was concentrated in the "traditional " sectar; 16,08
of industry was in the “intermediory” category, and
7.8% in "metal and machinery. "(3)
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Increase imports to try to
reduce them

Assembly and packing activities, predominant in Cen-
tral American "industry, " involve nat only the import
of investment goods, but olso a very high percentage

of imported raw materials. According to the industrial
comsus of 1948, in the sector of "traditional” industries,
the percentage of raw materials imparted from third
countries (that is, from outside the region) wos 45.8%;
in the sector of "intermediory” industries it was &7.3%,
and in the "metal and machinery" sector it was 91.086.

As for the total per capita imports, accerding te United
Mations data, these amounted to §47 in 1958-5%, 859
in 19563-64, and 574 in 196849, This means that dur=
ing these years the countries of Central America had
higher per copita imports than the rest of the countries
of Latin America or the countries of Africa and South-
east Asla. And this in the midst of o period of "substi-
futing imparts“|

According to the apologists for the MCAA, bowever,

the Common Market also has the function of diversify-
ing Central American exports. With this argument they
claim to justify the exapgerated increose in "productive”
imports. The reality, however, is just the opposite.

Central Americon industry is not sufficiently competi=-
tive to penetrate markets outside the region. The in—
crease in the shore of manufactured goods among total
Central American exports is simply a statistical trick,
becausa the qualitative differance between traditional
exports and manufactured exports hos been left out of
oecount. While the former go fo international markets,
the latter are restricted wolaly to the Central American
region. This means that only the troditional experts
bring in currency; in other words, the ability to pay
for imports derives solely from the export of traditional
products. [nsum, even after fifteen years of "substitu-
tion of imparts, " the exparsion of the Central American
economy continues to depend on the fluctuating world
market prices of a few raw materials, Such a situation
is constantly aggravated by the unfavorable evelution
of the terms of international trade, which always raise
the prices of industrial goods compared with those of
row materials. For Guatemala alene, there was a net
transfer of Tncome of §175.6 million (at 19460 prices)
from Guatemala fo the rest of the world between 1960
and 1570 as a result of changes in import and export
prices.

As for the benefits allegedly derived from foreign in-
vestmant, in Central America we have seen the develop-
ment of one of the classic phenomena that accompany
penetration by the monopolist trusts: The trusts toke ad-
vantage of the passibilities of internal financing rether
than bringing in their own capital. According fo the
rather conservative sstimates of the World Bank, 33%¢
of the loans granted by the Banco Centroomericanc de
Integracién Econdmica were occorded to foreign com-
panies. As for private banking, although the loans
gronted to so~called national componies doubled, loors
to foreign companies tripled,

Moreaver, with ever increasing frequency, foreign cap-
ital does not make new investment; it simply cequires
already existing compani=s. In spite of the enormows
difficulty in obtaining information, o recent study gives
a list of fifty=one Guatemalan companies acquired by
Morth American capital.(4)

What we have just pointed out about foreign capital
immediately raises the problems of the balance of pay=-
ments. In order not to spend too much time on a very
well=known phenomenon, we will simply note that the
net return on investment registered in the running oc-
count of the balance of payments produces a deficit for
Central America as a whole: §11.7 million in 1960,
$64.4 million in 1945, §115.4 million in 1970.{5)

It is proctically impossible fo give an approximate total
figure for the profits of foreign companies in Central
America, Capitol utilizes a variaty of "technical " meth-
ads in arder to conceal its pillage. But occording to o
caleulation based on o sample of forty forefan compa-
nies, the average rate of return on social capital was
292, The declared repatriation of profit rose from $23.3
millien in 1980 to $78.6 million in 1969.(6)

What, then, were the goals ochieved by the Central
American Cornmon Market? Very simple. Foreign cap-
ital and the Central American bourgeoisie associoted

to foreign capital wars able to toke possession of an
already existing market, to utilize an obundant and
cheap labor force, to escape most of the existing fiscal
charges, and chove all to protect their investments from
the pressures of intemationdl competition. But the con-
saquences of this ingenious operation sharpened the
ehranic erisis of the bourgeoisie throughout Central
America. These are the effects of the MCCA that are
of particular interest to revelutionary Marxists in Cen=
tral America.

The crisis of the MCCA

The MCCA fell victim to uneven development, which

is inherent in the system upon which the MCCA is based,
the capitalist system of production. All the theses about
the necessity for on integrated development, foran
equal division of profits and charges through integration,
were trarsformed into dead letters by the free movement
of capital within the region. Subject te no logic other
than that of profit, capital insists on investing wherever
the bast opportunities for obtaining profit exist. In the
case of Central America, this phenomenon was reflected
in o concentration of Investment — and therefore of
trade — in the countries with a relatively greater devel-
opment:; Guatemala and El Salvador. 1n 1970 the posi-
tive balance of these two countries in the realm of re=
gional trade was 550. & million; for Honduras alone the
deficit was $21.8 million. In the area of trade of manu-
factured products alone — the sort of trade that the
MCCA was supposed to develop — Honduras's deficit
amounted to §24.5 million.(7)
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In addition, the prices of manufactured goods within

the regicn were corsiderably higher than the prices pre-
vailing en the international market. According to the
Honduran Minister Acosta, Honduras was paying between
25% and 1005 more for its regional imports of indusirial
products.(8) Under these conditions, why pay such o
high price for an economic integration that, far fram
according equal "development” possibllities for all and
far from reducing regional inequality, instead leads to
a sharpening of the regional division of laber? Decree
77, promulgated by Honduras at the end of 1970 and
annuling all the integration accords, marked the end

of the formal economic "community, " whose perpetual
trade war had since been capped off by a war with rifles
and cannon (the war between Honduras and El Salvador
in 1949).

Monetheless, trade among the Central Americon coun=
tries continues, but so do the conflict tendencies. At
the end of 1974, the Central American press announced
"extraordinary growth." The breakdewn was as follows:
"Guotemala: the most profitable country, El Salvador:
favorable balance-sheet, with significant increases.
Honduras: regional end general deficit. Nicaragua:
alarmingly unfavorable balonce. Costa Rica: $43 mil-
lion deficit. " During 1975 Honduran trade continued
to be based on bilateral treaties: Costa Rica and Mica-
ragua imposed various peotectionist measures and even
closed their borders to certoin produchs ariginating from
Guatemala and El Salvador. In tum, the observable ten-
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dency was toward growing deterioration of any sort of
integration schema.,

What are the most obvious implications of this crisis?

The progressive contraction of the external market coused

by the deterioration of the MCCA — a contraction that
tends to be intensified by the increasing opening of the
ragion o international competition — sharpens problems
on internal markets. In countries in which the immense
majority of the working population and the fundamentol
sectors of production are in the agricultural sector, to

speck of the internal market means to,speak of the trans-
Formation of this sector. The problem is not simply the
low purchasing power of the population, but also the
teeble extension of monetary relations, which are re-
stricted by the existence of subsistence farming and the
system of paying the waork force in kind rather than in
money.,

The negative cost of the agri-
cultural sector

But in addition, the agricultural sector hos also proven
incapable of responding vigorously to other requirements
of capitalist development. The capocity to pay for im-
perts — which, os we have pointed out, depends funda-~
mentally on the traditional agricultural exports — suf-
fers corstant deterioration. Central American participa-
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tion in world frade hos diminished constantly. With the
exception of sugor — whaose price experienced an un~-
precedented boom, only to decline again later — the
traditional products have suffered the negative impact
of the present world recession. Exports of coffes, cot-
ton, bananas, and meat, while they increased in akso-
lute terms, were not sufficient to compensate for the
increases in the prices of imports. For 1774, while cof-
fee exports Increased 996 compared with the preceding
year, imports of raw materials and semifinished products
increased 62.0%, consumer goods 45%, fuel 251.7%,
and construction materials 71.6%, Obviously, results
like this will be reflected in the balance of trade. In
1973 Guatemalo was the only Central American country
to register a balance of trade surplus: $36.9 million.
Guatemala's deficit for 1974 amounted to $97 million.{9)

A for production of low-price food products, especially
corn, beans, and rice (which comstitute the basis of the
popular diet), the situation is disastrous. The progres-
sive deterioration of the minifundisto sector, which is
based almost exclusivaly on sueh products, has given
tise to ocute shorfages. There has consequently been

an increase in the prices of these grains, on increase
official statistics evaluate at 100-200%4 far 1974,

In oddition, domestic production of these foodstuffs is
not sufficient to cover minimum needs, and it is thus
necessary fo import, That is, o good portion of available
currency is olloted to the purchaose of nonproductive
consumer goods | The regional deficit in these grains at
the beginning of 1975 was estimated at 33 million hun=
dredwaight. At the end of 1974 (calculated ar then cur=
rent prices), the deficit in basic grain in Guatemala
(8.8 million hundredweight) required imports at a total
zost of §115 millien. If the cost for basic grain is odded
to the cost for oil, the two cotegories represent imports
of about S80Q million for all Central America. Before
the fall in the prices of coffes, cotton, and meat, this
meant that "more than 405 of the value of exports will
have to be used simply to buy cereals and oil. "(10)

The grain deficits have appeared in countries that tradi-
tionally produce these products. The shortage means not
‘only an enormous deterioration in the standard of living
of the great majority of the population, but alse @ sharp
‘Blow to those sectors of the bourgeoisie interested in
the expansion of the domestic market.

What are the basic rooks of this situation?

The Central Americon governments never run short of
Surricanes and volcanoes in seeking excuses. But these
lsafs cannot conceal the real causes: the incredible
of concentration/dispersion that characterizes

e structure of lond ownership; the fact that more than
of the land owned by the latifundistas lies fallow;

e absolufe surplus of agricultural lobor and the result-
g unemployment; the predominance of extensive meth-
& of cultivation; the financial and technical abandon-
of thesmall-scale producers, efc.

Impasse of the agrarian reform

The solution to the agrarian problem is a question that
concerns the entire Central American bourgeoisie as
well as the imperialist interests invclved in the region.
But the problem i not purely economic; it is also polit-
ical and social .

Economically, it is easy to see the contradiction be-
twaen the agrarion sector and the other sectors, espe=
ciclly industry. But the existence of thit contradiction
does not necessarily mean that there are also two sepa-
rate and equally contradictory classes, one made up of
the “traditional " landowners, the other made up of the
various strota of the bourgeoisie linked to imperialist
industrial and financial copital . Mor does it mean that
the agricultural sector functions as a different structure,
"archaic" and without precise links to the other sactors
of the economy.

On the contrary, it is a question of the internal contra=
dictions of a subsrdinate and backward copitalism fully
reflecting the consequences of an uneven development
among the various sectors, Although there is not suffi-
cient information to precisely analyze the compesition
of and mutual relotions among the ruling classes, all
available evidence indicates that the model of industrial
growth advocated by the MCCA and the peretration of
foreign capital inte manufocturing industry stimulate

an even greater interrelation between the old landown-
ing oligarchy and industrial capital. Further, the he-
gemony of imperial st capital has erosed the last troces
of a "national" bourgeoisle capable of carrying through
its own economic projects.

But the chronic asphyxiation of the Central American
economy Is already intolerable, not only for the imperi-
alist interests and their local allies, but alse for the

rise of the various layers of the petty bourgeoisie, whose
future depeids entirely on economic reactivation. Polit=
ically, this situation is expressed in the sharpening of
social tensions, tensiors that threaten the very existence
of all the exploiters.

In their own woy, the representatives of the bourgeoisie
also are trying to break down this contradiction at ifs
weakest |ink: the agricultural sector, This is the objec-
tive basls of the reformist Inclinations now being mani=
fested in the vorious countries, although in an extremely
uReven manner .,

Although the agrorion reform theoretically corresponds

to the equally theoratical interests of the bourgeoisie,
other factors intervene that break down this schema in
practice. For the Central American bourgesisie and im-
perialism, it is not only o question of attacking the im-
mediate interests of the lorge landed proprietors. The
Central American bourgeoisie has alreody had some ex-
perience with the dynamic that can be triggered simply
by partially questioning one of the forms of private prop-
erty.

in 1954 imperialism brought down the Jacobo Arbenz
regime in Guatemala. Arbenz hod promoted an agrarian



reform whose declared objectives were; "o liquidate
feudal property in the countryside along with the rela-
tions of production that gave rise to this property and

te develop the capitalist form of exploitation and meth-
ods of production in agriculture and prepare the way

for the industrialization of Guatemala."(11) Only un-
used land was supposed to be expropriated, and it was
supposed o be paid for at an adequate rate of compen-
sation.

The most obvious reason for the recctionary coup in
1954 was the expropriation of the unused land held by
the United Fruit Company. But the basic motive was

the enormous agitation that hod been pravoked by the
agrarian reform; the invasion of lond declared to be
"unaffected"” by the reform; the formation of agrarian
committees representing the rural population, which

did not agres to exclude cultivated land from the re-
form, land that hod always been cultivated by the peas-
ants and not by the owner. MNot for the First time In his-
tory, the logic of the mastes could not be held within
the bounds of the logic of "stages. " Once the closs
struggle began, eoch position won by the peasants could
be consol idated only by winning new positions, And

the agitation was not limited to the pessant milieu.
Even before the ograrion reform, the young Guatemalan
workers movement had taken on impressive dimensions.
In the space of only ten years' legal activity, 107,000
worker joined a united trade-union federation. With
the proletariat, there is no room for resort to purely
partial expropriotions. IF the land should belong to those
who till it, te whom should the factories belong?

A similar, although not identical, phenomenon s oc-
curring in Honduras today . Because this country has
besn the main victim of the functioning of the MCCA
and because it Is the most economically backward coun-
try In the region, o sector of the army is attempting to
press abead with a very modest project of redistribution
of land . Day after day the Central American press pub-
lishes news about peasants taking over land and about
the growing organization of the Honduron peasants.
Once again, the agitation is not restricted to the coun=
tryside. Urbon strugales round cut the framework of a
general rise of the mais movement, which is widely
overstepping the limits the army wanted to impose on
the "change."

How has the Honduron bourgeoisie reacted to the plan
that supposedly corresponds to its interests? The Partide
Macional (MNational party) and the Partido

Liberal (Liberal party) — political representatives of

the various foctions of the Fedaracién Nacional de Agri-
cultores y Ganoderos de Honduras (FENAGH — National
Federation of Formers and Stockbreeders of Honduras )

= have unleashed a virulent campaign of opposition to
the military government, oppesition centered around

the question of the agrarian reform. The FENAGH (be-
hind which is grouped the majority of the "private ini-
tiatives'™ has threatened to call a "general strike"(1)

to pratest the agrarion reform. The only political orga-
nizotiors supporting the military regime are the Commu=-
nist party and the Christian Democraocy. The regime is
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olse supported by some sectors of the trade unions and
other popular forces, but the military know very well
that such support cuts two ways. In reality, the only
more or less solid pillar is the army. And even within
the army there is a clear contradiction betwesn the
young officers and the troditional hierarchy. Insum,
it is on agrorian reform that objectively corresponds to
the long=term interests of o supposedly national bour-
geoisie in a country in which this bourgesisie is not
"national " any more than it is Inclined to recognize
such interests os ifs own today.

In the middle of April 1975 the Costa Rican government
defined 1t agrarian policy in "Fifteen pointe™: Hme-
honored clichés about the necessity of "protecting” the
small=scale producers, of "educating them, " of "guar-
anteeing” prices, of promoting cooperatives, and so.an.
There was only one categorical assertion: " The forces
of order will drastically repress all those who engage

in agitation and encourage land accupations and other
acts that do not respect private property. "

Somaza's declarations during the meeting of Central
American presidents held in Guatemalo atf the begin-
ning of November this year are sufficient to demonstrate
the importance the eternal Micaraguan dictator accords
the agrarian problem: "It is perhaps because we do not
have a great agrarian problem that some people do not
know our plans on this matter.”




In Guatemala, the MNational Development Plan is cen-
tered around the simple colonization of virgin lands,
the creation of cooperatives among the minifundistas,
and the improvement of the trade system for agricultural
' products. The Guatemalan planners comsider "that an
~agrarian reform is incompatible with the existence of a
“constitutional state, "(12) In El Salvador there is no
“extro land to be distributed without attacking the big
latifundistos. In spite of the fact that as long ago as
1973 El Salvador President Armando Molina declared
that: "It is indispensable to carry out an agrarian re=-
form to increase preduction and productivity, " nothing
‘concrele has yet been done In this direction,

‘New rise of the mass movement

n sum, the Centrel American bourgecisie has proven
itself completely incapable of carrying out an internal
| transformation that, basing itsalf on a reform of the
‘agrarion sector, could corstitute a point of departure
for relative economic growth. In face of the present
crisis, there is at most falk of an “aggressive” extrare=
gional export policy. But such aggressiveness cannot

Be based on the real competitive capacity of Central

" American "industry." The rood chosen seems to be that
" of state subsidies, which cannot be granted without in=
‘creasing fiscal burdens on the entire population.

Given the problems of the balance of trade, which orig-
inate from the dizzying rise of imports (which the bour=
oisie had dreamed of reducing), the usual “weapon”
being used again: increasing resort to foreign debt,

All the economic measures that have been adopted by

the Central American governments in the vain attempt
¥ end the crisis have given a new impetus to the infla-
spiral in the region. The mest conservative cal-
sulatiors of the International Monetary Fund estimate
ot the annual increase in the cost of living is 25%.
popular response has not been long in coming: Var-
5 moss movements are baginning to appaur once again
m the Central American horizon, in spite of the repres-

atmosphere prevailing in the region.

alutionary Marxists must pay particular attention to
fhese embryonic manifestations of the mass struggle. In
@it of the superficiality of the industrial growth in=

d by the MCCA, whose mojor feotures we have out=
d above, it is a fact that the Central American so-
today, although strongly marked by the weight
ilu' agrarian quasrmn, are much more complex than
been the case in the past. Although the working
remains @ minerity compared with the peasantry,
elear that the specific weight of the workers has
ased in the same proportion as that of manufactur-
g industry; moreover, it is clear that the slow but

al capitalization of Central American agriculture
carstantly increasing the number and importance of
gricultural proletariat. Today more than ever, any
fant of the notion of “surrounding the cities from the
rside” 1s completely ineffective in responding to
all problems of the Central American societies.

The unevenness among the various countries with respect
to troditions of struggle and degree of organization and
political consciousness is an obvious fact of life in Cen=
tral America. Nonetheless, signs of o elear rise in the
class struggle are emerging everywhere; the advanced
point today s in Honduras.

Revolutionary Marxists know that in spite of the strang
will to struggle, the Central American proletariat today
has not attained the level of organization ond pelitical
consciousness necessary for a frontal battle against the
bourgecisie, But they alse know that these are conditions
that cannot be improvized, that a process of political
education must be carried on, o process that begins from
the present level of comsciousness of the urban and rural
proletariat and of the poor peasants and other popular
layers, and demonstrates in practice the transitional
links between the first battles and the final ones. The
masses learn through struggle, and this education in turn
serves to deepen their struggle.

The collective task of revolutionary Marxists in Central
America is to eloborate this transitional strotegy. To
build the revolutionary party copable of implementing
this strategy is undoubtedly the central task.

December 7, 1975
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PRELIMINARY NOTES ON THE

by JEANETTE McDONALD

Today, one year later than the imperialist countries and
the oil-exporting semicolonial countries, Brazil is suf=-
fering the impact of the generalized recession of the
international capitalist economy. This impact results in
a rapid slowdown of the exceptional economic growth
the Brazilian economy had experienced between 1948
and 1974,

The clearest expression of the deterioration of the eco-
nomic situation is the catastrophic aggravation of the
balance of payments. The deficit in the balance of cur-
rent operatiors increased from $3, 400 million in 1973

to §8, 000 million in 1974, This year it should hit §%, 000
million.

In 1973 it wos easy to cover the deficit thanks to a

gross capital entry on the order of §5,000 million. In
fact, exchange reserves grew by $2,000 million that
year. In 1974 gross capital entry, on the order of $7,000
million, was ro longer sufficient to cover the deficit

of current operations; exchange reserves diminished by
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§1,500 million. This year reserves will diminish by
nearly $3,000 million, that is, they will have declined
by more than 50% in the space of two years (falling
from 56&, 500 million to less than $3, million).

must be emphasized that while the increase in the

ice of oil is part of the couse of the rapid deteriora=-
tion of fhe balance of payments, it is not at all the
sole cause, First of all, the deficit in servicing loans
is increasing alarmingly, rising from $1, 600 million in
1973 to more than §3,000 million in 1975. Second, the
cost of imports of machinery has increased more rapidly
than that of imports of oil. Finally, the plans for "com=
persatory” increases in exports have failed on the whole,
especially because of the international recession (fall
in the price of sugar, sales difficulties for industrial
products) and because of the disostrous coffee harvest.

The acceleration of inflation in Brozil during 1975,
while inflation was decelerating in the imperialist coun-
tries, also weakened the position of the Brozilian econ-



- omy on the world market. The dictatorship hod succeeded
in bringing the rate of inflation down to 2156 in 1970,

to 1896 in 1971, and to 145 in 1972, It even tried to
reduce the rate to 129 in 1973, But this objective was
not ot all ottained; the cost of living rose 159 that
 year. The rate of inflation than rebounded to 34,59%

in 1974; it will probably hit 25-30% for 1975 as a

whole (forecast based on the figures for the first half

of the year).

Finally, account must be taken of the growing weight

of foreign debt, which is toking on increasingly disturb-
ing proportiors. Gross foreign debt was §12, 500 million
in 1973, It now stands at more than $20, 000 milljon.

- Debt servicing already absorbs 25-30% of export reve-
nues. |f tofol export revenue falls into stagnation, the

- weight of debt servicing threaters to become intolerable.

In October of this yeor the dictatorship reacted to this
. situation with a series of measures announced ing tele-
wision speech of President Geisel. The overall effect
of these measures is to deal another and sherper blow
to growth through a deflation of internal demand. The
price of gmoline was raised 2596, Luxury taxes on im-
ported producis were doubled, Imports were penalizad
in general . All this means that the domestic market will
confroct at the very moment that the foreign market

i stognating.

The effects of this have already been falt in the aute=
mobile industry . Brozil had been the only copitalist
‘esuniry to escape the effects of the international auto-
mobile erisis in 1974, In 1975 the situation turned

" seound, Sales on the domestic market declined in ob-
slute figures. Lnventories began to pile up. Whole-
salen and retailers began 1o offer rebates. The profits

of the big four (Volkswagen, General Motors, Chrysler,
ard Ford) seem to be disappearing for 1975, and this

t o time when Fiat is launching o huge competitive
enterprise in Belo Horizonte.

It would obviously be wrong to think that the recession

et Is now beginning to hit Brazil is purely imported.

s large part It results from the particular form that had
2n taken by the accelerated growth of the preceding

sriod. This resulted in o severe redistribution of the

mtional income in favor of capitalist profits and the

as of well-off layers of the petty bourgeoisie (that

a tolal of less than 209 of the population), This

courred at the expense of the immense majority of the

siling masses .,

al wages of workers had suffered o catastrophic fall
after the dictatorship came to power in 1964, They
proved a bit after the " launching” of the "miracle, "
galy to descend again beginning in 1973. According
&= the commercial adviser of the French Embassy in Rio

e laneiro, the minimum wage would have had to be
i above 1,500 cruzeires a month to contain the ef-
et of inflation; but the set minimum wage varies from
7.5 to 532.8 cruzeiros a month, depending on the
Bte involved. The fall in buying power that this im=

plies is easily grasped. Right now, a workers who makes
the minimum wage in 560 Paulo has to work eight houns
to make enough money to buy a kilogram of coffee (2.2
pounds) .

From the outset, this resulfs in a severe limitation on
the domestic market, with obvious implications for the
great bronches of industry. Here is an axample:

"One of the besfstudies, by on English economist, Mr.,
David Goodman, showed that from the middle of 1948
to the beginning of 1970, 69% of the urban labour force
of 4,2 million in the north-east was earning on the av-
erage the minimum wage (now equal to about £27 per
month) or less, Worse still, he colculated that 1856
were sarning from 1/4 to 1/2, and 229 less than 1/4
of the minimum woge; inoll, that 4256 of the urban
labor farce (that is, 1.8 million workers) were earning
such extremely low wages that their physical subsistence
could scarcely be guaranteed. Mareover, he calculated
that about 1256 of the urban labour force was either
unemployed or underemployed. . . . The absurdities

of the present model are evident. For example, the
Brozilian footwear irdustry manufactured 120 million
pairs of shoes last year. Of these, 27 million were ex-
ported, leaving 93 million for a population of 105 mil-
lion, that is, less than one pair per inhabitant, More=-
over, 70% of production for the domestic market were
not proper shoes but sondals and others of the 'Flip=flop'
variety." (Financial Times, September 23, 1975.)

The limitation of the domestic market compels the re=
gime to rely on exports. By the very nature of things,
the policy of encouraging exports has fo be "selective."
MNow, the exports encouraged require increasingly ex-
pensive imports, that is, they worsen the balance of
payments deficit instead of improving it. In addition,
they necessitate increasingly costly work on the infra-
structure, which comstitutes ona of the main sources of
inflation and entails considerable wastes and losses that
in turn feed the inflationary spiral.

To cite the French commercial adviser in Rio de Janeiro
once again: "The progrom of 'expert corridors’ lounched
with great fanfare twe years ago hos lest practically
everything but its name. The trains carrying ore con=
tinue to be derailed virtually on a daily basis while
running between the Minas Gerais fron mines and the
terminals in Vitdria or Sepetiba. |t is estimated that

up to 1086 of the sugar harvest is lost because of the
inadequacy of fransport ond stock focilities, Files of
300 to 500 trucks loaded with soyn wait for the harvest
before being able to unload onte ships anchored in the
ports in the southern part of the country. Every doy sub-
urban transport around Rio and S8o Paulo presant vir=
tunlly Dantesque scenes that end in the death of travel-
ers.” ("Problémes Economiques, " June 1B, 1975.)

Under such conditions, it is clear that the end of the
"Brazilion economic miracle” is not o comsequence of
unpredictable accidents, but instead results from the
very nature of the "miracle, " which inevitably had to
be of short duration.



Two seemingly conflicting trends charocterize the eco-
nomic scene in the United States today. Industrial re-
covery from almost two years of depression is underway.
Automobile sales, normally one of the "advanced in-
dicators" of the direction of the economy, were 235
higher this October than a year ago. General Motors
registered third=quarter profits fifteen times higher than
in the third quarter of 1974,

But New York, the country's wealthiest metropolitan
center, come close to bankruptcy in November. Presi-
dent Ford's intervention te guarantee New York's bonds
became a dire necessity for national (and international)
money markets. |t will postpone, at least temporarily,
a MNew York default,

Yet the promise of financial rescue by the White House
did not in any way alter the fundamental components
of New York City's crisis. |t came only after tens of
thousands of city workers had been fired and other work-
ers had been laid off, as municipal comtruction ground
to a halt; after a three-year wage freeze hod been im-
pased on city workers, fearing up their previously ne-
gotiated wage contracts without rank-and-file consul=
tation; ofter educational, hospital, and welfare pro-
grams had been cut and in some cases eliminated alto=
gether; and ofter the responsibility for all of these
measures hod been accepted by the Democratic party
administration of Mew Yark State.

Moreaver, it is certain that the people of New York
will continue to suffer a sharp deterioration of living
standards. The bipartisan antilabor offensive aimed at
rescuing New York's creditors is only in the beginning
shages.

Furthermore, MNew “ork is far from being the only Amer-
ican city in crisis.

In Detroit the process is further along, "Like other cit-
jes around the land, " the July 25 Wall Street Journal
reported, "Detroit has been confronted with o budget
erisis. Old progroms have been cut back or cut out.
City workers have lost their jobs. Improvements in city
focilities or services have little chance of getting off
the ground. . . .

"Detroit's fiscal crisis came earller than most cities’
simply becouse ifs recession arrived earlier — nearly

a year before the slump hit the rest of the country. The
energy crisis in the fall of 1973 cut deeply into auto-
mobile sales, and the aute industry has never really
recovered ., "

This article will examine these two countervailing ten-
dencies — the beginnings of economic recovery and
the erisis of cities in Americo — through the prism of
the auto industry. Here the focus is more on Defroit
than MNew York and specifically on the Black workers
of Detrait. But this Is precisely to suggest that there
are important links between the present conjuncture of
U.S. industrial production, the special exploitation
of oppressed national minorities, and the crisis of the
cities.
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Auto sales turn up

There are signs that a "bottom™ has been reached in
the devastating two-year downturn of world gutomobile
production.(1) Business Week magazine reported in ifs
November 10 issue, "Sales throughout Europe, with
the sad exception of Britain, are perking up. Jopanese
car mokers are producing all that they can. And Brazil,
a rising autemotive power, will still enjoy a near-rec-
ord yeor despite a severs slowdown from several years
of 15% annual growth.”

October marked the first upturn in auto sales in the
United States in nearly two years. Third-quarter profits
as a whole were up 123% for the U.5. auto-and=parts
industry.

But the heodlines from Detroit are contradictory: "Aute
sales up, " "Layoffs increase,” Auto sales are increas-
ing but auto production is still below year-ago levels
ard there continue fo be episadic layoffs,




According to the October 28 Wall Street Journal, “In=
dustry sources said that next month aute mokers are
glanning to build about 594, 500 cars in their U.5. as-
sembly plants, down from 614, 671 @ year earlier. Thal
sopears to be generally in line with long=range sched-
ules set before the current fourth quarter began. |f any=-
$hing, recent adjustments of these eorlier rough sched-
wlas have led to a small net reduction, rather than an
increase, in the number of cars Detroit will assemble
this quarter. "

The October 31 issue of the saome newspaper reported
shat "Ford Motor Co., still struggling fo control inven-
tories of unsold cars, announced it will close assembly
glants next week, temporarily idling 7,150 workers.

*Despite some upturn in U.5. auto sales, Ford and
| ether automakers have been moking a number of such
groduc tion culs, "

The aute trusts are responding coutiously to the uptick
in sales, Retail car deliveries in mid=-October were
above a year sarlier — but the outumn and winter of
1974-5 saw auto sales at their lowest point since the
end of the second world war. The outo trusts are still
saddled with o huge Inventory of "overpreduced" cars
— estimates of the unsold cars on the loks runte 1.5
million, the equivalent of 55 days' production at cur=
rent rotes. So automobile production s being kept ot
a lower level than last year, and this partially accounts
for the continued loyoffs.

The profit leap undoubtedly stems from the fact that the
assembly |ines are still operating with the reduced la-
bor farce resulting from two years of loyoffs. In fact
the evidence points to significant "rationalization” in
the outo industry, Fewer workers are turning out more
cars and profits are surging.

Although precise data is impossible o obtain,(2) gov=
ernment Figures are indicative. For June, the most re=
cant month far which all data is given, Commerce De~
partment Figures show 571,800 production workers in
mator vehicles and equipment and a tetal output of
B41,400 motor vehicles, including trucks and busses.
The ratio is 1.47 vehicles per production warker. Here
are comparative figures:

Year Vehicles Workers Ratio Hrs.per wk.
June 1973 1,219,800 746,600 1,63 39.8

June 1974 909,500 476,000 1.34 39.6
June 1975 841,400 571,800 1.47  39.2

These Figures show three stages of the outo production
cycle. June 1973 was the second highest auto produc-
tion month in U.5. history ( May was the highest) . Pro-
ductivity and profits stood at record highs. This is be-
cause the whole productive opparatus of monopoly in-
dustry is geared to make profits at a fraction of full
capacity. When output exceeds this fraction, and this
can happen with minimal additional hiring, productivity
ard profits soar.

By June 1974 production had fallen 25%: and amplay=-
ment was dewn 994, Profits approached a low point.
The battom wos reached in February 1975, By June of
this year production was on an increase but it was £till
796 lower than a year earlier and employment was 15%
lower. The way was being paved for the profit surge
in the third quarter,

MNew York Times figures in September 1975 further con=
firm this trend. The Times reported from Daetroit Sep-
tember 1 that unemployment had risen from the February
low point. There were "274 380 idle in the week of
Feb. 3, when the industry jobless rate reached 38.5
percent.” The latest information ploces "employment
at the Big Three (i.e., Genemal Motors, Ford, and
Chrysler) . . . down 178, 800 from the peak reached

in their record year of 1973." These figures are close
to those shown in the table obove. They underscore the
essential point: Auto production today is taking ploce
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with a comsiderably reduced work force, on the order
of 175, 000 fewer workers, almost 253 below the 1973

paoks

¥y

It is well known thot the U.5. auto industry is under
tremendous pressure to build smaller cars that use less
gos. With corsiderable fanfare, General Motors placed
a new “subcompact, " the "Chevette, " on the market

in September. |t gets 30-40 miles per gallon and it is
supposed to cost less than $3,000. GM president Elliot
Estes told Forbes mogazine that GM had o £3, 000 mil-
lion investment plan to invade the small-car market.
To raise capital GM floated o $&00-million lcan ear-
lier this year, the lorgest single bond offering ever
made by a corporation. "We don't compete against

a0

around 58% of the foreign cars sold domestically today, "
said Estes. "This car is aimed right at that 56%, which
i+a 600, 000-vehicle market, and we ore going after
100,000 to 300,000 of them."

But the Chevette Is the only new subcompact this year.
Business Week reported in July that the auto trusts
would only have "face=-lifted versions" of last year's
models on the market in 1974 "with little improvement
in fuel economy."

Production Efg.rrﬂ. for the third week of October do
shaw @ rise in production of the subcompacts: 19,439
compared to 14, 441 in the same week of October last
year. Considering the smaller total production for this
waek in October, the proportional rise is even greater;
125 of the week's total are subcompacts this year com=
pared to 8% in the same week last year,
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8ot this is still far from corresponding fo the demand
%= small cars. In the same week this October, foreign
sons represented 209 of the total sold by retailers.
Sales of domestic smaller cars were also considerably
higher than production, corsequently reducing inven-
fories.

“Apparently the conversion of the U.5. auto industry to
smaller cars is Finally under way — a tribute to the
“speed" at which monopely adapts to technological
derooress| — but it is only the beginning. Large cars
8ill overwhelmingly dominate this year's U.5. auta
Sutput .

Mevertheless it is certain that when General Motors
[2oes produce subcompacts in massive numbers, it will

e gigantic multinational manufacturing monopoly

beantrol half the market, as its president, Estes, boaosted.

dwarfs every other competitor inside and outside the
United States. Up to now, GM has refrained from mas-
sive production of subcompact only becouse of the
higher profits on the bigger cars. But the tremendous
profit losses in 1974, as the world market for big cars
virtually collapsed, could not be neglected by GM's
board of directors.

What is most important is that the production of smaller
cars in the United States will clearly be accompanied
by a profit-gouging ratienalization of the industry. The
notorious GM Vegas, which come off the Lordstown
assembly |ines at more than 100 per hour, show what

is instore. In this light, the huge reduction of the aute
labar force is not accidental, |t paves the way for in-
tensitied U.5. competition in the world small-cor mar-
kets.

*.

The ultimate consequences of this can undermine the
European and Japanese economies, Business Week al-
ready notes that the present recovery in auto produc-
tion outside the United States is "due largely to the re-
surgence of the U.5, economy, the key import market."
At this stage of the international crisis of capitalism
any "solution” for ane sector of national monopaly can
only exocerbate the problems elsewhere., GM's Estes's
dreams of capturing an American market could end up
only closing off a vitally needed recovery valve for
Japan and West Germany.

The figures In this article should also be closely shudied
by those trade unionists who believe that furthering the
position of LU.S, monopoly in International competition
is @ way of saving jobs. In reality, a crucial part of
gearing up U.5. industry for world competition s slash-
ing jobs and speeding up production. This was no less
true in the shoe and textile industries, which closed

up their northern plants and moved fo the union=free
south, In the steel industry, where protectionist cries
are the loudest, steal=union chief |.W. Abel hos en-
tered into productivity pacts with the bosses that pove
the way for drastic job losses,

Intermational monopoly competition can mever protsct
the interests of the workers, Its central aim is alwapm
to increase profit margins in order to slosh prices oo
world markets, This is olways done at the experse =F
warkers; both outright in the form of job lotsss, a=c
In the planis in the form of speed-up and other ==-
threatening procedures. On the job "occicent” seoee
the U.5. outo industry is close to first ploce.

Detroit’s Black workers

Detroit is the fifth largest U.5. indestric! city. = &
43.7% Black — and on the way o becoming ==y
Block as whites move to the suburbs. [t & e St o
the American outomobile industry, of Souge == o
the plants have maved from downtows = mesmtias
neighborhoods. Including metrope!is= Deenie o S



constellation of other "motor cities” in central Michi=-
gon and neighboring Chio, as many as half the cars
produced in the United States come from this area. De-
troit was drogged into the depression of the 1970: ear=
lier, and in many way: to an even graver extent than
New York.

In 1973, General Motors said it employed o total of
639,09 workers, of whom 95, 685 (14.9%5) were Black.
The Black jobs were concentrated almost entirely in
production. "Semi=skilled operatives” included 72,99
of the Blacks working for GM; Blacks held 19,99 of
these jobs. In nddition, the GM Black lobor force held
23.5% of the jobs classified oz "service workers" and
29,65 of the jobs classified as "unskilled laborer. "(3)

We have already seen the tremendous vaolatility and
immense loss of production worker jobs in the auto in-
dustry . By February of 1975 a Detroit Free Press corres-
pondent was writing this about the Michigan represen=-
tatives in the U.S. Congress: "Eoch day, in the letters
and postcards they get from home, members of the Mich=
igan congressional delegation feel the pain of the un=-

employed.

"And they shoke their heods with frustration and even
o bit of fear when they hear reports of new plant clos=
ings, new layoffs coming, new unemployment figures:
14 percent in the state, 22 percent in Detoit, 50 per-
cent in the inner city, 15 percant in Port Huron, 20
percent in Flint and no letup in sight.”

There were sections of the overwhelmingly Black east
side of Detroit that reported unemployment above &056,
The waiting time in the unemployment lines was at least
two. hours.

The long lines of unemployed Black workers were not
created only by the 1974 depression. Many Blacks did
not find adequate employment — if any jobs at all —

in the brief 1972-73 upturn of the economy, so that
Black unemployment in the recession of the 1970 must
ot least be troced back to the previous 1969-71 down-
turn, The MNotional Urban League emphasizes that "Pov=-
erty patterns among black families consistently under-
score the impact of the 1969-71 recession, Between
1969-71, the number of black families below the offi-
cial poverty level rose by 155,000, to 1,480,000, But
they continued to rise to 1,525,000 by 1973 (o "boom"
year, especially for auto = D.R.). Thus, by 1973,
there were 200, 000 more officially poor black families
than there were in 1969. . . . And the proportion of
the official poor among all black families remained un-
changed (at 28 percent) over that four year period,”
{"Black Families In the 1974-75 Depression, " MNational
Urban League Research Department, July 1975.)

B.J. Widick described Detroit after the 1949-71 reces-
sion: "Detroit in the 1970’ is a startlingly different
city from the factory complex associated in modern
times with the aute industry. . . . It no langer has the
appeorance of o swarming beehive-of outo workers rush=-
ing to and from the huge industrial plants on the east
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and west sides. MNow the major traffic consists of white
middle~class suburbanites driving early in the morning
inte the city's downtown commercial center and inching
their way out of the city before darkness sets in. , , .

"All of the auto companies have decentralized their
production, partly by expanding into the undevelopad
sections of the vast metropolitan areas surrounding the
eyl s

"Where giant aute plants once stood on the east side,
there is nothing. The deterioration of the city is visible
everywhere, not just on Twelfth Street, where the phy-
sical sears of the 1947 riot remain untouched by any
reconstruction.

"For every new business moving inta the city, two more
moveout. There are over 7, 000 vacant stare frants. . . .
"The city becomes more and more of a ghetto.” (De-
troit, 1972.) 5

Figures have nat yet been reported for the stondard of
living of Black families in 1974-75, but the present
situation is obviously much worse. The Urbon League
said, "Since industries such as construction and manu=-
fecturing (especially automobiles) with a concentration
of men ware hit harder by the economic decline than
were the service industries with a concentration of wom-
en, men tended to be offected disproportionately. " In
the second quarter of 1974 official figures listed 319,000
adult Black men out of work, This figure hod risen o
621,000 by the second quarter of 1975,

The 1974-75 downturn consequently cought much of the
Black population before they had recovered from the
previous downturn — and the 1974-75 slump was worse.
Mereover, if the aute indistry is indicative, the pro-
duction drive an which the present "recovery" is based
will hold even less promise of jobs for unskilled workers
than did the previows upturn. For Detroit it undoubtedly
means that the process described by Widick will deepen.

Already in February 1975 the Chrysler Carporation made
it clear that its well-known Jefferson Avenue plant in
the Black east side of Detroit would not be operating
during the next cyclical upturn, This downtawn multi-
oried assembly plant had been rendered cbsolete by
e single=story continuous asembly=line plants in the
suburbs, occording to Chrysler executives.

As the world erisis of copitalism deepans and U.S, im-
perialism places more and more emphasis on interna-
tional competition, economic "recovery” will increas-
ingly be at the expense of the more oppressed layers
fl.me

rican society.

Cities in crisis

This prespect is deeply intertwined with the fate of the
big industrial cities whose populations are heavily com=
posed of oppressed nationalities.
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It is easy to frace for New York a decline of jobs par=
allel to Deatroit, going back to the 196971 recession,
and rooted, as well, in international competition.

Michoe! Sterne gave this account in the October 15,
1975, New York Times: "The fiscal crisis that has
agonized New York for the last year, bringing it re~
peatedly to the brink of bankmnuptey, really began in
1949 when the city's economy, which up fo then hod
been growing rapidly, began to shrink.

*In the six years since then, 501,800 jobs have disap-
peared from the city, and with them have gone an es-
timated total of $1.5-billion in tax revenues that, hod
they been available to Mayor Beame, could have eased
the fiscal crisis significantly and might even have
averted it.

"The sconomic decline that began in 1969 was touched
off by rational recession. But the job losses continued
even after the national economy recovered; they ac-
celerated before the current national recession began,
and they have been proportionately more severe here
than in the nation as a whole. . . .

"The couses of the decline are many and complex.
Among them are wage rates higher than those that pre=-
vail elsewhere in the country, high energy, rent ond
land costs, traffic congestion that forces up framsporta=
ton costs, a lack of modern factory spoce, high toxes,
technological change, the competition of newer cen-
ters of econemic concentration in the Southwest and
West, the refocusing of American econamic ond social
fife fn the suburbs. . . .

"Some of the causes are international in scope, such
as the transfer of apparel and other soft=-goods manu-
facturing to areas of cheap labor in the Caribbean ond
the Orient, which has taken jobs from New York and
ather, older American cities,

“The loss of the factory jobs has been especially harm-
ful to New York because it came at a time when the
part of its population needing such work — the. tradi=-
tional, foothold occupations of new New Yorkers =
was growing. Since 1930, the number of poor blocks
and Hispanics living here has increased by two million
while an equal number of middle-class whites hos mowved
out, "

All of these factors combine to leave a heavy residue
of unemployment in the major cities even after asmploy=-
ment begins to rise elsewhere in the country. New
York's unemployment rate stood at 11,956 in September
and October compared with the national averate of

8.2%.

Unemployment in Boston stood at 12.9% in August,
compared with 6.9% a year before, while Detroit's

rate of joblessness stood at 13,696, compared with B.6%
a year before (before the really sharp drop=off in auto
alreody discussed)

The concentrated attack of the rulers of the United
State on New York workers — which it is crystal clear
they mean to keep in national prominence — points to
the imperialists’ strategy for cities across the land.
They hope to teach workers that the sacrifice of jobs
ard services is the only "solution” they should expect
as the cities decay.

That workers themselves are keenly aware of this mean=
ing of the New York crisis was revealed in an unex=
pected respanse to a national poll following President
Ford's scathing attack on New York City delivared at
the Washington, D.C., National Press Gub October
29, The poll showed that 69% of those queried believed
that o New York default would have an important ef-
fect on the national economy. Sixty-eight percent be-
lieved that other cities are facing similar financial
problems to New York, And 55% believed that the
federal government should provide funds to help New
York out of its finuncial crisis. The irony was that not
one single bill before the U.5. Congress at the time
actually considered direct federal aid to New York.
They were all merely different forms of federal guaran-
tees to the New York banks no different from the plan
that the Ford administration ended up initiating,

i*i

The demise of the "Jefferson Avenue” plant on the east
side of Detroit symbolizes the countervailing trends in
the American economy discussed in this article.

Under conditions of global economic crisis the U.5.
imperialist drive to maintain first place in international
competition will increasingly clash with the struggle

of Blacks and other oppressed minorities for equal rights
and job opportunities. A parallel process is the sharp
deterioration of living standards for all workers in the
industrial cities, supported by an offensive of the rul=
ing class to take back concessions to workers that had
been extracted previously. These deep-seated tenden-
cies are increasingly constont features of American so-
ciety, regardless of fluctuations In the "business cycle.”

FOOTNO TES:

1. For defails, see "Auto Industry: A Worldwide Cri=
sis, " by Ernest Mandel, INPRECOR, Mo, 4, July 18,
1974,

9 General Motors wos formed into its present monop=
oly structure in 1917, In ifs entire history — 1t has been
repeatedly "investigated" by high-level Congressional
committees and it hos been the target of numerous suits
— GM has not revealed the cost=of-production figures
for a single car manufactured in ifs plonts. Such is the
privilege of private ownershipl

3. OF its total employment General Motors also listed
15,129 (2.3%) “Spanish surnamed Americans”; 1,185
(0.23¢) "American Indian"; and 1,122 (D.2%) "Orien-
tal . " These jobs were heavily concentrated in the
same categories as Black workers.
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