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Introduction

Rick Kuhn

On May Day 1905, Jacob Bros announced the formation of the Jewish Social
Democratic Party to a rally of striking workers and other socialists in Krakéw.
Marching to join the rally organised by the Polish Social Democratic Party, the
Jewish demonstrators’ ranks had grown to over 2,000. Events were similar in
Lviv, Przemysl, and Tarnéw. Henryk Grossman, a 24-year-old university student,
was the principal author of the new organisation’s manifesto, wrote an earlier
pamphlet justifying the self-organisation of Jewish workers, and became the
JsDP’s founding secretary and principal theoretician.! He already had years of
experience leading students and workers in associations and trade unions asso-
ciated with the PpPsD in Galicia, the Polish province of the Austro-Hungarian
Empire.

From his first publications, as a leader of Jewish workers, through to his later
academic works, Grossman was concerned to make the Marxist case for revolu-
tionary working-class action. His investigations dealing primarily with eco-
nomic theory and brought together here for the first time were always linked
to this end.

Most of Grossman’s works in this volume were first translated into English in
the course of a broader project of making them more readily accessible. Three
further volumes will contain his more politically focused writings, studies in
economic history, and the first full translation of his The Law of Accumulation
and Breakdown of the Capitalist System. His main contributions to the history of
science have already been published together.2 All of Grossman’s letters, writ-
ten after World War 1, and reviews included in the project are in the current
volume, even when their primary concerns are not economic theory.

The first substantive part of this Introduction outlines Grossman’s life and
the content of his writings. The second, ‘Insights’ focuses on his elucidation of
Marx’s method, the dialectic between use value and value, crisis theories, and
revolutionary politics. These issues recurred in his economic works, highlight-
ing aspects of Marx’s theory that had been overlooked or misunderstood before

1 Grossman1905; Komitet organizacyjny zydowskiej Partyi socyalno-demokraticyczney w Gali-
cyi 1905. Grossman’s name in most of his German publications was rendered as ‘Henryk
Grossmann'. The source for the present account of Grossman'’s life and work, unless other-
wise referenced, is Kuhn 2007.

2 In Freudenthal and McLaughlin 2009.

© KONINKLIJKE BRILL NV, LEIDEN, 2019 DOI:10.1163/9789004384750_002



2 KUHN

Grossman. Many of them are still neglected or distorted, weakening efforts to
analyse contemporary capitalism in order to overthrow it. The final part out-
lines the structure and the conventions employed in this volume of Grossman’s
works. It also indicates the content of subsequent volumes.

Grossman’s Life and Work

University Student, Marxist Leader and Scholar: Krakéw and Vienna
Born in Krakéw to a prosperous Jewish family in 1881, Grossman became act-
ive in the PpsD while at school. The party’s neglect of Jewish workers led to
the formation of the jspp, which immediately applied for but was refused
membership of the federal General Austrian Social Democratic Party, along-
side its German-Austrian, Czech, Polish, South-Slav, Italian and, most recently,
Ukrainian organisations. An internationalist, Grossman was also involved in
smuggling literature for Rosa Luxemburg’s organisation, the Social Democracy
of the Kingdom of Poland and Lithuania, into Russian-occupied Poland. Des-
pite the hostility of the ppsD and the General Party, the Jspp grew rapidly,
organised many Jewish workers into trade unions for the first time, mobilised
them in struggles against their exploitation as workers and their oppression
as (mainly Yiddish-speaking) Jews, undertook extensive educational and pro-
paganda work, and within five months started publishing the weekly Sotsial-
demokrat. The first item in this collection is an unsigned article on the fortieth
anniversary of the publication of Marx’s Capital from this newspaper, whose
author may have been Grossman.? The JsDP led Jews in strikes and street
protests alongside workers of other nationalities, particularly in the struggle
for universal male suffrage. After completing his first degree, he moved from
Krakow to Vienna in late 1908 to continue his studies, particularly under the
economic historian Carl Griinberg, the most prominent socialist academic at a
university in the Austro-Hungarian Empire, with whom he had already worked
during the winter semester of 1906-07.

In his scholarly work before and during World War 1, Grossman dealt with
eighteenth-century economic policies and ideas in the Habsburg Empire. His
main research project was a study of the Empire’s trade policy for Galicia.#
After army training in 1915 and service on the Eastern Front, Grossman held
military administrative and research posts during the War. The extent of these

3 Anonymous 1907, see below pp. 42—43.
4 Grossmann 1914, also see Grossman 1912.
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duties apparently left time for other investigations. One result was a substantial
article on the relationship between the early theory of public policy (Polizei-
wissenschaft, literally ‘police science’) and the origins of official statistics in
Austria.?

A Communist Public Servant and Academic in Warsaw

Unable to take up the offer of a senior post in the Austrian Statistical Com-
mission in Vienna after the War, as a result of the racist policies of the new,
rump Austrian state, Grossman moved to Warsaw, where he joined the Com-
munist Workers Party of Poland in 1920. He worked for over two years at the
Polish Central Statistical Office, where he was in charge of the design of the
new republic’s first population census and published several articles related to
his work, before being appointed to a full professorship in economic policy at
the Free University of Poland. Because of his political activity, particularly in
the illegal Communist Party’s front organisations, Grossman was arrested five
times and did prison stretches of up to eight months.

Before moving to Warsaw, Grossman had delivered a paper to the Polish
Academy of Science in Krakdw in June 1919. It was critical both of the reform-
ist disproportionality theory of Mikhail Ivanovich Tugan-Baranovsky and Otto
Bauer and, implicitly, the underconsumptionist approach of the revolutionary
Luxemburg, who had recently been murdered in Berlin.® The paper was the
first evidence of his work on Marxist crisis theory. Substantial manuscripts,
written in Warsaw, elaborated on these ideas and a breakthrough he achieved
by extending Otto Bauer’s model of capitalist growth beyond just a few cycles.
In Poland, apart from an abstract of the Krakow paper, he published statist-
ical studies of the country’s past and present. Then there were two essays
in publications of Communist front organisations. One was a magazine art-
icle that provided a brief defence of Marx’s economic theory against critics.
The other introduced his own translations of Marx’s critique of the German
socialists’ draft Gotha Program and focused on the early reception of Marx
in Poland.” But Grossman’s most substantial non-statistical publication while
in Warsaw was a monograph, Simonde de Sismondi and his Economic Theor-
ies: A New Interpretation of his Thought.8 It arose from a lecture to the Polish
Society of Economists in December 1923, was published the following year in
French by the Free University in Warsaw ‘with the cooperation’ of the Institute

Grossmann 1916.

Grossman 1922, see below pp. 44—49.

Grossman 1923b, see below pp. 50-54; Grossman 1923a.
Grossman 1924a, see below, pp. 55-119.

0~ O WL



4 KUHN

for Social Research in Frankfurt, and remains an important reference point in
the literature on Sismondi’s economic works.%

Following the publication of his New Principles of Political Economy, pub-
lished in 1819, Jean Charles Léonard Simonde de Sismondi engaged in con-
troversies with David Ricardo, as well as Jean-Baptiste Say and John Ramsay
McCulloch,'® proponents of the first phase of ‘vulgar’ political economy, who
abandoned the insights of their classical predecessors, notably Adam Smith
and Ricardo. Sismondi’s work on the nature of capitalism!! was not only a refer-
ence point for Karl Marx, but also in two major socialist controversies. The first
was between the Narodniks (Populists), who invoked Sismondi, and Russian
Marxists, pre-eminently Vladimir Ilyich Lenin, over the scope for the devel-
opment of capitalism in Russia. In the second, among Marxists before World
War1, over the nature of imperialism, Luxemburg drew critically on Sismondi.'2
The issue, in both cases, was the underconsumptionist argument that crises
arose because, under capitalism, there is insufficient consistent demand to
ensure the sale of all that has been produced.’®

Unlike most of his predecessors, including Marxists but not Marx himself,
Grossman’s primary focus was not on Sismondi’s underconsumptionism but
on its deeper causes.* Grossman gave greater coherence to Sismondi’s rather
fragmented and unsystematic presentation,'® in accord with the logic of his
arguments, and stressed his originality. This was particularly true of Sismondi’s
method and grasp of the contradiction between commodities’ use values — the
concrete, practical and unquantifiable ways in which commodities with spe-
cific material, technical properties serve human purposes — and their exchange
values — expressing their social aspects and arising, in Marx’s more precise
formulation, from the amount of socially necessary abstract labour embod-
ied in them. Abstract labour is the common, quantifiable element of human
labour — the expenditure of human energy, abstracting from its specific, con-
crete forms — that is the basis for determining the ratios at which commodities

9 International Institute of Social Research 1934, p. 14. For a more extensive account of the
significance of Grossman’s Sismondi monograph, see Kuhn 2016a.

10  Sismondiiggid.

11 Sismondi 1837; Sismondi 1838; as well as Sismondi 1991d.

12 Lenin 1960, pp. 140-1, 142—5, 207-8, 247—8; Luxemburg 1951, pp. 218, 217, 328—31.

13 For a more detailed account of the main Marxist attitudes to Sismondi, see Kuhn 2016a. Of
underconsumptionist arguments, Marx wrote: ‘It is a pure tautology to say that crises are
provoked by a lack of effective demand or effective consumption’, Marx 1978b, pp. 486-7.

14  Grossman 1924a, see below p. 100.

15  Aftalion 1899, p. 41.
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are exchanged for each other or money, under capitalism.!® Like Grossman’s
1919 lecture, his Sismondi monograph dealt not only with these issues but also
the way disequilibrium could be intensified as producers increased output to
compensate for falling prices.

According to Sismondi, the exchange value based system necessarily gives
rise to disproportion between production and needs, and hence to crises,
because production and consumption are separate.l” Capitalists adjust pro-
duction to their pursuit of profit, not demand. So demand does not tend to
match supply, as mainstream classical political economists believed. The prob-
lem, Grossman insisted, is more profound than the concern about distribution
and working-class poverty that previous commentators had identified in Sis-
mondi’s work.!® Technological change also continuously disrupts the propor-
tion between production and demand and gives rise to concentration of own-
ership, crises, pauperism, unemployment and unequal distribution of wealth.!®

Grossman pointed out how the antecedents of a series of Marx’s concepts
were to be found in Sismondi’s works: the fetishism of commodities;?° socially
necessary labour time, the foundation of commodities’ values;?! the commod-
ity labour power (their capacity to work which workers sell for a wage), as
distinct from the activity labour, which solved the conundrums of exploitation
and the source of surplus value (newly created, additional value) under con-

16  Marx distinguished value, the amount of socially necessary labour time embodied in a
commodity, from its ‘manifestation’ as exchange value, but observed that ‘Once we know
this, our manner of speaking [referring to value as exchange value] does no harms; it serves,
rather, as an abbreviation, Marx 1976b, p. 152. On abstract labour, see Marx 1976b, pp. 142,
150, 188; Carchedi 1991, pp. 7-13.

17 Cf.‘[TThe antithetical phases’ of exchange involving money, that is the immanent contra-
diction’ arising from the separation between the sale of one commodity and the purchase
of another with the proceeds, that is intrinsic to the commodity form with its antitheses
including that ‘between use value and value) ‘imply the possibility of crises, though no
more than the possibility. For the development of this possibility into a reality a whole
series of conditions is required, which do not yet even exist from the standpoint of the
simple circulation of commodities, Marx 1976b, p. 209. Likewise, ‘Hence, the quality of
money as mediator, the separation of exchange into two acts, already contains the germ of
crises, at least their possibility, which cannot be realised except where there exist the basic
conditions of classically and fully developed circulation corresponding to its concept.
Marx 1986c¢, p. 133.

18  Grossman 1924a, see below pp. 69, 73, 75 et seq.

19  Grossman 1924a, see below pp. 93—-94, 95; also Grossman 1922, see below pp. 44—49.

20  Korsch1g70, p. 64; Lukacs 1971, pp. xlvi—xlvii, 11, 50, 164, 169; Grossman 1924a, see below pp.
79, 96. Marx’s early discussion of alienation gave rise to the observations about commodity
fetishism in Capital, see Marx 1975, pp. 290-1; Marx 1976b, pp. 163-77.

21 Grossman 19244, see below pp. 86, 98, 102, 104; Marx 19764, pp. 135—6; Marx 19874, p. 300.
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ditions of equal exchange;?? capital, as ‘permanent, self-multiplying value’;23
and crises, as a necessary feature of capitalism, arising from its contradictions
between forces and relations of production, use and exchange value, produc-
tion and consumption, capital and wage labour. His ‘inkling ... that the bour-
geois forms are only transitory ...”?* was also distinctive. While Marx praised
and built on Sismondi’s theoretical insights, he was critical of the Swiss eco-
nomist’s policy proposals.

In conclusion, Grossman persuasively identified Sismondi as the ‘first eco-
nomist who ... scientifically demonstrated that an economic system based on
abstract exchange value, as the sole purpose of production and regulator of it,
necessarily leads to disruptions and to “insoluble questions”’.2

Sismondi was a recurrent figure in Grossman’s research program. After leav-
ing Poland in 1925, he joined the Institute for Social Research in Frankfurt am
Main. In 1927 he was awarded his higher doctorate (Habilitation) for the major
study of Austrian trade policy in Galicia, completed before the War in Vienna,
under the supervision of Carl Griinberg (now the Institute’s director), and a
trial lecture on Sismondi and classical political economy.26 Grossman’s prin-
cipal and best known work, on Marxist crisis theory, The Law of Accumulation
published in 1929, drew attention to Sismondi’s innovative stress on capital-
ism’s transitoriness, a point on which he elaborated in his 1943 study of the
emergence of evolutionist thinking in economics.?”

Unlike the 1924 monograph, The Law of Accumulation included criticisms of
Sismondi’s unsatisfactory underconsumptionist explanation of crises. So too
did two short reviews and his entry on Sismondi in the Encyclopedia of the
Social Sciences in 1934.28 The entry referred to Sismondi’s hostility to demo-
cracy. Both it and his account of the development of Marxism, discussed in
the next section, endorsed Lenin’s critique of Sismondi’s underconsumption-
ism, shared by Karl Kautsky and Luxemburg.2® The arguments in the mono-
graph were briefly recapitulated in the encyclopaedia entry, which offered a
broader overview of his work. It referred to his studies of French and medieval
Italian history as well as the way he and Madame de Staél ‘paved the way’ for

22 Marx1988a, pp. 149, 157—8; Marx 1994, pp. 271, 418, 423; Marx 1976b, p. 277.

23 Marx1988a, p. 12; also Marx 1991b, p. 341.

24  Marx1989c, pp. 248, 274, 393.

25  Grossman 1924a, see below pp. 79-119.

26  Kuhn 2007, p. 9.

27  Grossmann 1992, p. 35; Grossman 1943a, see below pp. 573-576.

28 Grossmann 1934a see below p. 443; Grossmann 1934b, see below pp. 444—445; Grossman
1934, see below pp. 439—442.

29  Grossmann 1992, p. 35; Grossmann 1932f, see below p. 371-372.
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the modern sociology of literature.3° A later monograph on Marx’s originality,
issued in 1941, highlighted Sismondi’s pioneering critique of the fundamental
assumption of equilibrium in mainstream economics. Sismondi’s appreciation
of capitalism’s transitoriness and developmental tendencies were considered
in articles published in 1943, on the emergence of evolutionist thinking in eco-
nomics, and in 1948, on William Playfair.3!

Productivity and Prominence in Frankfurt

Political repression pushed Grossman into leaving Poland for a well-paid post
at the Institute for Social Research, associated with the University of Frankfurt
at which he also taught. The Institute was funded by an endowment secured by
Felix Weil, the radical son of a very wealthy businessman, to conduct Marxist
research. It was an excellent place to work. His period in Frankfurt, between
1925 and 1933, was Grossman’s most productive, although his publications
while there built on arguments developed in manuscripts written in Warsaw.

Grossman’s first major study of Marxist economic theory was a restatement
and recovery of fundamental features of Marx’s approach and revolutionary
politics, in 1928. In the course of demolishing a defective attempt in 1926 to
construct an innovative synthesis of Marxist economics and strategy, Fritz
Sternberg’s Imperialism, he touched on the expositions of Marx’s method and
theory of economic crisis that were soon set out more extensively in The Law
of Accumulation and his essay on the structure of Capital.3? Sternberg made a
living as a publicist in the extensive socialist space in Germany between the
social-democratic and communist parties. A recent convert from left Zionism
to Marxism, whose research had been supported by the Institute, he displayed
a limited familiarity with Marx’s works and accepted much of the revisionist
critique of Marx’s economic theory. Like many ‘Marxists’ today, Sternberg rejec-
ted the ‘historical Marx’, which amounted to the content of Marx’s fundamental
theories. The ‘living Marx’, Sternberg confidently asserted, would have acknow-
ledged the mistakes he brought to light. As Grossman put it, this was ‘beating
up Marx with Marx himself’.33

Sternberg followed his PhD supervisor Frankfurt Professor Franz Oppen-
heimer and the quintessential revisionist Eduard Bernstein, by stating that
Marx assumed intermediate social classes between the proletariat and bour-

30  Grossmann 1929a, p. 32; Grossmann 1934a, see below p. 443; Grossmann 1934b, see below
PP- 444—445; Grossman 1934, see below pp. 439—442.

31  Grossman 1943a, see below pp. 556—599; Grossman 1948, see below pp. 600—623.

32 Sternbergig7i

33  Grossmann 1928a, see below p. 122.
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geoisie would disappear. In fact, Marx devoted considerable attention to them
in discussions of ground rent in both the third volume of Capital and Theories
of Surplus Value. Sternberg failed, Grossman also revealed, to understand the
‘method of successive approximation’ (Anndherungsverfahren)3* that struc-
tured Capital, mistaking the production schemas in the second volume for
Marx’s final analysis.

While accepting the revisionists’ conservative critique of Marx, Sternberg
drew voluntarist conclusions. Revolution had to be made, even under unfa-
vourable circumstances, because a new imperialist war would render a suc-
cessful revolution forever impossible. Intellectuals and the revolutionary party
could overcome this difficulty by hammering’ ‘correct consciousness’ into the
working class, irrespective of objective economic circumstances and the class
struggle. Drawing on the critique of the revisionists’ idealism by ‘the great
fighter’ Luxemburg,3® Grossman demonstrated that this had nothing to do with
Marx’s materialism. To Sternberg’s voluntarism he counterposed Lenin’s ana-
lysis of revolutionary situations.36

In asserting that Marx thought that the working class was consistently
impoverished under capitalism, Sternberg again had recourse to Bernstein’s
arguments. He explained profits in terms of capitalist competition, in an argu-
ment that attributed Thomas Malthus’s views to Marx. In contrast, Grossman
provided a basic lesson in Marx’s labour theory of value and recovered his
neglected theory of wages.37 Sternberg propounded an underconsumptionist
theory, derived from Luxemburg and others, that economic crises were the
consequence of the exhaustion of the possibility of sales to ‘third persons’ out-
side capitalist relations of production, which Marx had failed to discuss. This
too derived from the mistaken idea that the reproduction schemas in Capital,
Volume 2, embodied Marx’s conception of concrete capitalist reality. Actually,
capitalism’s tendency to break down arises not from problems in realising sur-
plus value, i.e. insufficient markets, but from the insufficient surplus value pro-
duced. Foreign trade, by transferring surplus value from less to more developed
countries — the process now called ‘unequal exchange’ — and the export of cap-
ital, are only significant as factors that temporarily off-set this tendency.3® Here
Grossman was referring to the effects of the rising organic composition of cap-
ital (the ratio between living labour and means of production in the production

34  Grossmann 1928a, see below p. 129.

35  Grossmann 1928a, see below p. 141.

36 Grossmann 1928a, see below pp. 138-144.

37 Grossmann 1928a, see below pp. 144-166.

38 Grossmann 1928a, see below pp. 166-169, 174-176.
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process) on the rate of profit, which his work in Warsaw had already identified
as the core of Marx’s explanation of capitalism’s breakdown tendency.

‘A New Theory of Imperialism’ was republished in a German collection of
Grossman'’s essays in 1971. The other essays in that collection are also in the
present volume: ‘The Change in the Original Plan for Marx’s Capital and its
Causes’, ‘The Value-Price Transformation in Marx and the Problem of Crisis’,
‘Gold Production in the Reproduction Schema of Marx and Rosa Luxemburg),
and ‘The Evolutionist Revolt Against Classical Economics’.3?

In a devastating polemic, Grossman reviewed Principal Theories of Econom-
ics, by the conservative and later fascist academic Othmar Spann, exposing
some of the multitude of errors in its section on socialist economics. The book
was only worth attention because it served as a pre-exam, cramming aid for
students and had gone through many editions after its original publication in
1910.#0 There was also a very short review in 1928 of a republished but dated
empirical text by Maurice Bourguin. These two reviews, like ‘A New Theory of
Imperialism’, appeared in Griinberg's journal, which had become the organ of
the Institute.#!

The Law of Accumulation was published in 1929. It spelt out the relationship
not only between Marx’s theory of the law of the tendency for the rate of profit
to fall and its countertendencies, and crises, but also capitalism’s tendency to
break down. In dealing with these matters, the book explained and employed
in its own structure Marx’s method in Capital.

An article on Marx’s method in Capital was a companion piece to the The
Law of Accumulation. Elaborating on points in the book and earlier publica-
tions by Grossman, ‘The Change in the Original Plan for Marx’s Capital and
its Causes’ explained how and why Marx changed the structure of his work.#2
After initially conceiving it as dealing sequentially with different aspects of
capitalism, Marx modified his plan. In accord with the method of successive
approximation, Capital abstracted from the less important features of capit-
alism, which clutter our perception of it, and dealt first with the most funda-
mental. Subsequently the features that had been initially discarded were intro-
duced in stages to build up a more complicated model, incrementally closer
to the reality we perceive. Grossman argued that Marx’s decision to change his
plan was associated with the formulation of his reproduction schemas, even-

39  Grossmann 1971b. For the most recent comprehensive bibliography of Grossman’s works
and their republication see Scheele 2017a.

40  Grossman 1928b, see below pp. 177-181.

41 Grossman 1928c, see below p. 182.

42 Grossman 1929b, see below pp. 183—209.
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tually published in the second volume of Capital. By at first abstracting from
different empirical forms taken by surplus value — commercial profit, interest
and ground rent — and focusing on it in aggregate, Marx was able to clearly
specify and explain the tendency for the rate of profit to fall and capitalism’s
tendency to break down, as fundamental corollaries of his labour theory of
value and the long-term rise in the organic composition of capital.

Luxemburg had tried to demonstrate that Marx’s presentation of the con-
ditions necessary for growth in the reproduction schemas was ‘incomplete’
because they should have demonstrated that expanded reproduction required
the existence of non-capitalist areas and was impossible under pure capitalism.
For her, this, rather than the tendency for the rate of profit to fall, explained why
capitalism tended to break down. But the reproduction schemas were com-
plete, Grossman explained, and non-capitalist areas, including foreign trade,
are not necessary for the survival of capitalism. There was no gap, as Luxemburg
asserted, in Marx’s analysis. The case made in his essay still shines a spotlight
of clarity into the convoluted debate over the structure of Capital that has con-
tinued to the present.*3

While The Law of Accumulation was very widely reviewed, there was a con-
demnatory consensus about the book among most left-wing commentators,
because it contradicted the explanation of economic crises that became the
Stalinist dogma, while its emphasis on their inevitability was uncongenial to
social democrats. Despite explicit statements to the contrary in the book, Sta-
linists, most council communists, as well as social democrats agreed that it
expounded a mechanical theory of capitalist breakdown.#* The controversy
made Grossman more publicly prominent than any other active member of
the Institute, after Griinberg was incapacitated by a stroke in January 1928.

Not inclined to passivity, Grossman drafted responses to his critics. Presum-
ably written shortly after the appearance in 1929 of hostile reviews by Helene
Bauer and Alfred Braunthal in the theoretical journals of Austrian and Ger-
man social democracy, these manuscripts provided theoretical and empirical
grounds for dismissing the claim that the devaluation of capital would consist-
ently off-set the tendencies for the organic composition of capital to rise and
for the rate of profit to fall.4>

In reply to Braunthal’s accusation that his theory of breakdown was con-
cerned with the impoverishment of capitalists, Grossman reiterated that eco-
nomic crises lead to intensified class conflicts and that his use of a version of

43  See Kuhn 2013, pp. 121-33.
44 Kuhn 2007, pp. 138-46.
45  Helene Bauer 1929; Braunthal 1929; Grossman n.d.a., see below pp. 210—225.
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Otto Bauer's schema was designed to refute this proponent of the possibility of
sustained, indefinite growth under capitalism. Marx, furthermore, quite delib-
erately applied the term ‘law’ to the tendency for the rate of profit to fall. There
had been, despite Braunthal’s assertion, no evidence to contradict it.

After favourably reviewing The Law of Accumulation in the Chicagoer Arbeit-
erzeitung, which he edited, Paul Mattick made contact with Grossman, initially
through his then wife Frieda, who handled the publication’s correspondence.
As both men were Marxists interested in economic analysis, Grossman’s let-
ters to the German-Us council communist Mattick reveal his views about both
economic issues and revolutionary tactics. Mattick provided Grossman and
the Institute in Frankfurt with research materials from the United States and
propagated his correspondent’s economic theories in the usa and European
council communist circles. Grossman encouraged Mattick’s development as a
writer, helped him place articles, and supported his pursuit of research fund-
ing. In his letters between 1931 and 1937,*¢ Grossman wrote about his own
work, Marxist theory and tactics in comradely terms, despite their differences.
Mattick was hostile to the political parties, conventional trade unions and
the Soviet Union, and stressed the importance of spontaneous working-class
action, while Grossman had a Leninist conception of Marxist politics, and con-
sistently regarded the Soviet Union as socialist, even when he was, for a while,
highly critical of Communist policies.

Grossman'’s essay on the plan for Capital pointed out the failure of Lux-
emburg (and many others) to appreciate Marx’s method in Capital, which
seriously undermined not only her interpretation of that work but also her
understanding of capitalist dynamics. A contribution to a volume of essays
celebrating Griinberg’s career, ‘Gold Production in the Reproduction Schema
of Marx and Rosa Luxemburg), refuted a tangential aspect of her effort to dis-
credit Marx’s reproduction schemas in the second volume of Capital, and drew
on a longstanding interest in the question of money.*”

The essay implicitly conveyed a further argument. In the Communist press,
the response to The Law of Accumulation had been uniformly hostile. The
book had bluntly characterised Jeno Varga, from 1930 Stalin’s lieutenant in eco-
nomics, as an ‘epigone’ of Marx.*® Since 1931, Luxemburg had been subject to
another campaign of defamation by the parties of the Communist Interna-
tional, on the signal of its Russian leadership. But Varga’s theory of crises was an

46  Grossman 19317, see below pp. 226—275.
47  Grossman 1924c, pp. 167—84; Grossmann 19324, see below pp. 276-303.
48 Grossmann 19293, p. 51.



12 KUHN

unacknowledged appropriation of Luxemburg’s arguments.*9 The mainly tech-
nical argument against Luxemburg extended the critique of the most promin-
ent Marxist underconsumptionist in ‘A New Theory of Imperialism), The Law
of Accumulation and ‘The Change in the Original Plan) and challenged the
Stalinist orthodoxy in economics. In using the cover of the campaign against
Luxemburg, Grossman unfortunately expressed an unwarranted, general rejec-
tion of her theoretical work that contradicted his earlier, much more generous
and more accurate assessments.>°

Luxemburg made inconsistent statements about Marx’s reproduction sche-
mas. Her proposed ‘improvements’ included adding a new department produ-
cing commodity money, i.e. gold, in addition to the two creating means of pro-
duction and means of consumption. These improvements were, however, logic-
ally flawed and incompatible with the model’s assumptions. Marx had fore-
shadowed that he would discuss the exchange of gold within the department
producing means of production. In editing his manuscripts into the second
volume of Capital, Engels could not find such a discussion. Grossman refuted
Luxemburg’s claim that this indicated that such a treatment was impossible
by demonstrating that it was. He also refuted Luxemburg’s criticism of Marx’s
conclusion that the amount of gold in circulation would build up, even under
simple reproduction.5! Gold is no longer a money commodity, as it was dur-
ing the nineteenth century and into the twentieth. Marx’s discussion of gold
and other forms of money, nevertheless, still provides a basis for contemporary
Marxist analysis of monetary phenomena.>?

In his 1932 article, ‘The Value-Price Transformation in Marx and the Prob-
lem of Crisis’>® Grossman applied his earlier clarifications of Marx’s method
and the reproduction schemas in the second volume of Capital to Marx’s dis-
cussion of the average rate of profit and the transformation of values into
prices of production in the third. Competition, abstracting from monopolies,
and the pursuit of higher profit rates leads to the establishment of an average
rate across industries. The redistribution of surplus value, from industries with
higher to those with lower rates of profit, involved results in commodities hav-
ing prices of production which can be different from their values. This process

49 Day 1981, pp. 148-51,187, 202-11.

50 Grossmann 1928a, see below p. 141; Grossman 1929a, p. 22.

51 The analysis of gold production in Grossman 1932a has attracted little attention in the
literature. The objections in Sandemose 2006 are spurious.

52 See Moseley 2005. Kowalik, in his extensive discussion of Luxemburg’s economic theory,
endorsed Grossman'’s critique of her discussion of gold production, 2014, pp. 70, 173.

53  Grossmann 1932b, see below pp. 304—-331.
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gives all capitalists an interest in the conditions of exploitation in industries
other than their own. Both Luxemburg’s underconsumptionist explanation
of economic crisis and accounts, particularly those of Rudolf Hilferding and
Otto Bauer, grounded in disproportionality between the values produced in
different departments of production, based their analyses on the reproduc-
tion schemas of Capital, Volume 2. These approaches were inadequate because
their demonstrations, if they were to apply to the real world, should have been
conducted not in terms of values but of prices of production. In failing to do
so, Grossman concluded, they reverted to the pre-Marxist economic theory of
Ricardo.

The problem did not arise in Marx’s theory of crisis, arising from the tend-
ency for the rate of profit to fall, as recovered by Grossman, despite allegations
by some critics.5* The tendency arose at the aggregate level and was unaffected
by the redistribution of surplus value because Marx’s transformation resulted
in total prices of production equal to total values, total profits (in price of pro-
duction terms) equal to total surplus value, and no change in the average rate of
profit. Both before and after Grossman’s contribution, most discussions of the
value-price transformation have been preoccupied with mathematical proced-
ures, neglecting its broader significance, that he emphasised, for the validity of
Marx’s economic analysis.55

As an exiled Polish citizen, Grossman had to be careful about his political
activity in Germany. Although politically very close to the Communist move-
ment, this and his job at the Institute for Social Research meant that he was free
to conduct research and write unconstrained by a party line or the priorities of
anormal academic post. He was insulated from the Stalinisation of the German
Communist Party and the Communist International, completed by the end of
the 1920s, that accompanied the defeat of the revolution in Russia and the rise
of a new state capitalist ruling class. For the rest of his life, despite his continu-
ing sympathy for the Soviet Union, Grossman defended his contributions to
Marxist economic theory, anathematised in official Communist publications,
both in periods when he supported the principle orientations of the Interna-
tional and when he was critical.

After Griinberg was incapacitated by a stroke, Grossman took over his task
of writing entries for Elster’s Dictionary of Economics: a standard German ref-
erence work, in three hefty volumes.>¢ His distinctly Marxist entries appeared
in this peculiar place. They dealt with prominent socialists, including Lenin,

54  Gurland 1930, pp. 79—-80; Sternberg 1930, pp. 12-16; Neisser 1931, pp. 73—4-
55  See Kuhn 2016¢.
56  Elster1931—3.
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socialist and communist parties, Bolshevism, the Second and Third Interna-
tionals, anarchism and Christian socialism, as well as Marxism after Marx. The
editor, Ludwig Elster, allowed Grossman, as an expert, scope to express his own
political and economic views in a forthright tone; the same was true of the item
on ‘Socialist ideas and theories (National Socialism)’ written by a Nazi econom-
ist.57

Griinberg had written the initial sections of the item on ‘Socialist ideas and
theories (socialism and communism)’ for an earlier edition of the dictionary.
In an additional part, ‘The further development of Marxism to the present), also
issued separately as ‘Fifty years of struggle over Marxism, Grossman provided
a valuable survey of historical materialism’s development after Marx’s death.
Published in 1932 and 1933, it examined major controversies over politics and
economics, and the application of Marxist analysis, in the context of the history
of capital accumulation and the labour movement. The final section summed
up Grossman’s own key contributions and constituted an implicit reply to his
critics.58

Only Karl Korsch’s article ‘Marxism and Philosophy’, which provided a
shorter overview of the history of Marxism from Georg Wilhelm Friedrich
Hegel to 1923, was an obvious immediate predecessor of Grossman’s study.
There were earlier discussions of the history of socialist ideas and Marxist
organisations but none examined the development of Marxist thought, espe-
cially after Marx’s death, more than superficially. Other works, the most out-
standing of which was Lenin’s State and Revolution, had dealt with particular
controversies within Marxism.5%

In his survey, Grossman condensed a huge literature by highlighting key
works and arguments. He started by noting that the appreciation of Capital’s
full significance was very limited for decades. After the Anti-Socialist Law
lapsed in 1890 and the Social Democratic Party of Germany, the largest social-
ist organisation in the world, could operate openly, the influence and soph-
istication of Marxist analysis grew rapidly. But the rise of revisionism in the
party challenged the revolutionary core of Marxist politics and the validity of
Marx’s labour theory of value. Following Luxemburg, Grossman pointed out
that Kautsky, then the foremost Marxist theorist in the world who did make
some telling criticisms of Bernstein, fundamentally revised Marxist politics too.
Marx’s understanding of the state was only ‘reconstructed by Lenin over twenty
five years later’

57  Jessen1933.
58  Grossmann 1932f/1933a, see below pp. 378—388.

59 Korsch 1970; Lenin 1964g.
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Like Lenin, Grossman explained the rise of revisionism as the result of the
emergence of a thin layer in the working classes of developed capitalist coun-
tries, an ‘aristocracy of labour’, that gained material benefits from the imperial-
ist exploitation of the colonial world.60 This was a weak argument. To the extent
that imperialism improved the living standards of well-paid workers, because
of more buoyant labour markets and access to cheap raw materials and food-
stuffs, it did so for the rest of the working class in the imperialist heartlands too.
More compellingly, Grossman associated revisionism with a period of capital-
ist expansion, during which the working class was able to extract concessions
from the ruling class, and the rise of a layer of full-time labour movement offi-
cials, who are not by definition workers themselves, particularly in the trade
unions.5!

Grossman did not devote much space to historical materialist analyses out-
side the areas of politics and economics. But he mentioned studies by Kautsky
and ‘brilliant’ writings by Franz Mehring and Georgi Valentinovich Plekhanov
on philosophy, history and literary criticism. He also highlighted the work of
Karl Korsch and, in particular, Georg Lukacs’s ‘fine and valuable book’ History
and Class Consciousness. The absence of Antonio Gramsci from Grossman'’s sur-
vey may seem surprising to contemporary Marxists. But very few of the Italian
Communist leader’s works appeared in languages other than Italian during his
lifetime. Gramsci’s prison notebooks were still being written in 1932. It was
years after World War 11 before his major works appeared in translation.

In the period before World War 1, international tensions and domestic class
struggles intensified, as economic conditions changed and capital went onto
the offensive. Against this background, Marxists started to devote more atten-
tion to the issue of imperialism. There was another gap in Grossman’s sur-
vey here: the theory of permanent revolution, developed by Parvus and Leon
Trotsky and tacitly embraced by Lenin and the Bolshevik Party, in 1917.62 It
explained how socialist revolution was possible in a relatively backward coun-
try like Russia, because it was part of the international capitalist system and
exhibited some particularly modern features, like a combative working class
and advanced industry, even though the vast majority of the population was
composed of peasants working with relatively primitive technologies. A social-
ist revolution in Russia could therefore occur but could only survive if it spread
to more developed countries.53 Contrary to the survey’s assertion that the Rus-

60  Grossman 1932f/1933a, see below p. 335.

61  Grossman 1932f/1933a, see below p. 336; Cliff 1957; Post 2010; Bramble 2012.
62 Lenin 1964e¢, p. 341.

63  See Trotsky 1969a.
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sian Communists did not associate the possibility of revolution with a specific
level of capitalist development, the theory of permanent revolution identified
the system of global capitalism’s maturity as a crucial precondition for socialist
revolution.

The theory of permanent revolution was a much more profound argument
than Nikolai Ivanovich Bukharin’s no doubt useful insight that in less advanced
countries, ruling class power was often more fragile. Grossman unnecessarily
criticised Bukharin’s contention, in the mistaken belief that it was incompat-
ible with his own understanding of the Russian Revolution as a symptom and
the start of capitalist breakdown, which made developed countries vulnerable
to revolution. He also misleadingly denied that Bukharin’s insight was also
Lenin’s and was silent about the vicious repressiveness of Stalin’s regime. In
this way, Grossman was able to avoid alienating the Stalinist leadership of the
Communist movement more than was necessary in defending his own posi-
tions. He was aided by Stalin’s own contortions on precisely the question of
the political implications of uneven capitalist development.64

Like many other Communists at the time, who remained committed, in prin-
ciple, to working-class self-emancipation, the essence of Marxism, Grossman
did not recognise the defeat of the Russian Revolution, which was a massive
setback for the international working class, in practice.5> He was impressed by
what he saw on a visit to the Soviet Union, as the leader of an academic delega-
tion in 1932. He did not, however, simply reproduce the Stalinist falsification of
the history of the Russian revolutionary movement. His survey acknowledged
contributions to the workers’ movement by socialists and Communists whose
positive role the Russian regime now simply denied, notably Parvus, Grigory
Yevseevich Zinoviev, Bukharin and Herman Gorter and even its principal hate
figure, Trotsky. Emphasising the impact that the Russian Revolution had on
Marxist theory, Grossman referred to Bukharin’s specific version of the revolu-
tionary argument that the development of capitalism in the womb of feudal-
ism could not be the pattern for the transition to socialism. The survey also
noted the contribution of David Riazanov, who had a close association with
Carl Griinberg and the Institute for Social Research, to the history of Marxism
and his leadership of the Marx-Engels Institute in Moscow, even though he had
been arrested as an anti-Soviet conspirator and dismissed from that postin1931.

64  See Lenin 1964f; Stalin 1954.
65  See Haynes 2002; and Tony Cliff’s classic, Cliff 1974.
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Exile in Paris and London

Soon after Hitler became the German Chancellor in January 1933, most mem-
bers of the Institute went into exile and had settled in New York by October
1934. Grossman, however, moved to Paris. From there, London and later the
United States, correspondence with colleagues replaced daily contact and con-
versation. His letters to Leo Lowenthal®® and Max Horkheimer, who had suc-
ceeded Griinberg as the Institute’s Director,6” provide insights into his intensely
Marxist outlook, loyalty to and honesty with those he regarded as friends or
close allies, and the logic of his writings for wider audiences.

The Communist movement'’s blindness to the significance of the Nazis’ rise
and the German bourgeoisie’s gift of power to them jolted Grossman into a
much more critical attitude towards the leadership of the Communist Inter-
national for several years. The Communists’ equation of social democracy and
Nazism prevented an effective response to Hitler that could have united work-
ers who were social democrats, Communists or just trade unionists. Grossman
recommended Trotsky’s discussion of the ‘German catastrophe’ to Paul Mat-
tick and in Paris associated with the former Communists Jacob Walcher and
Paul Frolich who led the Socialist Workers’ Party of Germany (sap), which was
originally a split from the Social Democratic Party.

In France, Grossman wrote a critique of Franz Borkenau'’s study of the emer-
gence of the scientific worldview. This very substantial review article, along
with the work of Boris Hessen and unlike Borkenau’s fundamentally flawed
position, was a pioneering Marxist account of the emergence of modern sci-
ence.58 Its author continued to employ a Marxist approach to the history of
science in book reviews and a substantial manuscript on René Descartes, first
published in 2009.69

In early1936, as international tensions mounted in Europe, Grossman moved
to London. There, Russia’s ambiguous backing for the Republican side in the
Spanish Civil War seems to have prompted him to return to essentially uncrit-
ical support for Stalin’s main domestic and foreign policies. This paralleled the
saP’s endorsement of the Comintern’s Popular Front tactic of alliances with
‘progressive’ bourgeois parties and, eventually, ‘democratic imperialist’ powers.

While Grossman was in London, Horkheimer suggested that he turn the dis-
cussion of methodology in The Law of Accumulation into an article for a 1937

66  Grossman 1933—9, see below pp. 389—399.

67  Grossman 1934—43, see below pp. 400—438.

68  Grossmann 2009a. Also see Freudenthal and McLaughlin 2009.

69  Grossmann 1938a, see below pp. 450—454; Grossman 1941d, see below pp. 549—555; Gross-
mann 200gb.
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issue of the Institute’s journal. Grossman responded with a proposal for a more
original piece to mark the seventieth anniversary of the publication of the first
volume of Marx’s Capital,’® just as the Sotsial-demokrat had celebrated the
book’s fortieth birthday.” The new essay would challenge the notion, shared
by non-Marxists and most Marxists alike, that Marx had perfected classical
political economy, arguing instead that he had revolutionised the work of his
predecessors. It would identify elements that distinguished Marx’s theory from
those of the classical political economists and their bourgeois successors. In
addition to new investigations, particularly of contemporary economics, Gross-
man could also draw on his previous writings, back to 1919 at the latest, research
done by 1926, and courses he had taught in 1928, ‘Exercises on the Question of
the Relationship between Marx and Ricardo’ and, in 1930, on ‘Marx as a Histor-
ian of Political Economy’”2 The essay included arguments previously intended
for a sequel to The Law of Accumulation and Breakdown.™

Horkheimer liked the proposal. Hardly surprising, given that Grossman was
building on and radicalising themes in his own recently published article, ‘On
the Problem of Truth, and an earlier letter, which in turn drew on Grossman’s
exposition of Marx’s method.” These two Institute members did not exercise
a major influence on one another, but did have friendly and fruitful exchanges
until the late 1930s.

During the 1930s and into the 1940s, Grossman continued to keep up with
the theoretical and empirical literature on economic crises and published a
series of critical book reviews in the Institute’s journal.”> The most substan-
tial dealt with Joseph Schumpeter’s text on business cycles. Its concerns were
closely related to those in his study of the distinction between Marx’s dynamic
economic theory and the static approaches of bourgeois economists, initially
conceived as the Capital anniversary essay.”®

70  Horkheimer 1936a; Grossman 1936, see below p. 420.

71 Anonymous 1907, see below pp. 42—43.

72 Grossmanig22, see below pp. 44—49; Universitit Frankfurt am Main 1928, p. 52; Universitit
Frankfurt am Main 1930, p. 54.

73 Grossman 1935a, see below p. 264.

74  Horkheimer 1995¢; Horkheimer 1993a.

75  Grossmann 1934b, see below pp. 444—445; Grossman 1939a, see below p. 461; Grossman
1939b, see below pp. 462—-464; Grossman 1939c, see below pp. 465-466; Grossman 1939d,
see below pp. 467—468; Grossman 1941c, see below pp. 546-548.

76 Grossman 1941b, see below pp. 534-545.
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Reunion, Separation and Return: New York and Leipzig

After moving to New York in October 1937, the Institute’s most competent eco-
nomist also contributed theses and observations to its seminar series on mono-
poly capitalism, which included a brief recapitulation of his theory of eco-
nomic crises and their implications for the class struggle and inter-imperialist
rivalry.”” A longstanding interest in slavery, which Marx regarded as the pivotal
issue in the us Civil War, was apparent when he reviewed a collection of Marx’s
and Engels’s newspaper articles and correspondence on the conflict.”®

Grossman had completed a long draft of his examination of the relation-
ship between Marx and his predecessors by May 1937. He considered writ-
ing it as a book, rather than an article and expanded its scope.” Work on
the study continued in New York. Eventually titled Marx, Classical Political
Economy and the Problem of Dynamics (henceforth referred to as Marx and
Dynamics), its publication was delayed by the process of revision, including
reductions of its length by a fifth and then a further quarter, and practical
developments beyond the Institute’s control. Repeated postponements of its
appearance contributed to rising tensions between Grossman and the Insti-
tute, in the persons of Horkheimer and his administrative lieutenant and life-
long friend, the economist Friedrich Pollock. In 1941, relations became poison-
ous.

The rift had theoretical, political and financial aspects. By 1939, Horkheimer
and Theodor Adorno, adopted as his closest collaborator, had truncated Marx’s
‘critique of political economy’, validating only its negative aspect and reject-
ing its constructive side, the application of Marxist categories to the empirical
analysis of capitalism, which they designated as ‘positivism, i.e. wrong.8¢

This was accompanied by rejection of the core of Marxist politics, recogni-
tion that the working class was capable of emancipating humanity, to which
Grossman was still committed; a distaste for left-wing engagement; and an
even more pronounced pursuit of the apolitical, academic respectability that
Horkheimer had cultivated since arriving in the Usa.8! In contradiction with
his views about the working class, Grossman was again favourably disposed

77  Grossmann 1985a; and Grossmann 1985b, see below pp. 446-449.

78  Grossman 1938b, see below pp. 455-460.

79  See Horkheimer 1995¢, editorial note 2, p. 164, referring to a letter from Friedrich Pollock
to Grossman of 12 July 1937, and the manuscript Grossman 1937a, part of which has been
published as Grossmann 2017d.

80  Horkheimer and Adorno 1985, p. 438; also Adorno and Horkheimer 201, p. 50. Cf. ‘[I]t is
the ultimate aim of this work to reveal the economic law of motion of modern society’,
Marx 1976b, p. 92.

81 See, for example, Horkheimer 1996b.
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not only to the Stalinist regime in Russia but also to its foreign policies, while
Horkheimer's circle recognised the reality of the violently oppressive police
state there. And he resented pay cuts imposed by Horkheimer and Pollock on
members of the Institute, as a result of a crisis in its finances. Through brutal
behaviour, notably towards his fellow and more talented economist, Pollock
also attempted to drive those regarded as peripheral to Horkheimer’s higher
theoretical ends off the payroll altogether.

Fed up with postponements in the study’s publication as a monograph,
Grossman eventually threatened to issue it as a book in English, prefaced by
a statement about the Institute’s two-year sabotage of its appearance, if it was
not available by Christmas 1941.82 Leo Lowenthal, who looked after the practic-
alities of the Institute’s publications, complained that Grossman’s inaccurate
referencing held it up because stencils had to be retyped. As indicated in the
translation below, several such errors were not picked up at that stage and it has
still not been possible to identify a couple of Grossman’s references to Marx.83
Finally a mere 8o duplicated copies of the monograph, dated 1941, were issued.
Since then, it has been republished at least twice in German and translated into
Italian, French, Dutch (in part), Danish and English (three times).84

The fundamental assumptions and propositions of mainstream economics
are, in the main, internally consistent and, where they are not, its usefulness
as a class ideology and hence sponsorship by the capitalist class and states has
ensured that theoretical doubts, conundrums and inconveniences have been
concealed from broad public attention.85 As part of the struggle against capit-
alism, Marx undertook a critique of its proponents’ economic theories, which
provided justifications for the existing order, and counterposed an alternative
analysis. Grossman’s study was conducted in this belligerent spirit of class war-
fare, not one of polite academic debate, identifying the limitations of bourgeois
economics, notably the bankruptcy of then and still dominant marginalist the-
ory, and the superiority of Marxism.

Earlier Marxists had undertaken critiques of marginalist economics.8¢
Friedrich Engels began the job with a very brief comment on William Stanley

82  Thereisamanuscript translation into English (Grossman n.d.b) of part of the draft essay in
German (Grossman 1937a), which includes material that did not appear in the published
German version (Grossman 1941, see below pp. 469-533).

83  Lowenthal 1996, p. 222; Lowenthal 1939.

84  Grossmann 1969; Grossmann 1970; Grossmann 1971a; Grossman 1972; Grossmann 19753;
Grossmann 1975b; Grossman 1977; Grossmann 2007; Grossman 2015,

85  Dobb 1936, p. 127; Varoufakis 1998, p. 352.

86 See Chaloupek 1986; and Kuhn 2014.
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Jevons’s theory, accurately concluding ‘Vulgar Economy everywhere!’87 While
deeming marginalist economics unsatisfactory for its understanding of val-
ues and prices, Conrad Schmidt thought the approach offered insights into
the behaviour of consumers faced with already established prices.88 Henry
Hyndman made telling points against Jevons’s individualist perspective, its
continuity with earlier vulgar economics and incompatibility with Marx’s la-
bour theory of value. As Grossman did decades later, Hyndman also noted
that demand no longer drove supply. Like Schmidt, however, he mistakenly
regarded the theory as incapable of explaining supply in its own terms.9
Bernstein offered vague and eclectic suggestions that there was merit in both
Marxist and marginalist theory.%? In response, Kautsky insisted that ‘Marxism’s
bones must first be broken’ before the two could be combined.”

Hilferding and Bukharin also judged marginalism and Marx’s labour the-
ory of value to be incompatible. Others regarded a coherent theory of value as
dispensable.®2 Otto Bauer followed Schmidt in thinking that marginalist eco-
nomics shed light on demand, and advocated Bernstein’s eclectic approach;
Kei Shibata argued that Marx’s value theory could be an optional extra; and
Oskar Lange rejected it while endorsing Marx’s analysis of economic institu-
tions.%® Later, Maurice Dobb highlighted mainstream economists’ unrealistic
assumptions that individuals’ preferences are independent of each other, mar-
ket and social relations, and are ‘fairly permanent and consistent’.* Dobb, like
Grossman, stressed the conceptual continuity between the ‘revolutionary’ mar-
ginalists, with their mathematical appurtenances, and their immediate vulgar
economic predecessors.

Grossman did not recapitulate the arguments of earlier Marxist critics of
mainstream economic theory at any length. Instead he grounded the con-
trast between its static approach — from the Physiocrats,®> Smith and Ricardo
through to the present — and Marx’s ability to grasp capitalist dynamics in
the contradiction between use value and value, and specifically the ‘dual char-

87  Engels 20014, p. 137.

88  Schmidt1892.

89 Hyndman 1921, pp. 158—9, 261-6, 268—70.
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acter of labour’. Marx had written to Engels that this was one of the two ‘best
points’ in Capital.96

Bourgeois economists’ need to demonstrate that capitalism is rational and
self-regulating resulted in the assumption that economies were characterised
by a tendency to equilibrium. This approach was necessarily static and ignored
capitalism’s inherently wild fluctuations and crises.®”

Disturbances came from outside, according to mainstream economics back
to Smith: war, crop failure, state intervention. Later attempts to attribute crises
to monetary problems, by Knut Wicksell and subsequently Friedrich Hayek,
Irving Fisher and Ralph George Hawtrey were also static. Efforts to account for
them in terms of technological change, disproportion among sectors, lengths
of construction periods, and durability of production goods (the accelerator
principle) were empirical observations divorced from theory.

Vulgar bourgeois economics had abandoned the labour theory of value and
attempted to explain exchange value, understood as price, in terms of utility.
Vilfredo Pareto solved the problem that it is impossible to measure the util-
ity of commodities directly. He derived demand curves from the comparisons
people supposedly make in their choices among different goods (commodit-
ies), in order to maximise their well-being. But for this ‘ordinal’ approach to
work, Grossman pointed out in one of the first Marxist critiques of the more
sophisticated version of marginalist theory that emerged during the 1930s and
1940s, further unreal assumptions had to be made: the infinite divisibility of
goods, unlimited substitutability between them (ignoring the material char-
acter of commodities as use values) and perfect knowledge. He also noted
the importation, without justification, of theoretical physics’ conceptual and
mathematical apparatus, including the distinction between statics and dynam-
ics, into marginalist economics.?® Pareto’s equilibrium equations were only
possible because he, like his predecessors, excluded the dynamic factor of the
production process and dealt only with exchange.

Equilibrium theory entails ‘the assumption of the simultaneous rhythm of
all economic processes’. Economic processes, however, involve not just the cir-
culation of commodities but also their production as use values. The duration
of the periods of production and even the circulation of different commodities
vary. Their coincidence, if it occurs at all, can only be accidental. Yet vulgar eco-

96  Marx 1987b, p. 407. On the importance and previous neglect of use value in economic
processes, see Rosdolsky 1977, pp. 71-95, originally published as an article in 1959.

97  Grossman 1941a, see below p. 515.

98  For a detailed account of marginalist economics’ debt to physics, see Mirowski 1989,

PP- 193-395.
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nomics simply assumes such coincidence or the simultaneity of transactions.
It cannot theoretically incorporate time and therefore history.%°

A long, early draft of what became Marx and Dynamics had included a
discussion of whether Marx was the first to introduce an historical perspect-
ive into economics.'%0 Extended and developed, material cut from that draft
was incorporated into ‘The Evolutionist Revolt Against Classical Political Eco-
nomics) published in two parts by the Chicago-based journal of Political Eco-
nomy, in 1943. Although he had already withdrawn from many of the Institute’s
activities, Grossman sent a draft of ‘The Evolutionist Revolt’ to Horkheimer
in early 1942. The Director’'s comments were extremely hostile, reflecting his
abandonment of Marxism. Grossman made only minor changes in response to
them.!o1

The study demolished the misconception that Marx, under Hegel’s influ-
ence, was the first to argue that the basic structure of economies had changed
over the long term. Marx’s originality lay elsewhere. Grossman examined the
French works of Marie-Jean-Antoine-Nicolas de Condorcet (1743—94), Henri
Saint-Simon (1760-1825) and Simonde de Sismondi (1773-1842); the English
writings of James Stuart (1712-80) and Richard Jones (1790-1855); and Marx’s
treatment of modes of production. In this way, he showed ‘how dynamic or
evolutionary thinking actually entered the field of economics’102

The most influential works of classical political economy, including those
of Smith and Ricardo, the study explained, did not recognise that economic
development took the form of successive modes of production. But, from the
late eighteenth century, there were theorists outside the mainstream, in both
France and England, whose views were shaped by the political revolutions in
America and France and the Industrial Revolution in England. They made gen-
eralisations on the basis of contemporary and historical evidence. Jones went
further, using these to criticise mainstream economic theories and formulate
new positions. The concept of distinct stages of economic development, widely
accepted by the middle of the nineteenth century, was most precisely formu-
lated in Marx’s analysis and then disappeared from economic orthodoxy.1%3

In contrast to the earlier evolutionists, Marx shared Hegel’s dialectical con-
cept of the development of the ‘cultural whole’ — the totality of modern bour-
geois society — as the object of his analysis. But Marx, like Sismondi and Jones,

99  See Kuhn 2015 for a more detailed appreciation of Grossman’s monograph.
100 Grossman 1937a, pp. 31-3, 53—62; Grossman 1941a, see below pp. 469-533.
101 For a detailed discussion of the exchange, see Kuhn 2016b.

102  Grossman 1943a, see below p. 556.

103  Grossman 1943a. p. 562; Grossman 1943b; see below pp. 560-562, 581, 587.
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saw development as ‘a succession of objective economic stages of different
economic structures’ For Hegel the essence of development was ‘the progress
within man’s consciousness of an idea of freedom’ Without using the expres-
sions, Grossman therefore distinguished between the materialism of the evol-
utionist political economists and Hegel’s idealism, by distinguishing two mean-
ings of ‘development’: material evolution (in the work of the political eco-
nomists he discussed) and development of the ‘notion’ or ‘concept’ (in Hegel’s
system). Unlike the evolutionist political economists, Hegel also believed that
historical change had come to a halt with the ‘consolidation of middle-class
society’104

Horkheimer's assessment that it was ‘a most rotten piece of work’’%5 has not
been endorsed by later appreciations of ‘The Evolutionist Revolt’ The study was
republished twice during the early 1990s, in a collection on Marx (in part) and
another on early political economists,'°¢ and has been translated into at least
five European languages.

After the War, three of Grossman’s most intimate friends returned to Europe
before he did. Oskar Kurz, a cousin who lived with him in New York, went back
to Vienna. The Marxist financial trader, economist and novelist Bill Blake and
his partner the Australian novelist Christina Stead, whom he had met in the
United States, began an itinerant period, initially in Belgium, eventually set-
tling in England. Grossman’s letters to Blake and Stead are the only surviving
evidence of Grossman’s relationships with very close friends.!?” They also docu-
ment his assessments of contemporary political developments and enthusiasm
for research, particularly into an obscure but insightful British political eco-
nomist, William Playfair. Correspondence with his admiring former student
Walter Braeuer, of whose analytical abilities Grossman had no high opinion,1°8
is of a different order. It contained explanations of his work, discussion of his
return to Germany and details about aid packages which Grossman paid for
to help sustain Braeuer, a concentration camp survivor, and his wife in eastern
Germany through severe postwar shortages.10?

‘William Playfair, the Earliest Theorist of Capitalist Development’ was a sup-
plement to the project embodied in Marx and Dynamics and then ‘The Evolu-
tionist Revolt’ The essay on pioneering economic evolutionists had only quoted

104 Grossman 1943a; Grossman 1943b; see below pp. 558, 588, 589, 592.
105 Horkheimer 1943, p. 105.

106 Grossman, 1990; Grossman 1991.

107 Grossman 1947b, see below pp. 624-632.

108 Grossman 1935b.

109 Grossman 1947—9, see below pp. 633-637.
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a single empirical observation by Playfair in a footnote.!° In a letter to his
friends Christina Stead and Bill Blake, Grossman wrote:

My ‘Playfair’ is with [Norbert] Guterman for translation. I think that the
paper itself is better than the ‘content’ The point is: Sismondi went to
England, to collect materials for his book on the basis of higher develop-
ment of Engl. capitalism. So the English Capitalism influenced through
Sismondi French economic literature. This must astonish, why this higher
developed engl. capitalism did not influences english economic literature?
Now, I found the missing link, the direct trace in english literature. If [Har-
old] Laski could help publish in an English quarterly, would be better, than
here in Journal of Polit. Economy. If you wish, I will send you a copy of
Mss.!1

The article was written during early 1947 and appeared in the English journal
Economic History Review the following year.!? Playfair had anticipated Sis-
mondi’s observations about the concentration of capital, polarisation between
a few in the wealthy upper class and more and more people who are poor, while
the middle classes declined. He also linked the issues of growth and imper-
ialism. Economic development transforms poor agricultural into rich indus-
trial countries. But industrial nations have more capital than can be profitably
invested at home. Moral and economic stagnation results, unless governments
promote, most importantly, the ‘export of commodities and of capital’ but also
‘decentralisation of capital, further various forms of unproductive expenditure
and waste’. In Playfair’s analysis of capitalism’s underlying tendency to stagnate
and its countertendencies, Grossman identified the first application of a meth-
odology later employed by Ricardo, John Stuart Mill and Marx.!3 In the final
two sentences of the last publication he saw into print, Grossman recapitulated
an insight that underpinned many of his own contributions to the understand-
ing of capitalism: that Marx had an original and accurate explanation, based on
the long-term rise in the organic composition of capital, of the system’s prone-
ness to crises and generation of poverty.!'4

110 Grossman 1943a, see below p. 560.

111 Grossman 1947a, see below p. 629; editor’s interpolations.

112 Grossman 1947b, see below p. 626.

113 See Grossman 1948, below, p. 618. On the relationship between Mill's and Marx’s use and
application of this methodology, see Grossmann 1992, pp. 73—4-

114 See Grossman 1948, below, p. 622.
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The translation of Grossman’s article on Playfair into English was less pol-
ished than that on the early evolutionists and its material could have been
better organised. The closest it came to discussion of the relationship between
Playfair’s insights and working-class strategy was to mention that socialisation
of production under capitalism presaged socialism. But, observing that when
John Atkinson Hobson early in the twentieth century again raised the issue of
the relationship between exports and stagnation, he stimulated a whole new
literature, Grossman no doubt had Lenin’s Imperialism, The Highest Stage of
Capitalism particularly in mind."

Although the Institute continued to pay his salary, its value severely eroded
by wartime inflation, Grossman’s work was now hardly of interest to Hork-
heimer, except as a possible source of embarrassment. They made a deal. Gross-
man accepted a lump-sum payment from the Institute to finance his return to
Germany and in return agreed to terminate their relationship. He took up a
professorial chair at the University of Leipzig, the oldest in the Soviet Occupa-
tion Zone, in early 1949. The University authorities recruited him and others
exiled from Germany in the west, to replace staff who had embraced National
Socialism and to raise the institution’s prestige. The Stalinist authorities soon
had second thoughts about this policy. But, as he died on 24 November 1950,
Grossman did not suffer from the wave of persecution of these unreliable ele-
ments.

Enthused by the task of contributing to ‘the construction of socialism’, Gross-
man joined the Socialist Unity (i.e. Communist) Party, participated in the intel-
lectual and administrative life of the University, and started to teach again. His
health already weakened, particularly by Parkinson’s disease, he did not under-
take any new research projects but probably worked on ones already underway,
including the Descartes study. He sought to have several of his essays of the
late 1920s and early 1930s, now essentially inaccessible in Germany, repub-
lished together as a book. The contents would have contradicted the Stalinist
orthodoxy in economics: none of Grossman’s work was ever republished in East
Germany. It only found a new audience when new left publishers in West Ger-
many reissued The Law of Accumulation and other studies between 1967 and
1971, followed by translations into Italian, French and Spanish, during the 1970s.
English translations have taken longer.

115 Grossman 1948, see below pp. 600, 612, 617, 619; Lenin 1964c.



INTRODUCTION 27
Insights

In many of his works, including those in this volume, Grossman contributed to
interlocking controversies amongst Marxists over method, the contradiction
between the use value and value aspects of capitalist production, economic
crisis, and the revolutionary potential of the working class. His recovery and
development of Marx’s analyses in these areas paralleled and were influenced
by Lukacs’s contributions to philosophy and Lenin’s to political theory and
practice. They are discussed in the following sections.

Method

The sorting of the myriad aspects of the reality that impinges on us according to
their importance in influencing other aspects is intrinsic to scientific research.
To understand falling bodies and develop the theory of gravity, for example,
physicists ‘exclude the accidental and external influences of air’ as a first step
in their explanations. Such thought experiments, initial abstractions away from
less significant factors, are also a feature of economics as a science. But not all
abstractions are accurate. Although Sismondi sometimes engaged in an anti-
theoretical, empiricist rhetoric, Grossman pointed out that one of his most
important criticisms of the classical political economy of Smith and Ricardo
was that they abstracted from ‘the essential elements which characterise capit-
alist society’. Contrary to the prevalent and superficial readings of his work,
the Swiss economist’s practice was far from empiricist. He developed Fran-
cois Quesnay’s abstract model of reproduction, excluded survivals of previous
modes of production, and concentrated on crucial relations that the main-
stream economists did not include, particularly the nature of the capital-wage
labour relationship.1'6

The ‘method of successive approximation’ — stripping away less import-
ant and relevant features that clutter our perception, by making simplifying
assumptions, to identify fundamental relations, and then successively lifting
those assumptions so that the abstract insights are embedded in an account
closer to concrete reality — structured Marx’s Capital. The model in the first
volume abstracted, for example, from differences among the turnover times in
the production of various commodities; competition amongst capitals;
changes in the values of commodities; credit; changes in the value of money;
systematic deviation of prices from values; differences in the organic compos-
itions of capital among industries; and the concrete forms — industrial profit,

116 Grossman 1924a, see below, p. 65.
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commercial profit, interest, ground rent — taken by surplus value. In the course
of the discussions in the second and third volumes, these and other aspects of
empirical capitalism were introduced progressively to generate more complic-
ated models, incrementally closer to the reality we perceive.l'” A failure to grasp
Marx’s method and the reproduction schemas in the second volume of Capital
invalidated Rosa Luxemburg’s underconsumptionist explanation of economic
crises.!18

Use Value and Value

Ricardo and, before him, Smith mentioned use value, only to go on to ignore
it and construct theories of abstract exchange value. Sismondi’s critique of
Smith and Ricardo highlighted the contradiction between the use value and
exchange value aspects of commodities.!!® In mainstream economics, the neg-
lect of use value became even more pronounced in the response to left Ricard-
ians’ employment of classical theory to justify socialist conclusions. Grossman
quoted a very early text by Marx on the implications of an exclusive focus on
exchange value:

By denying the importance of gross revenue, i.e. the volume of produc-
tion and consumption [which Grossman identified as ‘the mass of use
values necessary for the maintenance of the working nation’] apart from
the value-surplus — and hence denying the importance of life itself, polit-
ical economy’s abstraction reaches the peak of infamy.120

Marx’s transformation of Ricardo’s economic categories was like his transform-
ation of Hegel’s dialectic. An important feature of Marx’s reconfiguration was
the systematic exploration, drawing on Sismondi, of the dual character of eco-
nomic processes, including their material aspects, as opposed to Ricardo’s one-
sided concentration on them as abstract, value processes.’?! This provided a
means of grasping both the real relations behind the veil of appearances and
the reasons for these misleading appearances.

117 Grossman 1929b, see below pp. 183—209; Grossmann 1992, pp. 30-1; Grossmann 1928a, see
below p. 129.

118 Grossmann 19284, see below pp. 166-169; Grossman 1929b, see below pp. 201-209; Gross-
mann 1932f/1933a, see below p. 385.

119 Grossman 1924a, see below pp. 76, 96.

120 Marx1981a, p. 421. [Marx emphasised ‘infamy’]; Grossman 1941a, see below p. 486—487.

121 Grossman 1941a, see below pp. 480-481, 483—484, 492; Grossman 1924a, see below p. 8s.
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The point is not to eliminate the mystifying factor and substitute another
but rather to demonstrate the necessary connection between the two and
to explain what is deceptive in the phenomena of value. Because capit-
alism has a dual reality, mystifying and non-mystifying sides, and binds
them together in a concrete unity, any theory which reflects this reality
must likewise be a unity of opposites.122

The use value and value aspects of capitalist relations were not simply dis-
cussed in the first part of the first volume of Capital and then set aside, as many
Marxist economists have assumed. Human labour is at once concrete labour
that creates the use values of specific commodities and abstract labour that
generates commodities’ value. Human labour is the use value of the commod-
ity labour power, while labour power’s value is the amount of abstract labour
required to produce it. Capitalist processes of production are at once labour
processes, through which specific kinds of concrete labour are applied, and
value-creating (valorisation) processes, in which quantities of socially neces-
sary abstract labour are embodied into commodities.

Marx’s method of successive approximation meant that, in Capital, the dis-
tinction between use value and value, gained at the highest level of abstrac-
tion, permeated the increasingly concrete analyses, progressively approaching
the complex real world.!?? Capital and the organic composition of capital, for
example, also have a dual character. The organic composition of capital is the
ratio between the value of human labour power and other inputs into produc-
tion processes ‘in so far as it is determined by’ ‘the relation between the mass
of the means of production employed on the one hand, and the mass of labour
necessary for their employment on the other) i.e. the relation between the
means of production as use values and living labour, ‘and mirrors the changes in
the latter’124 The contradiction between the unlimited productive potential of
the development of production forces and the constraints on output imposed
by capitalist relations of production also expresses that between the use value
and value aspects of economic processes under capitalism.125

122 Grossman 1941, see below p. 477.

123 Grossman 1941a, below pp. 480-481, 495; Grossmann 1992, p. 147. In response to criticisms
of Marx by ecological economists, Paul Burkett (2004) has demonstrated that the repro-
duction schemas in Volume 2 of Capital are concerned not only with flows of values but
also of use values.

124 Marx1981b, p. 762.

125 Grossman 1992, p. 123.
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The neglect of use value or its confusion with exchange value has remained a
feature of mainstream economics. Much of Marx’s critique of vulgar economics
therefore also applies to its current, sophisticated and sophistical third, margin-
alist phase, preoccupied with psychology (the subjective theory of value) and
mathematical technique, and popularly known as ‘economics’.

There has been a long-running controversy over Marx’s explanation of the
way in which the values of commodities are transformed into ‘prices of produc-
tion’ as rates of profit equalise across industries with different organic composi-
tions of capital. The neo-Ricardian Ladislaus Bortkiewicz identified a ‘problem’
in Marx’s failure to assume that economic processes occur simultaneously, as in
equilibrium models, and ‘solved’ it by means of systems of equations based on
precisely this assumption.}?6 Paul Sweezy’s very influential The Theory of Cap-
italist Development popularised this ‘solution’ among English-reading Marx-
ists.’?” The acceptance of Bortkiewicz’s solution to the ‘transformation prob-
lem’ embedded the fundamentally static, equilibrium approach of mainstream
bourgeois economics in many Marxist economists’ thinking. Subsequently, on
the basis of a simultaneous equilibrium analysis, most cogently articulated by
Nobuo Okishio,'?® not only non-Marxist economists but many Marxists also
concluded that Marx’s law of the tendency for the rate of profit to fall, the
crux of his account of economic crises, was false. This refutation only holds
if Marx’s own ‘temporalist’ approach, which eschews the implausible margin-
alist assumption of the simultaneous determination of the prices of inputs and
outputs, is disregarded.!??

In contrast with the static framework of both classical political economy and
its vulgar descendents, both of which assume that capitalism has a tendency to
equilibrium, the dual nature of commodities, especially as applied to the com-
modity labour power, allowed Marx to grasp capitalism as a dynamic system.
The recovery of Marx’s critique of the way classical political economists and
their vulgar successors assumed ‘the simultaneous rhythm of all economic pro-
cesses’ allowed Grossman to expose many previous (and subsequent) Marxists’
capitulation to bourgeois economics. They neglected the use value, therefore
the time aspect of economic relations and reverted to pre-Marxist equilibrium
analysis. Between the 1980s and 2010s, the temporal single system interpreta-
tion, in the process of resolving the ‘transformation problem’, recapitulated the

126 Bortkiewicz 1949, nb translated by Paul Sweezy; Bortkiewicz 1952.
127 Sweezy 1942, pp. 109—28.

128 Okishio 1961.

129 For a defence of Marx’s approach, see Kliman 2007, pp. 113—38.
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account Grossman provided of Marx’s approach to capturing the dynamics of
capitalism and his objections to the static methodology of vulgar Marxists.13°

Crisis and Breakdown

Grossman subjected the crisis theories of mainstream economists and most of
his Marxist predecessors to sustained criticism in the course of identifying two
complementary theories of crisis in Marx’s work. The first, which most com-
mentators on Grossman’s work have ignored, explained capitalism’s dynamic
instability. The second, based on Marx’s law of the tendency for the rate of profit
to fall, accounted for capitalism’s breakdown logic and the cyclical nature of
crises. Both were grounded in the contradictions between the capitalist pro-
duction process as a labour process, creating use values, and as a process gen-
erating new values, in the form of surplus value. They were counterposed to
explanations of crises and/or capitalism’s tendency to break down in terms of
underconsumption and value disproportion alone.

Heinrich Cunow, in 1898, offered an underconsumptionist explanation of
capitalism’s breakdown tendency: workers were not paid enough to buy all that
they produced and export markets would only be able to absorb this excess
for a limited period, until capitalism pervaded the whole world. At that point
there would be no scope for exports to non-capitalist areas and the system
would break down. Karl Kautsky, between 1901 and 1911, and Louis Boudin,
in his widely read English-language work of 1907, also expounded this argu-
ment. Rosa Luxemburg, in 1913, provided a more systematic grounding for the
underconsumptionist theory of capitalist breakdown than these earlier Marx-
ist efforts. She drew explicitly on the work of Sismondi and argued that imperi-
alism resulted from the pursuit of non-capitalist markets which were essential
for capitalism’s survival. Luxemburg recognised that, contrary to Eduard Bern-
stein and his reformist successors, the theory of breakdown was a key element
of Marx’s analysis of capitalism and the case for socialism. As she was a con-
sistent revolutionary, who sought like Cunow to justify a theory of breakdown
with inadequate arguments, her position provided Grossman with a useful foil
in making the case for Marx’s explanation.!3!

The reproduction schemas in the second volume of Capital were inadequate,
according to Luxemburg, because they did not show the necessary shortfall

130 Grossmann 1932g/Grossmann 2017¢; Grossman 1932b, see below pp. 304-331; Grossman
1930/Grossmann 2017b. See Kliman 2007 for an impressive account of the controversy
and the temporal single system interpretation; and Moseley 2015, for a persuasive vari-
ant.

131 Grossman 1932f/1933a, see below pp. 350, 368—369, 371; Grossman 1928a, see below p. 141.
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between the growth of output and its ‘realisation) i.e. sale. Workers and cap-
italists could not buy the products embodying newly created surplus value.
Those commodities had to be realised through sale to non-capitalist ‘third
persons’ at home or abroad. But the schemas, constructed at a high level of
abstraction, were designed to illuminate the process of capitalist circulation,
not the much more concrete issue of realisation. The incorporation of foreign
trade and investment would have undermined their provisional assumption
that prices were the same as values, which was still crucial for the analysis they
embodied.’32 On the other hand, incorporating them into the analysis at a more
concrete level presents no difficulties.

Luxemburg’s approach could not account for cyclical crises and failed as a
theory of breakdown because it did not accept that the logic of capital accu-
mulation is ‘production for the sake of production, that is profit making, rather
than satisfying the final demand of individuals. In addition to their own per-
sonal consumption, if it is profitable to invest, capitalists in different sectors
will expend newly created surplus value on expanding their capacity (by buy-
ing additional means of production and employing new workers who pur-
chase additional means of consumption, produced in other sectors). In that
way, all the commodities embodying surplus value can potentially find a mar-
ket.133

Employing a model derived from Marx’s reproduction schema, Mikhail
Tugan-Baranovsky, when a ‘legal Marxist’ in Tsarist Russia, claimed capitalist
expansion could continue indefinitely, limited only by the rate of technolo-
gical change. Crises, he argued, are the result of disproportional expansion in
different industries. Iron ore mines, for example, periodically produce far too
much for the steel industry to absorb: ore prices collapse; inefficient mines
become bankrupt; new investment in mining slows dramatically or ceases;
industries producing means of production for mines and the transport of ore
are affected; workers in mining and sectors that supply its inputs are sacked; the
demand for consumer goods falls ... Tugan-Baranovsky reproduced the harmo-
nious conclusions of Jean-Baptiste Say, the father of vulgar political economy
who contended that supply creates its own demand. ‘Neo-harmonist’ Marxists,
such as Hilferding, Bauer and Karl Renner, embraced this approach, includ-

132 Criticisms of Luxemburg are implicit in Grossman 1922, see below pp. 44—49; and Gross-
man 19244, see below, p. 62. They are explicit in Grossmann 19284, see below pp. 166-169;
Grossman 1929b, see below pp. 201-209; Grossmann 1992, pp. 41-2, 47-8, 67-8; Grossmann
1932f/1933a, see below p. 385.

133 Grossman 1932f/1933a, see below pp. 368—369 and especially 371; Grossmann 1992, pp. 41—
2, 118-19, Grossmann 1928a, pp. 166-169; Grossman 1929b, see below pp. 202—206.
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ing the focus, shared with mainstream economics, on the value proportions
that are conditions for sustained growth and economic stability, and Tugan-
Baranovsky’s rejection of Marx’s theory of breakdown. Their theories of dis-
proportionality were unsatisfactory because they ignored the transformation
of values into prices of production. From their analysis, the neo-harmonists
drew the reformist conclusion that, if proportional investment was imposed by
the state, economic crises could be avoided. While Communists like Bukharin
were committed revolutionaries, their theories of disproportionality drawn
from Hilferding’s shared its flaws.134

The contradiction between use value and value in the process of produc-
tion pervaded the whole of Marx’s economic theory, including his treatments
of crises. In contrast to neo-harmonist, value-fixated accounts of the propor-
tions required for stable capitalist growth, his inclusion of material, use value
conditions resulted in a radical theory of disproportionality with much more
stringent and, in the real world, implausible conditions for capitalist equilib-
rium.13%

Before September 1933, Grossman wrote that he had begun to work on a
book on crisis under simple reproduction, which he described as his ‘life’s work.
He still referred to it as ‘my chief contribution to Marxist theory’ in 1947.136
While nothing like a book manuscript has survived, his published works con-
tain elements of the argument, built on his earlier, more general recovery of
Marx’s theory of radical disproportionality.

In the second volume of Capital, Marx dropped the preliminary assumption
of equal ‘production times’ (the periods required for the production of com-
modities) of all capitals and also introduced the complication of ‘circulation
time’ (the period commodities spend in the sphere of circulation before they
are sold). Together production and circulation time constitute ‘turnover time’.
Differences in turnover time are conditioned by the technical (i.e. use value)
characteristics of production processes and the commodities they create. Even
in the model of simple reproduction (i.e. without growth) in the second volume
of Capital, which abstracts from the credit system amongst other aspects of the
real world, crises are inevitable because of the use value distinction between
fixed capital (embodied in commodities, like machines, that function in mul-

134 Grossman 1932f/1933a, see below p. 340; Grossman 1992, p. 69; Grossman 19413, see below
p. 524.

135 Grossman 1922, see below pp. 44—49; Grossman 19413, see below pp. 469-533, particularly
p- 530-531.

136 Grossman1933a, see below p. 249; Grossman1947a, see below p. 630. Also; Grossman1933b,
see below p. 252; Grossman 1937c¢, see below p. 431.
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tiple cycles of the labour process) and circulating capital (commodities, like
raw materials or wage goods, that are used up in one cycle). In some years, more
fixed capital will have to be replaced than in others. But the model assumes
a consistent level of output each year.13” Unevenness in the accumulation of
fixed capital will tend to become cyclical, clumped together during some peri-
ods, generating booms, and thinning out during others, resulting in slumps.

The analysis can be extended by considering different kinds of fixed capitals,
as use values, with different average life spans, to account for cycles of differ-
ent periodicities. Hence there are cycles of investment in normal productive
fixed capital and longer cycles of investment in larger scale fixed capital, infra-
structure and buildings.!38 The existence of credit in the real world can even
out fixed capital investments in different industries and enterprises, geograph-
ically, at a given time. It does not even out and may intensify fluctuations in
fixed capital investment over time.

Furthermore, simple reproduction in value terms is not necessarily simple
reproduction in terms of use values. Changed weather conditions in agriculture
and large losses in output, due to unforeseen circumstances, in any industry
can lead to a decline in the number of commodities produced while the living
labour and the value of the means of production used to produce them, there-
fore their total value, are unchanged. Such a development will disrupt simple
reproduction in other industries to which it provides inputs.!39

When the scale of reproduction expands and there is technological change,
as Grossman argued much earlier, the situation becomes even more complic-
ated. Even if new investment is proportional across sectors, in value terms, the
scope for the growth in the number of commodities produced by different sec-
tors will vary according to the use value characteristics of their output. So, for
example, ‘No one who finds two tractors sufficient for the cultivation of their
land will buy four simply because their price has fallen by half. Demand for
tractors — ceteris paribus — is not dependent on their price alone but is, rather,
determined by the area to be cultivated, that is quantitatively’14? If technolo-
gical change occurs, problems of proportion will arise even when investment

137 Grossman 1937b, see below p. 272; Grossman 1941a, see below pp. 517-522, also see p. 483;
Marx 1978b, pp. 264, 528—45, particularly pp. 543-5.

138 Roberts 2016, pp. 219—21. The existence and basis in Marxist theory of even lengthier ‘Kon-
dratiev’ cycles or ‘long waves’ is more questionable, cf. Trotsky 1941.

139 Grossman 1941a, see below pp. 525-527; Grossman 1937b, see below p. 272.

140 Grossman 1941a, see below p. 533. ‘Ceteris paribus’ means ‘other things being equal’ The
same idea, with a similar illustration, was expressed in a manuscript response to a hostile
review of The Law, Grossman n.d.a, see below p. 216.



INTRODUCTION 35

is not increased or increases in the same value proportions in different indus-
tries. Should technological progress leap ahead in the steel compared to the
car industry, the quantity of steel will rise more rapidly than the number of
cars. So, even though the car industry may have the capacity, in value terms, to
purchase the same proportion of the steel industry’s output as previously, its
technical requirements for steel will not have kept up with the expanded pro-
duction of steel. The previous equilibrium, on the basis of the previous value
proportionalities, will be disrupted.

The material characteristics of the technology used in production also mean
that there is a minimum amount of accumulated value that has to be invested
in specific sectors. This, too, is an obstacle to simultaneous proportional expan-
sion of production.!*! For example, surplus value accumulated over a very short
period may be sufficient to expand a clothing factory by an additional number
of cutting and sewing machines. But a steel mill may have to accumulate over
several years before it can invest in a new furnace and related equipment.

The contradiction between use value and value also underpinned Marx’s
theory of capitalist breakdown, another aspect of his account of periodic crises.
A tendency to breakdown was, according to Marx, inherent in the capitalist
mode of production, but this has been denied by many Marxist economists for
generations.

It was a great historical contribution of Rosa Luxemburg that she, in a con-
scious opposition to the distortions of these ‘neo-harmonists’ adhered to
the basic lesson of Capital and sought to reinforce it with the proof that
the continued development of capitalism encounters absolute economic
limits.

Frankly Luxemburg’s effort failed.!#2

Two circumstances facilitated Grossman’s ‘reconstruction of Marx’s theory of
crisis and breakdown’: recovering Marx’s method of abstraction and successive
approximation that structured Capital; and the investigations associated with
his theory of radical disproportionality.!43 Extrapolating Bauer’s reproduction
schema, designed to refute Luxemburg’s defence of the idea that capitalism
tended to break down, demonstrated the effects of the breakdown mechan-
ism that Marx had identified but had subsequently been neglected.** Bauer’s

141 Grossman 1941a, see below p. 532.

142 Grossmann 1992, p. 41; Grossman 1941a, see below pp. 485, 524.
143 Grossman, 1932f/1933a, see below p. 385.

144 Otto Bauer 1986; Grossman 1924b.
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model broke down in the thirty-fifth cycle because of this mechanism: the tend-
ency for the rate of profit to fall.145

The dual character of economic processes is apparent in this tendency,
which results from the long-term rise in the organic composition of capital 146
For there is an

inverse movement of the mass of use values and values as a consequence
of the increase in labour’s productive power. The richer a society, the
greater the development of labour’s productive power, the larger the
volume of useful things which can be made in a given labour time. At
the same time, however, the value of these things becomes smaller.14”

Capitalism spectacularly expands the number of use values produced while
reducing the value of individual commodities, by channelling a progressively
higher proportion of investment into new technologies embodied in constant
capital, as opposed to the purchase of living labour power. The ratio between
the cost of constant capital used and the wages bill increases. Driven by com-
petition amongst capitalists, this rising organic composition of capital ex-
presses the progressive nature of capitalism, which increases the productiv-
ity of labour because workers using more sophisticated equipment, etc. pro-
duce more commodities in a given time. But it is only living labour that cre-
ates new surplus value. The rate of profit — the ratio between the newly cre-
ated value embodied in surplus value (profits) and capitalists’ total outlays —
falls. The requirements for the accumulation of constant capital encroach on
the surplus value available for the consumption of capitalists and/or work-
ers’ wages. Eventually there is insufficient surplus value to maintain any given
rate of accumulation: the model breaks down. The onset of the breakdown is
accelerated as the absolute value of individual, new items of constant capital
grows.148

This analysis captures a long-term tendency of the capitalist system. To
approach the real world pattern of growth more closely, Marx continued his
investigation by identifying countertendencies, also inherent in capitalism and
shaped by the dual nature of capitalist production, that slow or temporarily
reverse the tendency for the rate of profit to fall. These included: the cheapen-

145 Grossman 1924b; Grossman, 1922, see below 44—49; Grossmann, 1928a see below p. 169;
Grossmann, 1929a.

146 Marx 1976b, p. 762; also Marx 1981b, p. 245; Grossman 1941a, see below p. 483.

147 Grossman 1941a, see below p. 484.

148 Grossman 19413, see below p. 484; Grossman 1992, pp. 74—82.
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ing of both means of production and the items workers consume, a con-
sequence of the increased productivity of labour; reduced turnover time;
increases in the variety of use values, including through foreign trade; the trans-
fer of surplus value from less to more developed territories through unequal
exchange and profits on exported capital; and economic crises themselves,
which devalue means of production, sold off cheap or left idle by bankrupt
businesses. The effects of the countertendencies mean that capitalism’s tend-
ency to break down takes the form of recurrent economic crises. While exploit-
ation, the rate of surplus value, rises, and (up to a point) the mass of surplus
value does increase, neither this nor the other countertendencies are suffi-
cient to fully offset the effect of the rising organic composition of capital
on the rate of profit in the long term. This is confirmed by empirical stud-
ies. Capitalism’s tendency to break down and its inherent crises, grounded in
the distinctively capitalist, dual nature of the production process, are both
expressions of the contradiction between the forces and relations of produc-
tion.149

Revolutionary Politics

A myth that Grossman had a mechanical theory of capitalism’s collapse and
the transition to socialism was fabricated by Stalinist and social-democratic
reviewers of his Law of Accumulation. It was often associated with the implied
or explicit accusation that Grossman was a proponent of political passivity. The
myth was imported into the English literature by Paul Sweezy. His acolytes have
continued to peddle it.1>° No act of esoteric divination was or is necessary to
establish the nature of Grossman’s commitment to political activity culminat-
ing in workers’ revolution or that he did not mechanically apply his model of
capital accumulation, derived from Bauer’s schema. His positions were appar-
ent in his political affiliations and clearly expressed, not only in unpublished
responses to critics but also in his readily accessible publications, including The
Law of Accumulation.

As a young revolutionary leader, Grossman emphasised the centrality of
class struggle to both the formation of working-class consciousness and revolu-

149 Grossman 1992, pp. 83-5, 123, 130—200; Grossman 1941a, see below p. 496. Grossman drew
mainly on US statistics. For recent empirical confirmation of his exposition of Marx’s
theory see, for example, Kliman 2012; Maito 2015; Basu and Manolakos 2012; Carchedi
and Roberts 2013. For refutations of the criticisms of Grossman’s theory of breakdown
and crisis, see Grossman 1932f/1933a, below pp. 383—385; Kuhn 2007, pp. 140-5, 151—
2.

150 Sweezy 1942, pp. 211, 214; Foster and McChesney 2010, pp. 52—5.
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tion. Decades later he expressed the relationship between capitalism’s tend-
ency to break down and the working class as an active revolutionary subject
in Lukacsian/Hegelian terms. Marx ‘follows Hegel, for whom history has both
an objective and a subjective meaning, the history of human activity (historia
rerum gestarum) and human activity itself (res gestas).1>! Consequently,

The point of breakdown theory is that the revolutionary action of the
proletariat only receives its most powerful impetus from the objective
convulsion of the established system and, at the same time, only this cre-
ates the circumstances necessary to successfully wrestle down the ruling
class’s resistance.152

For

The working class’s struggle over everyday demands is thus bound up with
its struggle over the final goal. The final goal for which the working class
fights is not, therefore, an ideal that is brought into the working class by
speculative means, ‘from outside, whose realisation, independent from
the struggles of the present, is reserved for the distant future. Rather, as
the law of breakdown presented here shows, it is a result that arises from
everyday, immediate class struggles, whose realisation is accelerated by
these struggles.153

In Capital, Marx commented on the importance of knowledge about the laws of
economic development: society ‘can neither clear by bold leaps, nor remove by
legal enactments, the obstacles offered by the successive phases of its normal
development. But it can shorten and lessen the birth-pangs’!54 It is clear from
Grossman'’s survey of the history of Marxism that events other than a purely
economic crisis may trigger an ‘objective convulsion’. He stressed that, in the

151 Grossman 1943b, see below p. 597. Sensitivity to Marx’s transformed Hegelian categories
and Grossman'’s affinities with the returns to Marx in philosophy, by Korsch and Lukacs,
and politics, by Lenin, was even more evident in a draft of Marx and Dynamics. Grossman
applied this understanding to economic analysis: ‘in the labour process, labour does not
take the form of a tool, but rather “labour itself appears as the dominant activity”; here
the world of objects does not control labour; rather all of the means of production are
subordinate to labour’, Grossman 1937a, p. 111.

152 Grossmann 1932f/1933a, see below p. 385.

153 Grossman 1929a, pp. 602—3.

154 Marx1976b, p. 92, quoted in Grossman 1943b, see below p. 591.
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context of inter-imperialist rivalry which leads to war, ‘the proletariat has the
task of transforming war between peoples into civil war, with a view to the
conquest of power and, for this reason, of preparing strategically and organ-
isationally for revolution’15

The overthrow of capitalism by the working class is not possible at all times.
In several publications, Grossman referred to Lenin’s analysis of the circum-
stances in which revolution becomes a possibility. A revolutionary situation
arises when the subordinate classes are suffering increased hardship, no longer
want to tolerate the old order, and are effectively organised to act while the
ruling classes are objectively unable to rule as before.’5¢ Luxemburg, also a
proponent of capitalism’s tendency to break down, had argued in the same
spirit that the revolutionary position is not to passively wait for capitalism to
collapse.157 This position was counterposed to both faith in an act of revolu-
tionary will by a minority, voluntaristic putschism, and reliance on subjectless
history running its course. In suitable objective circumstances, Grossman was
confident, the working class can become an historical subject capable of the
revolutionary overthrow of capitalism.

[N]o economic system, no matter how weakened collapses by itself in
automatic fashion. It must be ‘overthrown’ ... ‘[H]istorical necessity’ does
not operate automatically but requires the active participation of the
working class in the historical process.

The main result of Marx’s doctrine is the clarification of the historical
role of the proletariat as the carrier of the transformative principle and
the creator of the socialist society ... In changing the historical object, the
subject changes himself. Thus the education of the working class to its his-
torical mission must be achieved not through theories brought in from
outside but through the everyday practice of the class struggle.158

The actions of the working class as an historical subject are conditioned and
can be influenced by knowledge of ‘the “natural laws” of capitalist production’.
Looking ahead, ‘The really “active”, spontaneous human can only be a species

155 Grossmann 1932f, p. 373; also see Grossman 1928a, see below p. 138.

156  Grossmann 1928a, pp. 161—2, citing Lenin 1964a, pp. 213—14; see also Grossman 1941a, below
p- 596.

157 Luxemburg 2008, p. 89.

158 Grossman 1943b, see below pp. 596-597; also see Grossmann 1929a, pp. 602—3; and Gross-
man 1941a, below p. 596.
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being where his species activity is conceivable, i.e. under socialism, as the result
of history, of real history’15

Although hardly modest, Grossman’s decision to conclude his 1932 survey
with a summary of his own work on Marxist crisis theory, its relationship with
Marxist politics and refutation of arguments made against it, entailed a sober
assessment of his contribution to Marxism.!6° Grossman vindicated Marx’s sus-
tained attention to the use value and value aspects of economic processes,
which underpinned his reaffirmation of Marx’s theories of economic crisis and
capitalist breakdown and his powerful critique of bourgeois economics’ equi-
librium theories. His arguments are of immediate relevance. They provide a
basis for decontaminating Marxism of a range of alien, bourgeois assumptions
that undermine its coherence, and they support important practical conclu-
sions, particularly about responses to recurrent economic crises and the work-
ing class as a potentially self-conscious historical subject.

Grossman’s Works in English; Structure and Conventions

This is the first volume of four containing the bulk of Henryk Grossman’s
publications and the most significant of his texts which he did not publish.
A large proportion of them have not previously been translated into English,
and those which have appear here in improved form. The second volume will
bring together his primarily political writings. The third will be his The Law
of Accumulation and Breakdown of the Capitalist System: Being also a Theory of
Crises, published unabridged in English for the first time. The final volume will
be a selection of Grossman’s works on economic history. The series does not
include works concerned with the history of science, because they have already
appeared together in English,'6! nor his primarily statistical studies, nor his lec-
ture in Polish on Habsburg economic policy in Galicia between 1772 and 1790,
as much of its content was published in his later, closely related book in Ger-
man.'62

The order of the works below follows their dates of publication. The original
texts quoted by Grossman have been modified to comply with this book’s cita-
tion and stylistic conventions. Minor errors in his quotations, spelling of names
and references have been corrected without comment. The editor has modified

159 Grossman 1937, see below p. 433.

160 Grossmann 1932f/1933a, pp. 380—385.
161 In Freudenthal and McLaughlin 2009.
162  Grossmann 1912 and Grossmann 1914.
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most of the initial translations in many places, with reference to the original
texts. Where they exist, published English translations are used in quotations
and references. Other things being equal, editions available free on websites,
such as www.archive.org, have been preferred for references. References in the
bibliography include the years of publications’ original editions and/or dur-
ing which they were written in square brackets, where relevant. In the rest of
the book, words in square brackets in quotations are the author’s, unless oth-
erwise indicated; elsewhere they are the editor’s. Emphasis in quotations is
the original author’s, unless otherwise indicated. Explanations of abbreviations
and basic biographical information about people mentioned in this book are
provided in the index.


http://www.archive.org

CHAPTER 1

The Fortieth Anniversary of Capital*
Translated from Yiddish by Frank Wolff

This month, 40 years ago, the most important work of scientific socialism, the
first volume of Capital,! appeared. In a short newspaper article it is, of course,
impossible to convey an idea of this brilliant work which established the found-
ations of scientific socialism. Here we only want to recall for our readers this
work’s most important point about the old and always new doctrine of social-
ism.

It is well known that the most important point of socialist doctrine lies
in the ‘theory of value’ and in the ‘materialist conception of history’. In Cap-
ital Marx merged these two doctrines into one complete picture. Before Marx,
Adam Smith, an English bourgeois economist, had already proved that labour
determines the value of commodities. But Marx explained that value is not
a static category, no eternal quality of commodities but rather a social phe-
nomenon. Exchange value is a social relation between different people which
is characteristic of a particular epoch in world history. There once was a time
when there was no exchange between people and therefore no exchange value.
Exchange value is determined by the ‘socially necessary labour time’ which is
expended to create a product. The labour power which determines the value of
a commodity is, as Marx proved for the first time, solely determined by the sum
of the products necessary for the worker’s life. Because, however, people can
produce more than they need for their own subsistence, the worker produces
‘surplus labour’, ‘surplus products’ With technological improvements, with the
increase in the productivity of human labour the mass of ‘surplus labour’ which
the worker generates for the capitalist grows, because the worker needs less
and less time for his own subsistence. Due to the prolongation of the workday,
because of the reduction of the worker’s free time, the boss gets more surplus
labour. This point thus lays bare the conflict between the entrepreneur and
the worker. The entrepreneur wants more surplus labour from the worker; the
worker, on the contrary, wants to keep as large a portion of his labour for him-
self as possible. But workers cannot keep all theirlabour for themselves because

*

[Anonymous, possibly by Henryk Grossman, originally published as Anonymous 1907.]
1 [Marx1976b.]
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then the class of capitalists would cease to exist and this is why workers have to
try to wrest production from the capitalists’ hands. But, as Marx demonstrates,
production has already become social, i.e. technological development requires
mass production in large factories and for the whole society. The individual
worker cannot take over the factory or become a small capitalist. Production
must be transferred into the hands of the whole society which will replace the
capitalist and organise production. At the same time, Marx proved that produc-
tion will be more and more concentrated, small entrepreneurs will go under,
the large will get still larger. The working class grows in numbers and becomes
the overwhelming majority of society. Simultaneously the working class is con-
centrated in giant factories, unites and becomes conscious of its power and of
its role in production: it strives to conquer social power, political organisation,
so that, as the country’s political ruler, it organises production for the whole
society, in a word, it introduces socialism.

With this reasoning, Marx proved the unavoidable necessity of socialism. It
isno longer a ‘wish’, a ‘utopia’, a beautiful ideal, it is a historical necessity, which
must be realised and for which today’s technological development establishes
the basis.

And that is why the bourgeois world still cannot forget Marx’s Capital. That
is why it tries to prove that Marx’s Capital is no scientific work, because in
accepting his ideas as correct one must also accept the necessity of social-
ism. Furthermore, however, the proletariat of all countries and all nations has
understood the significance of Capital for itself. It has already been translated
into all languages, except our mother tongue. The further development of the
Jewish proletariat will hopefully bring Capital into jargon.2 The sooner this hap-
pens, the greater will be the progress of the Jewish labour movement.

2 [In German and Polish, ‘jargon’ is a derogatory term for Yiddish. It is used ironically here.
Capital was eventually translated into Yiddish, in New York; see Marx 1917-18.]



CHAPTER 2

The Theory of Economic Crisis*

Crises in a capitalist economic mechanism occur when a certain amount of
merchandise of a definite value (m) cannot be sold within the limits of the
said mechanism. The problem presented by the crises consists in determin-
ing the factors which condition them, and more particularly in ascertaining
whether the crises result from the very essence of the existing economic order,
or whether they are the result of inessential and accidental influences.

An ineffective dispute of more than a hundred years’ duration, based as it
was on theoretical considerations only, has induced many investigators of the
problem to try the historical method: the key to the theoretical explanation
was sought in descriptions, as detailed as possible, of the reality of experience.
In opposition to this tendency, the author is of opinion that naive empiricism
must be abandoned and — experiments being out of the question —logical con-
structions must be attempted. As a physicist investigating the fall of bodies,
examines, in his desire to exclude the accidental and external influences of air,
the fall of bodies in vacuo, under conditions created artificially, so the question
whether crises result from the essence of the economic mechanism under con-
sideration can only be explained when we make this mechanism independent
in our thoughts of the disturbing influences of foreign markets and investigate
it as existing for itself, as if in a vacuum. Apart from methodological consider-
ations, this position is also recommended by an analysis, on its merits, of the
hypothesis which, while establishing the impossibility of selling the total value
of the year’s produce within the limits of the capitalist mechanism, sees in
the existence of non-capitalist foreign markets an indispensable condition for
realising ‘super-production’ (m). Since, then, the hypothesis of foreign markets
leads to fictitious solutions,? it must be assumed beforehand that the realisa-
tion of m is bound to take place within the capitalist mechanism, and further
enquiry attempts to fix the conditions under which such realisation would be
possible.

[Originally published as Grossman 1922. All paragraph breaks are the editor’s. Some of the
letters used as abbreviations in this essay have been changed to avoid confusion with their
use in other works in this volume.]

1 [i.e. ‘surplus value’ The translator was not familiar with the standard English terminology for
Marx’s economic concepts. |

2 [This is a reference to Luxemburg 1913. ]
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The unbroken chain of social production in an economic system based on
hired labour can be schematically represented in the following manner: produ-
cers invest in production, in the course of the year, an amount of real capital —
such as instruments of production, buildings, raw material, etc. — which may
be indicated by the letter ¢, and in addition to this a sum of capital to cover the
expense of workers’ wages which we shall indicate by v, and thus they obtain an
annual produce of O = ¢ + v + a, where a indicates an average amount of profit
without which they would not undertake production. For simplification, let us
suppose that the real capital is entirely used up in the course of a year’s produc-
tion and must be renewed annually if production in the following year is not
to be interrupted. Assuming c = 4,000, ¥ = 1,000, O = 6,000, we obtain for a the
figure of 1,000. From the value of O = 6,000, the capitalist is obliged, according
to the above assumption, to deduct 4,000 for the renewal of real capital (c), so
that the total amount of the joint income remaining is 2,000, of which v =1,000
is in the hands of the workers, and a = 1,000 in the hands of the employers.
We assume further that outside these two classes of society drawing a direct
income, there is no other class: that the incomes of lawyers, physicians, artists,
officials, etc. can be classified under the incomes of either the one or the other
of the two fundamental classes above-mentioned.

If the capitalists consumed a entirely, social production would run along the
same lines year by year, and we should have to deal with direct reproduction.3
But experience presents to us reproduction amplified,* that is to say a state of
things in which producers consume only part of a, for instance 600 — which we
shall call £ — whereas the remaining part of the profit a, that is to say 400 —let us
call it the coefficient of accumulation (m)> — serves for the enlargement of the
apparatus of production. Experience shows that the enlargement of the scale of
production takes place among periodical perturbations. As long as the quant-
ity represented by m finds purchasers in the market, the economic mechanism
isin a period of ‘hausse’ followed at more or less regular intervals, by a period
of stagnation when the remainder m cannot, because of a lack of demand, be
consumed by the producers. Another question: under what conditions is the
realisation of m = 400 possible, and who realises it? Not the workers, because
their purchases must move within the limits of their income v = 1,000. Not the

3 [i.e. ‘simple reproduction’.]

4 [i.e.‘expanded reproduction’]

5 [Grossman or his translator confusingly used the same abbreviation for both ‘super-produc-
tion’ i.e. surplus value, and the part of surplus value that is not used for capitalists’ personal
consumption.]

6 [Hausse’ means ‘expansion’]
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capitalists, because their fund of consumption amounts to k = 600, already
expended. When the joint income v + a amounts to 2,000, the joint fund of
consumption v + k amounts to 1,600. Who, then, realises the remainder m? The
problem, as we see, is one of quantity, and we shall deal in what follows, with
such theories only as have endeavoured to solve the problem.

Since neither the workers nor employers as consumers — and there are no
other social classes in our abstract society — can be purchasers of m, it fol-
lows that only the employers as producers can be the purchasers, that is to
say: super-production’ m must be used up by the producers themselves for
the enlargement of the apparatus of production. Here we approach the kernel
of the problem. A crisis is the result of planless accumulation. Any enlarge-
ment of the apparatus of production can only take place, without disturbance,
on condition that the coefficient m intended for accumulation be divided in
strictly defined proportions: 1) Among different branches of joint production
(the sphere producing instruments of production, the sphere producing goods
for consumption, etc.); 2) Within each such branch among the component
parts of capital ¢ : v. The beginnings of a theory of proportional distribution
of productive forces came from Jean-Baptiste Say, who, however, taking for the
starting point of his analysis the pre-capitalist system, based on the labour of
independent producers, could not explain capitalist crises.

Karl Marx was the first to work out this idea in application to the capital-
ist system, but he was not able to finish his work. Correct mathematical form
was only given to his formulae by Professor Tugan-Baranovsky (1901)8 and Otto
Bauer (1913),° who pointed out that if only the proportions laid down by the
formula as to the distribution of accumulated capital were observed, accu-
mulation could be infinitely prolonged without crises. The crises, as a matter
of fact, are caused by the circumstance that nobody troubles to observe the
proportions demanded by the formula. Owing, however, to the oscillations of
prices and wages, there takes place, ex post, an automatic re-establishment
of the disturbed balance, and a readjustment of the apparatus of production
to the proportions required by theory; for, owing to high wages or low prices
respectively, the capitalist profit diminishes and the speed of accumulation
slows down, causing a restriction of the apparatus of production, whilst, on
the contrary, with low wages or high prices, the producer’s profit grows, and
with it the apparatus of production grows also. At this point the chain of ideas
of the accepted doctrine breaks off.

7 [i.e.‘surplus value’]
8 [Tugan-Baranowsky 2000.]
9 [Otto Bauer1986.]
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[Heinrich] Herkner pointed out as early as 1892 that the so-called ‘law of
wages’ was ‘a regulator too apt to deceive’1? Indeed, the basis of fact for the the-
ory of automatic regulation here discussed is not in accord with experience.
The policy of production practiced by the trusts teaches us that an increase
of demand and prices, instead of enlarging the apparatus of production, often
restricts it, if the rise in prices produced thereby secures for the trusts higher
profits than they would obtain by enlarged production. Conditions are ana-
logous in the case of a fall of prices. There is no question of an automatic
re-establishment of disturbed proportion in the apparatus of production.

The super-production! of tonnage in Germany, the crises called forth by it
and the lowering of tariffs in the period from 1892 to 1895, and again in 1909,
did not cause any restriction of the production of tonnage, but, on the con-
trary, its enlargement, because it was decided to build new ships of a bigger
type. In spite of lower tariffs these new ships were able, owing to their more
economic construction, to work at a profit. The appearance of ships of the new
type deprives the old ones of value: their owners go bankrupt, not being able
to work at a profit. The new purchasers, however, having bought these ships
very cheaply, have a new basis for making them pay. Even old ships now work
at a profit. The result, then, is the following: in spite of the ‘super-production’?
of tonnage, new ships have been built. The apparatus of production, instead
of becoming restricted, has been enlarged. And the crisis, nevertheless, has
passed! What has been restricted is — the value of the ships. The crisis, then,
is not a restriction of the real apparatus of production, but a breakdown of
the accepted system of prices and values, and its reorganisation on a new
level.

The above example conclusively shows that in the problem here investig-
ated we must distinguish two sides in economic phenomena: their value, and
the material foundation for the value. Now only we can take up research at the
point, where the accepted doctrine stopped. If it asserts, and proves with math-
ematical precision, that crises would be impossible if only a definite proportion
were observed in the accumulation of capital, no objection can be raised to
such reasoning. But we ask: what is the proportion, which it is necessary to
observe in the distribution of accumulated capital? Is it a proportional distri-

10 [The source of this quotation cannot be identified, but for a similar observation, see
Herkner 1894, pp. 194—5. Critiques of wage fund theories and the ‘iron law of wages’ long
predated Herkner, notably Marx 1985c.]

11 [i.e. ‘overproduction’]

12 [i.e. ‘overproduction’.]
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bution of capital as measured by its value, or by the quantity of its real bulk?
Is it, for instance, the value of ships or the size of their tonnage? This ques-
tion, so important for the problem of proportional distribution of the powers
of production, has never yet been put. The capitalist process of reproduction, it
appears, demands both kinds of proportion. A definite proportion in the distri-
bution of capital as measured by value is indispensable in the capitalist process
of production as a process of making pay,!® a process of drawing profits from
the difference in value at the beginning and at the end of production. But the
process of production is at the same time a technical process of work. In the
process of work! it is not value that is active, but the real and personal factors
of production, which stand in a strictly defined technical relation to each other,
depending on the technical development of each particular branch of work
(manual labor, use of machines, etc.). Only if both proportions, viz. the pro-
portion of capitals in the process of making pay,'® and in the technical process
of work,'6 covered each other, that is to say if they ran along the same lines,
would crises be impossible. But we have seen that this is not so. The amplitude
of movements of the accumulation of capital in the process of making pay'” (as
measured by value) is different from the amplitude of movements of the accu-
mulation of capital in the process of work!® (as measured by the real bulk of
the apparatus of production). The two amplitudes cross each other. Agreement
between the two movements can only be an accident, and their dispropor-
tion is a constant and unavoidable phenomenon of the economic mechanism
under investigation, a disproportion resulting from the double character of its
essence, which is on the one hand a process of making pay,'® on the other, one
of work. Bankruptcy of employers on the one hand, unemployment of masses
of workers on the other, are met with not only in periods of depression, but
in phases of fullest development as a constant symptom of our economic life.
Conversely, even in periods of greatest depression the process of accumula-
tion, of enlarging, never stops. A period of depression differs from one of hausse
not in quality, but in quantity only, the phenomena of disturbance being more
intense.

13 [i.e. ‘process of creating value’ or ‘valorisation process’.]
14  [i.e. labour process’]
15  [i.e. ‘process of creating value’ or ‘valorisation process’]
16  [i.e. labour process’]
17  [i.e. ‘process of creating value’ or ‘valorisation process’]
18  [i.e. labour process’]
19  [i.e. ‘process of creating value’ or ‘valorisation process’.]
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Why such intensification happens periodically, why such disturbance is not
evenly distributed over all sections of a longer period of time, but embraces at
certain times larger circles than formerly, that is a secondary problem in the
investigation of economic crises.



CHAPTER 3

The Economic System of Karl Marx (on the Fortieth

Anniversary of His Death)*
Translated from Polish by Dominika Balwin

When Karl Marx died in 1883, his economic system was just beginning to be
understood. It was only after his death that the essence of his studies began to
be examined in greater depth. A turning point was only possible in 1894, when
the third volume of Capital was published. The decline and bankruptcy of bour-
geois economic theory was, however, already apparent at that time in discus-
sions and disputes about Marxism as an economic system, as stressed 20 years
earlier by Father [Stefan] Pawlicki.! Ricardo’s theory of value laid a logical basis
for the recognition of the bourgeoisie and proletariat as antagonistic classes.
Bourgeois science, fearing the consequences of its own assumptions, retreated
into the realms of history and ethics. Instead of studying the interdependence
of phenomena in terms of economic laws, it limited itself to the description of
economic relations through the ages. It also attempted to escape the implic-
ations of class struggle into the sphere of ethics, by offering ethical postulates
and reformist recommendations aimed at overcoming capitalism’s shortcom-
ings, without removing the roots and basis of the system. These were the social
motivations and conditions which gave rise to the so-called historical and
socio-political schools of economics. This amounted to the bankruptcy of eco-
nomics as a field of study. Even the bourgeoisie, which repeatedly tried to renew
and rebuild the theory, understood this. However, the fear of the practical con-
sequences of a science which threatened to be a theoreticalreflection of real phe-
nomena resulted in the imposition of a priori restrictions on these attempts.? In
this way, it was possible to construct a more subtle system than that of medieval
Scholasticism, even ‘laws’, so long as these laws were not those of the real world.
Thus a new bourgeois theoretical school emerged: having previously escaped
into the realms of history and ethics, it now escapes into psychology. This leads
us from the sphere of external economic facts to the sphere of the internal, psy-
chological life of individuals, describing objective and accessible facts in terms
of psychological facts, invisible and inaccessible to research.

*

[Originally published as Grossman 1923b.]
[Pawlicki 1874. See Grossman 1923a, on Pawlick’s account of socialism. ]
[‘A priori’ means ‘previously assumed, without empirical investigation’]
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Despite its own bankruptcy, bourgeois science assumes a cloak of superior-
ity: since the appearance of Marx’s Capital in 18673 it has repeatedly attemp-
ted to demonstrate that Marx’s analysis has been theoretically ‘defeated’. And
yet Marxism, killed thousands of times by foreigners as well as home-grown
Majewskis,* reemerges like a phoenix from the ashes and we are still only start-
ing to analyse Marx’s system today. This is not a coincidence.

The first volume of Capital enjoyed the greatest popularity and understand-
ing, and its contents shaped the appreciation of what we call Marx’s economic
system. This is understandable. In the first volume of Capital the working class
found an explanation of ‘the secret of capitalist production the theory that
labour creates all the wealth which the bourgeoisie accumulates and, at the
same time, an explanation of how this occurs. Although labour creates this
wealth, the results of labour, in the form of surplus value, goes to the bour-
geoisie as profit, rent and interest of all kinds. The real producer, the worker, has
to be content with a modest and inadequate wage. In the first volume, work-
ers found a theoretical explanation of everything that they saw every day in the
factory: the tendency of the capitalist class to squeeze the greatest amount of
surplus value from the worker by extending working hours and lowering pay,
increasing the intensity of work with the help of machinery, through the use of
the labour of women and children on a large scale. Workers found a theoretical
explanation of the hopeless battle between artisanal and capitalist production,
the ruin of artisanal production and the fall of independent producers into the
ranks of the proletariat. Finally, at the other extreme, the concentration and
accumulation of existing capital, at the expense of smaller enterprises, and ever
greater expansion of production. They found an explanation and formulation
of laws which encompass the disparate phenomena of the whole world in a
homogeneous mechanism. These laws provide a background for the working
class to understand its place and role in that mechanism. When bourgeois sci-
ence proclaimed, through the lips of the Protestant priest Malthus, that the
destitution of the workers is an unavoidable result of the laws of nature, since
the working class reproduces itself too rapidly in relation to the available food
supply which grows at a markedly slower rate, the first volume of Capital for-
mulated the so-called capitalist law of population. It demonstrated that popu-
lation does not grow too quickly but on the contrary that the capitalist mode of
production is characterised by periodic expansion and contraction, absorbing
the excess population in times of growth and throwing it out onto the streets in

3 [Marx1976b.]
4 [Majewski1g14.]
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times of depression, increasing the so-called reserve army of the unemployed —
in short, that capitalism created its own law of population adapted to the needs
of capital and its profitability. Again, this was not just an abstract theory; Cap-
ital also formulated and explained theoretical phenomena whose factual basis
the working class saw in thousands of aspects of everyday life. This is why the
first volume of Capital — the Bible of the working class — became the scientific
explanation of all the problems which the proletariat encountered in its every-
day relations with the capitalist class. At the same time it was the formulation
of real tendencies of development which were confirmed by the actual devel-
opment of world economic relations over the following decades. At the same
time that Capital gave an explanation of the genesis of the capitalist system,
it demonstrated that it is an historical and therefore temporary mode of pro-
duction which will give way to a superior system, which will be the communist
system, in the future. It also pointed beyond questions of the present moment
to the direction of changes in the contemporary economic system and the end
result of this development which is, at the same time, the objective of the pro-
letariat’s conscious efforts.

Nevertheless despite the enthusiasm with which the leaders of the prolet-
ariat accepted Capital, as expressed in a well-known letter from master tan-
ner Josef Dietzgen to Karl Marx,5 the grey masses of the proletariat were too
oppressed by the weight of capitalist exploitation to be able to think in terms
of such a distant future; they were consumed with the worries of the present
moment. It could not have been otherwise.

The development of capitalism in western European countries at that time
did not yet show the level of maturity which would justify raising slogans for
the realisation of socialism as a demand of the working class in its everyday
struggles. This is why the whole complex of issues concerning the question of the
transformation of capitalism into socialism remained a dead letter, despite the
brilliant formulations in the first and later volumes of Capital. Because the bril-
liant thinker anticipated in theory the development of the world economy over
the next few decades he could not be understood. The fate of these parts of
Capital are confirmation of the correctness of Marx’s own historical material-
ism.

Two generations of proletarians had to pass into the arena of history and two
generations had to wear themselves out in unprecedented struggle and exer-
tions, before conditions were mature enough, before the transition to socialism
was proclaimed by everyday experience, rather than just as a hazy theoretical

5 [Dietzgen 1934.]
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phrase in a socialist program. Only at this moment was theory, Marx’s the-
ory, which to this point had for a decade shown the proletariat a clear path
through the varied phenomena of everyday life, turned to for explanation. It
became apparent, at least superficially, that this theory had, however, failed. In
the course of the everyday, practical struggle a handful of labour bureaucrats
and aristocrats, who have made peace with the capitalist system and did not
see any reason to abolish it, splinter from the proletariat so that, in the theoret-
ical battle, a handful of literary ‘leaders’ of the proletariat are reconciled with
the existing system and employ their pens to extol it. With reference to the ana-
lysis in the second volume of Capital, where Marx considers the possibility of
permanent equilibrium of production and consumption within the capitalist
system, Hilferding, Kautsky and Otto Bauer hastened to reply that such equi-
librium is not only possible, but that the mechanisms of capitalism — as if by
the volition of Providence — are so cleverly arranged that they exhibit a tend-
ency to automatically restore equilibrium if it is temporarily disrupted.® Despite
the reality that the whole capitalist world goes through catastrophic and tragic
shocks, their theory revolves around the harmonious development of capital-
ism. Marx’s theory, which was ‘a contribution to the critique of capitalism’, they
transformed into a pseudo-theory praising capitalism, taking it back to the level
of pre-Marxist theory, the so-called Manchester theory of harmonists following
the example of Jean-Baptiste Say, Claude Frédéric Bastiat and [Henry Charles]
Carey.” Marx’s theory indeed may have differed from the theory of bourgeois
economists in a number of partial respects, explaining wages, profit, interest
or ground rent, the law of population or the concentration of capital — but in
essential points relating to the overall mechanism of capitalism, its stability and
permanence, Marx not only differs little from these economists but rather per-
fects them.

Distorted in this way, Marx’s theory could, of course, no longer explain real-
ity. Thus theoretical opportunism, not understanding the economic laws gov-
erning the capitalist system, follows in the footsteps of bourgeois economics
and retreats into ethics and justice. The capitalist state, the obedient exec-
utive organ of the propertied classes, is to be the harbinger and instrument
for achieving social ‘justice’, and superficial Rennerism?® is only the practical
formulation of conclusions whose theoretical foundations were developed by
Hilferding and Otto Bauer.

6 [See Hilferding 1981; Kautsky 1911b; Otto Bauer 1986.]
7 [See, for example, Say 1867; Bastiat 1873 and 1880; Carey 1848.]
8 [See Renner1918.]
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The so-called ‘historicism’ of bourgeois economics consists of describing the
early forms of capitalism as it emerged from the womb of previous economic
systems. This kind of economics looked only into the past. The issue of the pos-
sible end of this system in the future never entered the scope of its questions.
The very issue sent a shiver down its spine. It preferred to write hymns of praise
inhonour of ‘progress’ and the ever greater perfection of capitalism. That is why
Marxist economics is the only scientific theory which predicted the process that
is now under way, analysed it and formulated the laws of its historical develop-
ment, the historical process of the breakdown and disintegration of the capitalist
system. The opportunist literary attempts to distort Marxist theory, constantly
undertaken, must always fail when confronted with the reproach of real devel-
opments.



CHAPTER 4

Simonde de Sismondi and His Economic Theories

(a New Interpretation of His Thought)*
Translated from French by Ian Birchall

This year we have the opportunity to commemorate several great econom-
ists, for it is the centenary of the death of Ricardo, the fortieth anniversary
of Karl Marx’s death, the 200th anniversary of the birth of Adam Smith and
the 150th of that of Simonde de Sismondi. Today I propose to draw your atten-
tion to the last of these. Compared with the numerous studies devoted to the
Physiocrats and the classical English! economists, those dealing with Sismondi
are relatively few in number. And although a host of excellent authors in more
or less recent times, such as Adolphe Blanqui, [Julius] Kautz, [Hugo] Eisen-
hart, Charles Périn, [John Kells] Ingram, Ludwig Elster, Luigi Cossa, [Alfred
Victor] Espinas, Herkner, [Albert] Aftalion, [Joseph] Rambaud, Hector Denis
and Charles Rist,? have attempted to expound Sismondi’s ideas, those studies
which we possess have not succeeded, in my view, in giving sufficient atten-
tion to his theoretical thinking. In fact, while they pay ample homage to this
honorary professor of the University of Wilno,® and draw out his importance
as the creator of new social policy, he is relegated to secondary status as a the-
oretician. It is precisely on this last point that I differ from generally accepted
opinions. To set them right I will try to characterise in turn Sismondi’s method,
his theory and his social policy.

1 Sismondi’s Method

As far as method was concerned, it previously seemed that Sismondi’s view-
point had been clearly established. It was generally claimed that Sismondi was

[Originally published as Grossman 1924a.]

1 [The Physiocrats were an eighteenth-century school of French economists who stressed that
productive work, which they identified with agriculture, was the source of wealth. Grossman’s
references to English economists and England conflated England and Britain: the British eco-
nomists to whom he referred included people from Scotland and Wales. |

2 Blanqui1885; Kautz, 1860; Eisenhart 1910; Périn 1880; Ingram 1915; Elster 1887; Cossa 1809; Espi-
nas 1891; Herkner 1921; Aftalion 1899; Rambaud 1902; Denis 1907; Rist 1915.

3 [Vilnius, now the capital of Lithuania, at the time Grossman wrote, under Polish rule. ]
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an opponent of the abstract and deductive method and that his merit con-
sisted solely in the fact that he had spoken out critically against the abstract
and deductive method of the classical school and in particular of Ricardo, jux-
taposing it to the method of historical and descriptive induction. According
to Denis, ‘Sismondi’s basic criticism of the [classical] school is for its abstract
and deductive method# Charles Rist in turn makes a very similar judgment.
‘Sismondi’s disagreement was not upon the theoretical principles of political
economy. So far as these were concerned, he declared himself a disciple of
Adam Smith. He merely disagreed with the method, the object and hence the
practical conclusions of the classical school’ ‘Ricardo ... is accused of having
introduced the abstract method into the science ... his spirit shrank from admit-
ting those abstractions which Ricardo and his disciples demanded from him.
Political economy, he thought ... was to be based on experience, upon history
and observation. Human conditions were to be studied in detail’ According to
Rist, Sismondji’s critique is directed against generalisation. ‘It also prepared the
way for that conception of political economy upon the discovery of which the
German Historical School so prided itself at a later date.’>

Admittedly one can find in Sismondi many more passages similar to those
noted by Rist. But we can see that the latter has stuck to a literal reading of Sis-
mondi and has not grasped the spirit, that he has not seized the very essence
of his method. Having asserted that Sismondi is an opponent of the abstract
method, a few lines later he criticises him for a certain inconsistency, because
‘Sismondi himself was forced to have recourse to it. It is true that he used it with
considerable awkwardness and his failure to construct or to discuss abstract
theories perhaps explains his preference for the other method.®

If there is an inconsistency, I venture to say that it is not in Sismondi but
rather in Rist’s standpoint and his rather scholastic logic. According to Rist, Sis-
mondi’s methodological merit entails the critique of the abstract method and
the application of the historical and descriptive method. But then Rist goes on
to say that Sismondi ‘was forced to have recourse’ to the abstract method.

Is it true that in Sismondi we are faced with contradictions which are a sign
that ‘he ... creates ... confusion’ and has a ‘hesitating mind’ — as Rist assures
us?” To concede this would make our job a lot easier, all the more so since Sis-
mondi is a powerful individual whose enormous influence on the development
of economic thought, as well as on several great thinkers such as John Stuart

Denis 1907, p. 289.
Rist 1915, pp. 174—5. [ Grossman’s emphasis. |
Rist 1915, p. 176.
Rist 1915, pp. 176, 190.
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Mill, [Pierre-Joseph] Proudhon, Karl Marx, Emile Laveley and so on, becomes
more obvious with every passing day, as Hector Denis has quite rightly noted.®

If it were solely a matter of showing the need for an inductive, historical-
descriptive method, Sismondi’s achievement in this respect would be quite
dubious. In Germany [Johann Gottlieb] Fichte, it is true, applied an abstract
constructive method to his ‘rational state, that is, the state as it ought to be. But
where it was a question of economic relations, ‘real states existing at present,,
he demanded an explanation of ‘how everything that is came to be as it is’
and it was for history to respond to this question, ‘since indeed all historical
research of deep penetration neither can nor should be anything else than a
genetic answer to the causal question: how has the present state of things arisen
and what are the reasons that the world formed itself into what we find before
us?9 In France it is Charles Ganilh who should take the credit, albeit problem-
atic, for having opposed the abstract method. This economist, four years before
the appearance of Sismondi’s book, published a program for a statistical and
descriptive method. In his work he criticises Adam Smith and the Physiocrats
for using an ‘ambitious method’ which, as a result of ‘their predilection for
rational and speculative theories’ and ‘by means of hypotheses, conjectures and
analogies’, aims to construct ‘general laws’ by a means which ‘is independent
of facts and experience’. Political economy is ‘a practical science’. Now ‘Adam
Smith’s system of unlimited freedom’ is ‘a speculative theory’ ‘When one looks
carefully at Smith’s admirable work, one finds there only assertions which do
not fit the facts, conjectures with no basis in reality and unfounded hypotheses..
To this method Ganilh contrasts the descriptive method and sees the solution
in the progress of statistics.!® It seems that he was inspired by the famous stat-
istical treatise of Patrick Colquhoun (1814),!! which showed the distribution of
wealth among the various classes in the population of England. ‘Thus it seems
to me that from the table of the present wealth of a people ... one can pro-
gress not only to knowledge of the causes of this people’s wealth but even to
the establishment of the principles which create modern wealth and to the
true theory of political economy’ He defines the relationship between statistics
and economics as follows: ‘the former accumulates the materials and the latter
builds the edifice of the science. If the speculative theories which he criticises
‘reasoned before having observed the facts ... asserted instead of calculating),
the method advocated by Ganilh leads in short to a rigorous theory, ‘to math-

Denis 1907, p. 273.
Fichte 2012, p. 38.
10  Ganilh1815, pp.1-40
11 Colquhoun 1814.
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ematical certainty’. He briefly indicates the path to be followed. ‘We observe
facts which can be subjected to observation and calculation and which, as a
result, give economic science the right to lay claim to the same precision as the
physical and mathematical sciences.’?

Thus it was not Sismondi who was the first to juxtapose a scientific ideal,
based on the statistical-descriptive method, to the abstract and deductive
method of the classical economists. However, I will not spend time discuss-
ing once more the banal question as to whether political economy should use
induction or deduction. Half a century before Ricardo, James Steuart, to the
great advantage of the science, applied the two methods jointly to economic
research.’® To employ induction and deduction simultaneously is in no way
peculiar to economics but is practised in all the sciences and indeed in every
non-scientific operation of thought, for it is quite simply the very nature of our
mind to move from the particular to the general and from the general to the
particular. And that is why I consider that reducing the problem of method
in political economy to the question of induction versus deduction is to deny
any specific method of study in economics. And this is also why I think Wilhelm
Hasbach has overstated Steuart’s merit, as far as method is concerned, when
he claims that ‘Steuart had no predecessor and until John Stuart Mill no suc-
cessor who, with such clarity of thought, although it was in aless clear language,
expounded the methodological foundations of our science’!* And Hasbach con-
cludes from this that Steuart ‘is the greatest economist of the eighteenth cen-
tury.15

I have no intention whatsoever of belittling the value of Steuart. I should
simply like to show that, apart from the question of the involvement of induc-
tion and deduction in the field of knowledge and from ways of gaining know-
ledge as well as our mind’s instruments of investigation, in short all that we
understand under the name of Denkmethode [method of thought], the prob-
lem of method also has another aspect, not in relation to the properties of
our minds but rather depending on the type of phenomena being studied —
Forschungsmethode [method of research]. While the former problem concern-
ing knowledge itself is common to all sciences and is not specific to economics
as such, the latter appears differently in each science, for in each science — and
hence in political economy — it is necessary to create specific methods appropri-
ate to the character of the phenomena being studied. ‘Every discipline’, says Luigi

12 [Ganilh 1815, pp. 28—9, 38. Grossman’s emphasis. |
13 Steuart1767.

14  Hasbach 189y, p. 380. [Grossman’s emphasis. ]

15  Hasbach18gs, p. 381
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Cossa, ‘has its own method, appropriate to its object, role and purpose, which
distinguishes it from the others.6 If, having set aside the question of induc-
tion and deduction, we ask what constitutes this specific research method of
the classical English school, applied in particular to the character of economic
phenomena, we will find it very difficult to give an answer. Quesnay’s ‘Formula
for an Economic Table’ (1758) was founded on the constructive basis which was
such a specifically economic method, effectively applied, although it was not
justified theoretically. In respect of method, in relation to the problems of the
totality of production and of social reproduction, the classical English school
represents a retreat, a lowering of the level achieved by the brilliant creator of
Physiocracy.'” This detrimental influence of the English school becomes visible
in Jean-Baptiste Say, who in his Treatise of 1803 criticises the Physiocrats for
founding ‘a principle upon some gratuitous assumption ... Political economy
has only become a science since it has been confined to the results of induct-
ive investigation.® This was a return to naive empiricism and Sismondi takes
up anew the methodological problem of the Physiocrats, which entails the fact
that the latter, in the study of economic phenomena, reject mere empiricism
and use the constructive method. Sismondi develops this method in an original
fashion and does so with all the expertise required of a theoretician. Sismondi’s
historical achievement in methodology is to have imagined and constructed
this method and shown the necessity of applying it not of having supposedly
applied the descriptive-historical method of induction. For, as we will soon
see, not only is Sismondi not hostile to abstract analysis but he uses it on a
greater scale than the classical thinkers whom he criticises, to such an extent
that [Adolphe] Blanqui complains of his use of this abstraction to which, it is
claimed, Sismondi was opposed: ‘The principal defect in the method of M. de
Sismondi lies in generalising too much, like Ricardo himself, his most illustri-
ous opponent.’® The very fact that Sismondi’s method has been evaluated in
such diverse fashions should arouse our attention and encourage us to clarify
the matter. So let us look at it more closely.

How does Sismondi proceed to analyse the phenomenon which interests
him most and which, in his opinion, is ‘the fundamental question of political
economy’, namely the problem of the ‘balance between consumption and pro-
duction’? Empirically there was the phenomenon of crises in the form of a glut
on the market, with goods which did not find buyers at a price that would make

16 Cossa 1809, p. 77.

17  Quesnay 1972.

18  Say 1867, p. 36.

19  Blanquii88s, p. 473.
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a profit possible. Ricardo saw the phenomenon itself as transitory and saw the
cause as lying in an erroneous commercial or fiscal policy. In a discussion with
Sismondi he ‘attributed this result ... to constraints imposed on the circulation
of goods, and to tariffs’20

At this time the effects of ruinous English competition were making them-
selves felt very powerfully in France. But instead of having recourse to the the-
oretical indication of the errors of free competition, first of all solutions were
proposed in the form of tariff protection, as was done for example by []Jean-
Antoine] Chaptal.?!

What position does Sismondi take on this occasion? Does he follow the
path traced out by Ricardo? Does he analyse ‘only what is), empirical facts, the
influence of taxes, of duties and of import bans on the quantity of produc-
tion and exports? Does he undertake descriptive and comparative studies of
the quantity of production and consumption in the countries affected by the
crisis, before and after the outbreak of the crisis? Does he perhaps study the
decline in demand, imports and exports as a result of changes in fashion, war-
fare or foreign competition? Does he try to examine the influence of the banks
and of credit, or of paper money, the influence of the actual distribution of
wealth, the total amount of wages, profits etc.? Not at all; instead of all that
Sismondi rejects the world of empirical phenomena in the specific conditions
of time and place and confines himself to a methodological fiction, taking his
proof and his analysis into the world of a constructed abstract example. In fact
he was perfectly well aware that the very object of his analysis was in no way
empirical. We can study the level of wages, profits, prices, the quantity of pro-
duction or the number of workers employed empirically. But the problem of
the economic equilibrium of production and consumption in a capitalist society
cannot be studied under the microscope of descriptive analysis; and — even if
it were done by establishing as conscientiously as possible the effective state of
overproduction — we would make no contribution whatsoever to demonstrat-
ing the extent to which this imbalance results necessarily from the very essence
of the capitalist system. The object in contention in the analysis is therefore
itself entirely abstract. ‘[T |he question I had raised was so obscure, so abstract
that I laid myself open to the most absurd interpretations ... However, I have
never believed that I must forego the defence of what to me appeared to be the
truth, because that truth was abstract, difficult to grasp’.2

20  Sismondi1991b, pp. 618-19. [ Grossman’s emphasis. |
21 Chaptal 1819, pp. 417 et seq.
22 Sismondi1991e, p. 596. [Grossman’s emphasis. ]
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While he was in Geneva in 1823 Ricardo continued orally the polemic with
Sismondi that the latter had begun in 1820 against [John Ramsay] McCulloch.
Once again empirical facts were put on one side. ‘But a spoken discourse can-
not do justice to a question which calls for a difficult reconciliation of practical
arguments with, in some way, metaphysical considerations'?® We know what
that means. In his 1824 treatise against Ricardo, where he reports the oral dis-
cussions he had with the latter, Sismondi, basing himself on certain arbitrary
a priori principles (metaphysical considerations) constructs an abstract arith-
metical example (calculations) and the polemic concerning the central prob-
lem of political economy was developed on this fictitious level.

While Ricardo, as a supporter of total freedom of exchange between nations,
attributes crisis to ‘constraints imposed on the circulation of goods) and the
empiricists, like Chaptal, seek salvation in the defence of the internal market
through tariff protection, Sismondi excludes in advance from his argument the

factor of the commercial policy of governments. The defence of the internal mar-
ket and free export to foreign markets can undoubtedly get rid of excessive
production but the problem is only provisionally resolved by this means and
only for one particular country, at the expense of another country. ‘In that sys-
tem nations are rivals to each other; industrial prosperity in one causes the
ruin of industry in the others. The export solution is likewise not viable for
all nations. ‘If all adopt this system at the same time, if all consign each year
a greater amount of exports to foreign markets ... their competition, that will
embrace the world market, will be injurious to everyone’2# ‘The immediate res-
ult of this universal battle can only be the impossibility of continuing it'?® — and
all of them in turn would have to get rid of their excess. Overproduction would
then be revealed in its full extent. ‘What can be done if one will not be able to
sell abroad anymore?’ And then ‘the illusions of foreign trade’ will disappear.26
If therefore we take into consideration not a single state but ‘the world mar-
ket ‘for it there is no export’. Starting from these thoughts, Sismondi continues
the methodological construction of Quesnay’s Tableau®” and admits that the
economic process of the world has already reached the stage where external
markets no longer exist and that is why he takes as the starting point of his the-
oretical analysis an isolated nation, without external markets, ‘by either looking
at the entire world market, or by postulating that every nation exists in isola-

23  Sismondi1991b, p. 618. [ Grossman’s emphasis. |
24  Sismondi1goib, p. 619.

25  Sismondiiggid, p. 333.

26  Sismondiigogid, p. 333.

27 Quesnay 1972.
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tion from every other’ Elsewhere he expresses this thought even more clearly:
‘National expenditure must absorb ... total national production. In order to fol-
low this reasoning with greater certainty, and to simplify the problems, we have,
till now, completely abstracted from foreign trade, and we assume an isolated
nation; humanity is that isolated nation’28

It is only in such an isolated economic mechanism, without external mar-
kets, that Sismondi studies how the increase in production operates and in
particular examines whether, as Ricardo and Say claim, an isolated nation, by
increasing its production, thereby creates new consumers. If in fact there must
be a balance ‘it must be proven that it creates them itself when it increases its
production’ ‘To study this social mechanism), in order to analyse this equilib-
rium, Sismondi constructs the hypothetical arithmetical example which has
already been mentioned, supposing, on the one hand, ‘a cultivator who, on a
given area of land’ employs a given number of agricultural workers and, on the
other, an industrial capitalist employing a specific number of workers. ‘This is
a hypothesis and an analysis presenting the least difficulty, and will force us to
deal with the least detail'2?

Itis only in a system thus isolated and simplified that Sismondi, after having
established a certain specific productivity of labour and a specific wage, stud-
ies the relations of supply and demand. Subsequently multiplying one of the
elements, namely the productivity of labour and modifying the sum of wages
by a fixed percentage, he studies afresh the influence of these changes on the
relation of production to consumption.

Can there be anything more abstract than this method? How then has it been
possible to claim that Sismondi is a representative innovator of the descriptive
and inductive method? Here there is a misunderstanding resulting from the
fact that people have not grasped the very basis of Sismondi’s critique of the
classical school. In his essay against McCulloch, Sismondi says, it is true, of the
English school that it ‘loses itself in abstractions’ and that it becomes ‘to some
degree, an occult science’. He requires of science ‘that it finally deals with real-
ity’ We must ‘be watchful against all generalisations of our ideas that make us
lose facts from sight’3° Seven years later in the second edition of his work he
denounces Adam Smith’s disciples who ‘have thrown themselves even more
into abstractions. ‘In their hands the science has become so speculative that
it seems to separate itself from all practice ... Our mind is loath to accept the

28  Sismondi 1838, p. 337; Sismondi 1991b, p. 620; Sismondi 1991d, p. 102 [Grossman’s empha-
sis.]

29  Sismondi1991b, pp. 620, 621. [Grossman’s emphasis. |

30 Sismondi 19914, p. 599.
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abstractions they require of us’ However Sismondi rejects this abstraction, not
because it is abstract but because it is an abstraction which does not fit real-
ity, because it does not take account of the essential elements which characterise
capitalist society. The simplification of reality must have its limits. ‘The abstrac-
tion we are asked to make ... is by far too strong: ... this is not simplification,
this is misleading us by hiding from our view all the successive operations by
which we can distinguish truth from error’. Sismondi criticises Ricardo for hav-
ing taken the state of equilibrium between independent producers as the basis
of his proofs and of having, consequently, neglected such an important point
as wage labour. ‘We will look at society in its actual organisation, with workers
without property, whose wages are fixed by competition, and whose master may
dismiss them at the moment when he has no more need for their labour; for it
is precisely this social arrangement to which our objections apply.3!

Thus Sismondi is not opposed to abstraction in general but only to abstrac-
tion which sets aside essential elements of reality. Undoubtedly Sismondi too
used the inductive, historical-descriptive method. But he applied it in order
to establish facts which were to be the starting point of his argument. He
observed, for example, with the help of an empirical analysis, the struggle of
large workshops against small ones, the concentration of large assets under the
same management, the increase in material wealth in contemporary society,
parallel to the deep poverty and pauperism of the working classes.32 But these
‘rebellious facts’3® merely enable him to formulate the problem. He seeks the
explanation of the phenomenon precisely by means of the abstract construc-
tion of a fictitious model with clearly established foundations, which enables
him to draw from it conclusions which are rigorous, though for the time being
hypothetical.

But Sismondi’s methodological foundations are not limited to this. If science
has the aim of reproducing realities in the mind and if, for this very reason, he
indicts Say so vigorously for having said nothing about wage labour, he non-
etheless recognises, on the other hand, that not every empirical phenomenon
belongs to the domain of the reality which he wants to explain scientifically.
The task that he has taken on entails discovering the laws which govern the
capitalist mechanism, that is, a mechanism based on free wage labour and the
monopoly ownership by the capitalists of the necessary instruments of labour.
Now the empirical world showed that alongside these elements of the system

31 Sismondi1ggid, pp. 5-55; Sismondi 1991b, p. 621. [ Grossman’s emphasis. |
32 Sismondi 1837, Introduction’, pp. 1-47.
33  Sismondi1837, p. 47.
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there were independent artisans and land-owning peasants. Should these sur-
vivals of former economic formations, as elements of ‘empirical reality, be for
Sismondi the object of the analysis of the capitalist system?

As a historian, Sismondi is well aware of the historical variety of successive
forms of the organisation of labour, as well as their essential functional specificit-
ies. As crises and the ills that they entail came into existence, to the extent
that wage labour — that is, economic organisation based on the payment of
wages — was constituted, he draws the far-reaching methodological conclusion
that forms of independent labour (artisans, peasants) are absolutely irrelevant
to him as a subject of his studies of the essence of capitalism.34 But precisely
these forms constituted the major part of the empirical reality of his time,
while the system of wage labour which he proposed to study was still only a
new phenomenon, in its initial phase, although its pernicious influence had
already made itself felt and had led to disastrous disturbances. The process of
the expropriation of the artisan and the peasant, recently begun, was evolving
rapidly. ‘We incline to separate completely any type of property from all types
of labour ... This social organisation is so new that it is not even halfway insti-
tuted’35

Now if there exists ‘the universal tendency of wealth to separate the action of
capitals from that of hands’36 it can be imagined that in its subsequent develop-
ment, this tendency will reach its final objective, that is, a complete separation
of property from labour. In other words it will lead to a social system composed
exclusively of capitalists and workers. This will be a ‘purely’ capitalist system,
that is, the system that Sismondi wants to study. He therefore acknowledges
that this process is in fact completed, and, mentally he cleanses the capitalist
system of all infiltrations, of all survivals of earlier systems. In fact it is only in
a system stripped of elements foreign to it that the laws and properties which
characterise it can appear — for example, free competition, the antinomy of the
interests of the entrepreneur and the worker, as well as their struggle over the
division of the social product, etc. ‘To examine this battle ... it will be easier to
abstract from all those workers who are at the same time capitalists, and [from]
all capitalists who are at the same time workers’37 Sismondi thus arrives at
the methodological premise of an economic system based exclusively on wage

34  Itistrue that Sismondi devotes long passages to the description of various forms of inde-
pendent labour, but he does so where, as a historian, he is comparing the former economic
organisation to capitalist organisation.

35  Sismondi1ggib, p. 628.

36  Sismondi1837, p. 241.

37  Sismondiiggid, p. 92. [Editor’s interpolation.]
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labour, considered as a universally established system composed of capitalists
and workers, excluding all third parties such as officials, soldiers, merchants
and people practising liberal professions, etc.

The result of our analysis is clear. In the central problem, which for Sismondi
is the most important one, that of the equilibrium of the economic mechan-
ism, meaning the equilibrium of production and consumption, he takes as the
object of his theoretical analysis and as the basis of his proof not empirical
reality but a fictitious model of capitalist society based on arbitrarily assumed
foundations.38

In his arithmetical schema of annual production Sismondi lists three
branches of this production,

1. production of foodstuffs, represented by sacks of corn;

2. production of industrial articles absolutely essential for life; and

3.  production of industrial luxury items

He subsequently assumes in all branches of production a specific degree of
productivity of labour, equal to the value of twelve sacks of corn a year per
worker and, at the same time, a specific standard of living for the workers, in
other words the wage received, equal to ten sacks of corn, of which three sacks
are consumed in kind by the workers and the seven others are consumed in
the form of absolutely essential industrial articles. He then establishes that the
whole surplus production of each worker beyond his wage, in other words, in
this case, the value of two sacks of corn, accrues to the agricultural and indus-
trial employers, and each of them shares his indispensable consumption in the
same ratio: three sacks of corn in kind and seven in the form of indispensable
industrial articles. It is only the remaining excess of their profit that they con-
sume in the form of fuxury industrial articles.

38  These are the same methodological foundations Karl Marx would adopt forty years later
in his Capital, where, starting, like Sismondi, from the principle ‘of the universal and
exclusive domination of capitalist production’ (Marx 1978b, p. 422), he says, clearly mak-
ing the connection with Sismondi’s analysis of progressive reproduction: ‘Here we take
no account of the export trade ... In order to examine the object of our investigation in its
integrity free from all disturbing subsidiary circumstances, we must treat the whole world
of trade as one nation, and assume that capitalist production is established everywhere
and has taken possession of every branch of industry’ (Marx 1976b, p. 727). Likewise: ‘In
theory, we assume that the laws of the capitalist mode of production develop in their pure

form.Inreality, this is only an approximation; but the approximation is all the more exact,

the more the capitalist mode of production is developed and the less it is adulterated by
survivals of earlier economic conditions with which it is amalgamated’ (Marx 1981b, p. 275).
[Grossman’s emphasis. |
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It is only after having simplified the problem by rigorously defining the data
on which he is basing himself that Sismondi embarks on his subject prop-
erly speaking, namely to study the influence of each element in particular:
the number of workers and their productivity, the needs of society remaining
immutable. Given the productivity of ten agricultural workers, the problem to
be resolved will entail the quantitative determination of the number of workers
in both branches of industry. If on the other hand, given the number of work-
ers, the productivity of labour increases and overproduction appears, then the
problem is reduced to the question either of limiting the number of workers or
of reducing the increase in the productivity of labour.

As we can see, Sismondi’s schema is only a refined form of Quesnay’s
Tableau; the refinement entails the fact that instead of Quesnay’s three classes,
corresponding with the situation in the middle of the eighteenth century —
productive class, class of owners and sterile class — Sismondi introduces a divi-
sion more appropriate to the capitalist system: capitalists and wage-workers.
All the branches of production are productive since they give the capitalists
an income, here still envisaged in a general form and not in particular categor-
ies such as rent, profit, interest on capital, commercial profits, etc. This way of
seeing things leads to the division between necessary consumption by work-
ers and luxury consumption in which only capitalists participate. These are
refinements which will later be adopted in full by Karl Marx in his reproduction
schema at the end of the second volume of Capital.3®

Are fictitious constructions of this sort, moving fundamentally away from
Say’s postulate, ‘study what is, admissible from the methodological point of
view? We must respond that Sismondi’s premises are not arbitrary fantasies
of the mind, formed without any relation to concrete existence; they are a
construction but a necessary construction, resulting from the character of the
materials envisaged, from the fact of the mixture and simultaneous existence
in empirical reality of phenomena that are aspects of organisations having
completely different historical characters. The accepted bases therefore mark a
selection of empirical materials, alimitation of the analysis to a specific group of
phenomena, to the exclusion of all other alien elements; ‘they represent positive
facts, merely in the absence of disruptive causes’ They are therefore in conform-

39  Thus when Rosa Luxemburg states that in the history of political economy there are only
two attempts at the exact exposition of the reproduction of the entire social capital: at
the very beginning of this history with Quesnay, founder of the Physiocratic School, and
at the end, in Marx, she is, as we have seen, mistaken. Between Quesnay and Marx, Sis-
mondi’s schema constitutes historically and logically a necessary intermediary link. (See
Luxemburg 1951, p. 31).
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ity with the conditions of methodological analysis, defined by [John Elliott]
Cairnes for the circumstance in which one uses ‘aypothetical cases framed with
a view to the purpose of economic inquiry. For, although precluded from actu-
ally producing the conditions suited to his purpose, there is nothing to prevent
the economist from bringing such conditions before his mental vision, and
from reasoning as if these only were present, while some agency comes into
operation ... the economic character of which he desires to examine.#°

Sismondi’s methodological construction, solidly ordered, is therefore, to use
Cairnes’s expression, ‘a substitute for experiment,* also known as a ‘hypo-
thetical experiment’ or a ‘thought experiment’. Contrary to Hasbach’s opinion,
it accounts for Sismondi’s incontestable superiority over the methodological
procedures represented by James Steuart; by going far beyond the banal differ-
ence involved in the use of induction or deduction, Sismondi creates a method
appropriate to the character and nature of economic phenomena, the objects
of the analysis. This method is the expression of the stage of development
reached by capitalism in Sismondi’s day, a level it was far from having reached
at the time of Quesnay and Steuart.

It is difficult to agree with Herbert Foxwell, professor at Cambridge Uni-
versity, who, in his ‘History of Socialist Ideas in England), says that the time
after Ricardo in England was ‘a period of indescribable confusion, of ‘sterile
logomancy and academic hair-splitting’ and that he saw the cause of this
in the fact that ‘Ricardo had adopted what was intended to be a rigorously
abstract and deductive manner, but without any of those formal aids to pre-
cision and clearness which scientific, and especially mathematical, method
provides’#? [Nicolas-Francois] Canard, who in his Principles of Political Eco-
nomy*3 was the first to apply this method to economic problems, has shown
that one could fill chapters with mathematical formulae without taking the
science of economics a step further forward. That is why Sismondi, without
mathematical formulae, is in my opinion more of a mathematician than those
who apply such formulae in political economy. The value of the geometrical
method of argument, as well as the accuracy and the effectiveness of its results,
depend not on the construction of a formula but rather on the construction of
a specific research method, based on clearly determined foundations which
are appropriate to the character of the phenomena studied. Ricardo, despite

40  Cairnes 1875, pp. 62, 9o. [Grossman’s emphasis. |

41 [Cairnes 1875, p. 93.]

42 [Foxwell 1899, pp. Ixxii-Ixxiii. Grossman’s emphasis. |
43  Canard 1801
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all the subtlety of his method of thought, lacked this method of research into
the problem of the totality of social reproduction. Hence it is Sismondi who
has the merit of having continued on the methodological path indicated by
Quesnay’s Tableau, which later led to Karl Marx’s brilliant methodological con-
struction.

2 Sismondi as a Theoretician

A The Problem

The misunderstanding which we have pointed out with regard to Sismondi’s
methodological approach is repeated, in even more pronounced form, when
this economist is considered as a theoretician. Previously the history of eco-
nomic doctrines has told us that Sismondi’s chief merit was being the creator
of a new social policy and of a program of reforms where he

appeals for ... the granting of the right of combination. Then follows a lim-
itation of child labour, the abolition of Sunday toil, and a shortening of the
hours of labour. He also demanded the establishment of what he called
a ‘professional guarantee’, whereby the employer ... would be obliged to
maintain the workman at his own expense during a period of illness or of
lock-out or old age.*>

On the other hand, Sismondi the theoretician has been treated lightly. Rist
assures us that ‘what really interested Sismondi was not so much what is called
political economy, but what has since become known as économie sociale in
France and Sozialpolitik [social policy] in Germany. His originality, so far as the
history of doctrines is concerned, consisted in his having originated this study’
‘Sismondi thus becomes the first of the interventionists’4¢ His role is quite dif-
ferent as far as theory is concerned: ‘Sismondi’s disagreement was not upon the

44 It was only in the Studies published thirteen years after the essay against Ricardo that
Sismondi, in his last years, revealed a certain apprehension against generalisation and
insisted on the study of details (Sismondi 1837, p. iv). At this time Sismondi, reproducing
his memoir against Ricardo, gives us the arithmetical schema of social reproduction as a
footnote. ‘Completely hypothetical calculations seem to me to have too uncertain a basis
to deserve a place in the text’ (Sismondi 1837, p. 81). Here, as we can see, there is a restric-
tion of the point of view adopted in 1824 and maintained in 1827 where, in the second
edition of New Principles these ‘calculations’ still figure in the text.

45 Rist 1915, pp. 195.

46  Rist1g1s, pp. 172, 192. [Grossman’s emphasis. Editor’s interpolation. |



SIMONDE DE SISMONDI AND HIS ECONOMIC THEORIES 69

theoretical principles of political economy. So far as these were concerned he
declared himself a disciple of Adam Smith.4”

The principal interest of Sismondi’s book does not lie in his attempt to give
a scientific explanation of the facts ... His merit rather lies in having placed
in strong relief certain facts that were consistently neglected by the dom-
inant school of economists ... He deliberately shows us the reverse of the
medal, of which others ... wished only to see the brighter side.*®

He was ‘the first to give sentiment a prominent place in his theory’ and thought
that ‘political economy ... was best treated as a “moral science”’ that must tend
towards a just distribution of wealth. According to Rist, it is precisely in this eth-
ical conception that Sismondi distances himself from the English school: ‘That is
why he gave such prominence to a theory of distribution alongside of the the-
ory of production, which had received the exclusive attention of the classical
writers.49

Rist, as we can see, particularly insists on the importance of Sismondi as the
creator of the ethical and socially reforming current and does not think much
of him as a theoretician: ‘But to imagine anything more confused than the reas-
onings by which he attempts to demonstrate the possibility of a general crisis of
overproduction is difficult.5° Elsewhere Rist says that ‘Sismondi ... fell into the
error of ... Ricardo’ (that is probably why he wrote the essay against Ricardo)
and adds ‘This shows what a hesitating mind we are dealing with And having
attributed such a modest place to Sismondi as a theoretician, Rist diminishes it
even further by claiming that Sismondi’s critique, far from being determined by
theoretical principles, is only the result of ‘the violent reaction of humanitari-
anism against the stern implacability of economic orthodoxy. We can almost
hear the eloquence of Ruskin and Carlyle, and the pleading of the Christian
Socialists.’>!

I will not cite the opinions of other writers here. Almost all make a similar
judgment and, whether it be Hector Denis, or Eisenhart, [Werner] Sombart or
[Gustav] Schmoller, they outdo each other in repeating that Sismondi inaugur-
ated the ‘ethical current’ in economics. ‘Sismondi’s general approach’, says Rosa
Luxemburg, ‘is predominantly ethical, it is the approach of the social reformer’

47  Ristigis, p. 174. [Grossman’s emphasis. |

48  Rist1gis, p. 192. [Grossman’s emphasis. ]

49  Ristigis, pp. 173, 175, 177. [ Grossman’s emphasis. |
50 Rist 1915, p. 176.

51 Rist 1915, pp. 189, 190, 196.
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‘He aspires ... towards a thorough-going reform of distribution in favour of the
proletariat.52 And that means Sismondi’s merit consists not in a theoretical
explanation of the existing economic system but in a ‘normative’ indication
of what ought to be. He ‘never tire[s] of preaching’, says Sombart, ‘not so much
the Christian as the social spirit’33 In Herkner’s eyes, Sismondi is a classic of
social reform.54 On the theoretical level, Denis assures us, Sismondi ‘accepts
the principles of Adam Smith’ and he shows originality only in that ‘he came
to draw quite different conclusions’ ‘The most important feature of the revolu-
tion which he brings about in economic science’ consists, according to Denis,
in the fact that economics ‘appears to Sismondi as a science which is not merely
theoretical but practical, that is, it proposes not only to illuminate the laws of
what has been and of what is but of what ought to be’ Sismondi prepared or
pursued ‘the ethical moment of science, the subordination of political eco-
nomy to morality’.5® Bohm-Bawerk agrees: according to him, Sismondi forms
the link between the classical theory of value and the theoretical consequences
which the socialists were to draw from it later.56 Even [Franz] Mehring saw in
Sismondi nothing other than the ‘last representative of classical economics’.57

Does this role attributed to Sismondi correspond with reality? This present-
ation is precisely intended to answer that question.

If Sismondi had only been an interventionist or a representative of the eth-
ical current in political economy, he would have been in no way original. In
England, some years before Sismondi, Robert Owen had published A New View
of Society or Essay on the Principle of the Formation of the Human Character
in 1813.58 It called for partial reforms in order to eliminate unemployment, on
the basis of rigorous statistics about the labour market and of agencies which
aimed to procure work and protect such work. At the same time, from 1815
onwards, Owen put forward plans that from the outset included the principles
of contemporary industrial legislation and, thanks to his persevering activity
as well as the support of Robert Peel, the House of Commons in 1816 estab-
lished the first parliamentary enquiry into the situation of children working
in industry. That enquiry led, in 1819, to a law protecting children working in
cotton mills. Likewise before Sismondi, under the influence of Fichte, Georg

52  Luxemburg 1851, p. 220. [Grossman’s emphasis. |

53  Sombart1909a, pp. 20-1. [Editor’s interpolation. ]

54  Herknerigzi, p. 48 et seq.

55  Denis 1907, pp. 276, 283, 286. [Grossman’s emphasis. |

56  Bohm-Bawerk1959a, p. 244.

57  Mehring1913a, p. 21.

58  [Owen1813. Grossman'’s original text has the wrong year, 1816.]
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Sartorius in Germany published a critique of Adam Smith, of free competition
and of the inequality in the distribution of wealth which it produced, while
Julius Soden stated that economics was not the empirical science of what is
but an ethical science laying down what ought to be.>?

Contrary to current opinion, we do not see the historical merit of Sismondi
in the field of social reform but in the first instance in that of theory and it is
precisely to this too often neglected point of view that we should like to draw
the reader’s attention.

It must first of all be recalled that Sismondi himself claims a quite different
role from the one historians have previously attributed to him: he considers
himself above all a theoretician striving to explain facts which, in his view, the
classical economists had not sufficiently elucidated, to explain them with the
help of a new theory which he put in the place of the old one. T disturbed a sci-
ence which ... appeared as one of the most noble creations of the human mind),
in place of which Thad discovered new principles’ Doubtless he does declare
himself the disciple of Adam Smith. But he confines this agreement to the fact
that ‘we declare, with Adam Smith, that labour is the sole source of wealth’.
However, Sismondi complements this principle with ‘the discovery of truths
which he himself [Smith] had not known’6® Sismondi insists on ‘the import-
ance ... of the modifications’ he has made to Adam Smith’s system. ‘When
considered from this new viewpoint all that had heretofore remained obscure
in this science, became clear’. Sismondi differentiates himself from the clas-
sical school, it is true, in his conclusions and his practical proposals. But this
difference in conclusions derives from the difference in the theoretical concep-
tion. That is why Sismondi rejects classical theory, which he believes to be false.
‘When the fate of millions of men rests on a theory no experience has yet valid-
ated, it is proper to regard it with some distrust.’ That is why, being dissatisfied
with the theory of the classical economists, he takes ‘a path quite different from
theirs’. So here there is not only a difference in practical conclusions but in the
whole of the theory. Classical theory, in the emerging world economy, sees har-
mony everywhere while reality reveals discord. To combat the criticisms made
of them, the defenders of classical theory deny the facts by asserting that it is
contradictory to claim ‘that the increase in wealth can be a cause of poverty'.
Sismondi responds, ‘Since the fact is certain, it could not be contradictory, or
rather if it presents a contradiction, it is in the terms used, in the definitions

59 Sartorius 1806; Soden 1815, sections 20, 138.
6o  Sismondi 1991d, pp. 7, 53. [Grossman’s emphasis, translator’s interpolation.] Sismondi

1991d, p. 52.
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adopted’®! And that is why he takes on the task of discovering the contradic-
tions in the false theory. But it would be a mistake to confine ourselves to this
critique of contradictory definitions. For beneath these contradictory defini-
tions lies the contradiction of real phenomena. ‘Here we have set out only to
... indicate that what seemed to be a contradiction in terms, growing poverty
alongside abundance, could have reality’ So it is necessary to ‘seek the funda-
mental principles of the science’ In reality Sismondi succeeded in explaining,
as he states, the facts in whose presence the classical economists found them-
selves mystified. Thave explained it with a theory I believe to be new’.5?
Moreover the very title of Sismondi’s work, New Principles of Political Eco-
nomy, shows that he had the ambition of creating a new theory. In fact he says
so expressly. ‘This somewhat vague title might lead to the supposition that this
book is merely a new manual of the basic propositions of the science. I carry
my pretensions much farther; I believe that I have placed political economy on
a new foundation'. This preponderance of theoretical considerations and pur-
poses over practical information about economic policy is such that the writer
deliberately omits any enumeration of practical means, in order not to divert
attention away from the theoretical analysis of the central problem of econom-
ics. Foreseeing that he will be criticised because ‘it would have been better to
show what remained to do’, he says ‘If I presented here what I consider to be a
remedy for the actual ills of society, criticism would abandon the examination
... of such ills, in order to judge my remedy, and to probably condemn it, and
the question of the balance of consumption with production would never be
decided’®3 That is why Sismondi always gives precedence to knowledge, to the-
ory over practice. ‘Let us then conclude the analysis of the system we have taken
up, before dreaming of what will have to replace it ‘It is one of the greatest
efforts to which we can force our mind to visualise the actual structure of soci-
ety’,5* for before indicating the remedy it is necessary to make the theoretical
diagnosis. If Sismondi begins by abandoning the old theory which should be
‘regarded with some distrust, because no experience has yet justified it, if for
this reason he seeks a theory which seems to him to better explain the facts,
he adopts a quite different tone a few years later, in the second edition of New
Principles. Here he rejoices that the evolution of events has confirmed his the-

61 Sismondi 1991d, p. 2; Sismondi 1991b, p. 630; Sismondi 1838, p. 210; Sismondi 1837, pp. 114,
115. [ Grossman’s emphasis. |

62  Sismondi 1838, p. 223; Sismondi 19914, p. 600. [ Grossman’s emphasis. |

63  Sismondiiggid, p.12; Sismondiiggib, pp. 634—5; Sismondi 1837, p. 105. [ Grossman’s empha-
sis. ]

64  Sismondiiggid, p. 634. [Grossman’s emphasis.]
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ory and says forcefully ‘Seven years have passed, and it seems to me that the
facts have victoriously fought on my side ... The supporters of the classical
school ‘are forced to seek elsewhere new explanations for events which diverge
so much from laws they have believed settled’ and Sismondi adds, not without
pride, ‘Explanations ... which I had given in advance have totally agreed with
the results’.6°

So we can see that, contrary to what has been claimed previously, Sismondi
disputes with his adversaries primarily over a theoretical conception of the eco-
nomic system of his time and not over the implementation of practical policies!

What does this ‘new theory’ advocated by Sismondi entail? It is obvious that
if we consider the social reformer and not the theoretician in Sismondi, we
will not be able to elucidate this question adequately. The central point of
Sismondi’s ideas has been perceived as his views on the unequal distribution
of wealth, on the insufficient participation of the working class in the social
product of labour, in other words, as the fact of underconsumption, which Sis-
mondi identifies as the source of social disruptions and poverty.

In fact no more clumsy misunderstanding could be imagined! If, in fact, the
‘new theory’ of Sismondi were to consist in opposing the unequal distribution
of wealth, it certainly would not have been new. Without mentioning older
writers, a host of thinkers on the terrain of modern capitalism in England and
in France had, from the middle of the eighteenth century, raised more ener-
getically than Sismondi the redistribution of wealth to counter inequality and,
above all, had put forward conclusions of much greater scope than his.66 In
reality Sismondji’s ‘new theory’ consists in something quite different!

The critical passages often found in Sismondi against the ‘chrematistic or
abstract school’6” and against abstraction in general have been attributed to
his methodological views. However, since we have shown in the first part of our
analysis not only that Sismondi did not oppose the abstract method but that he
applied it with rare shrewdness, it is hard to explain against what, in this case,
his criticism of abstraction was directed. Hence we are led to conclude that the
abstraction attacked by Sismondi must entail something quite other than a prob-

65  Sismondiiggid, pp. 7-8. [Grossman’s emphasis.]

66  SeeJaures 1924, pp.13 et seq.

67  [Aristotle distinguished economics, gaining what is necessary for life, from chrematistics,
gaining money, Aristotle 1905, Book 1 chapters 8, 9, pp. 38—45.]
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lem of method. Certainly. We will try to show that Sismondi’s critique strikes at
the very heart of the contemporary economic organisation of capitalist society.
His criticism is not a matter of the method of research but of the substance and
constitutive principles of the economic mechanism of his time, as well as of
the economic science reflecting this mechanism.

Sismondi claims that the theory of the classical economists is incapable
of explaining the mechanism around us. Every economic system has the aim
of creating organisations, in order to meet the material needs of humanity.
The periodically repeated crises of overproduction which provoke convulsions
in this mechanism (bankruptcies of employers, enforced unemployment and
poverty of the working masses) are proof of some essential structural fault in
the foundations of this economic system. Classical theory did not perceive this
defect. Adam Smith, like Ricardo, acknowledged that the size of the productive
apparatus had a spontaneous tendency to adapt to the size of the population
and its needs. If the productive apparatus is too small then, thanks to a rise in
prices and profits, capitals and labour will move precisely to the branch where
they are most needed. By means of the mechanism of prices and profits, given
free competition, that is to say the unfettered freedom of action of individu-
als seeking their own profit, the equilibrium of the productive apparatus with
the extent of needs is therefore re-established. Free competition is thus the
regulator of the economic mechanism, a regulator which maintains it in a har-
monious equilibrium. It is true that in Ricardo’s time it was difficult not to see
facts in contradiction with this theory; but for Ricardo these were only passing
disruptions, ‘temporary reverses and contingencies’ determined by war, by the
whims of fashion, by commercial restrictions, by fiscal policy etc. Moreover
‘this ... is an evil to which a rich nation must submit’.68 But they cannot perman-
ently disrupt the equilibrium of the economic mechanism, since equilibirum
is the normal condition — the ‘permanent state of things’.6°

It is precisely against this theory of harmony that Sismondi directs his criti-
cism. He draws out the errors in the reasoning of the classical economists and
shows that the dynamic of the real capitalist mechanism is completely different
from the movement defined by classical theory. He therefore takes on the task
of discovering the reasons why the actual course of phenomena diverges from
the fictitious, harmonious course depicted in the theory of the classical eco-
nomists.

68  Ricardo 1912, pp. 175, 177 [English in Grossman’s original text].
69  [English in Grossman’s original text.]
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Proceeding to the analysis of the capitalist system and the economic disrup-
tions which are peculiar to it, Sismondi finds himself confronted by the fact
that these disruptions appear and increase in time with the development of
this new system, while they were unknown in earlier times. And he is led to
historical comparisons. This analysis leads him to distinguish two essentially dif-

ferent types of economic system: systems without exchange and systems based

on exchange. In the systems without exchange, human well-being depends dir-
ectly on the quantity of goods obtained from production, that is foodstuffs,
clothes, housing; once these needs are satisfied, people rest. In such an organ-
isation ‘wealth may exist ... without any possibility of exchange, or without trade.
On the other hand it cannot exist without labour’. And Sismondi brings out the
logic of his thought by describing to us a man on a desert island. Ownership of
the land, woods, animals, fish and metals does not ensure his well-being and,
amidst this abundance of natural goods, the man can die of hunger and cold.
It is only by labour that man acquires the goods which enable him to satisfy his
needs, to become rich. ‘The measure of his wealth will not be the price, which
he might obtain ... in exchange, but the length of time during which no fur-
ther labour will be requisite to satisfy his wants’?? The totality of these goods
acquired by labour and directly serving to satisfy his own needs will consti-
tute true ‘territorial wealth’. Sismondi does not mean thereby any agricultural
product, as one might suppose, but what is called ‘natural economy’, which the
Germans describe more precisely by the expression Bedarfsdeckungswirtschaft
in contrast to Marktwirtschaft (Warenwirtschaft).”

To this organisation without exchange, to this ‘territorial wealth’ described in
Book 111, Sismondi contrasts in Book 1v ‘commercial wealth’ He keeps the same
division in his Studies, where the first section (essays 3—12) covers territorial
wealth, and the second (essays 13-17), commercial wealth. That the systems
are identical in Sismondi’s two major works is sufficient to show that here it is
a question of essentially distinct economic types. If territorial wealth was not
the agricultural economy, commercial wealth did not represent a separate cat-
egory of commercial goods but these same goods which inasmuch as they serve
particular needs are territorial wealth but become commercial wealth when
they are taken to market and intended to be sold. ‘From the moment that the
products of the earth ... had left the hands of the cultivator, to the moment they
came into the hands of the consumer, they constituted commercial wealth’72

7o  Sismondi1ggid, p. 61. [Grossman’s emphasis. |
71 [Subsistence economy in contrast to market economy (commodity economy).]
72 Sismondi1991d, p. 245.
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Now, ‘exchange had not in the least altered the nature of wealth: it was
always a thing created by labour, saved for future need’”® But now, in the
course of exchange, alongside this character of real wealth, appears a new phe-
nomenon, the exchange value of these goods, in its capacity as a special kind of
wealth specific to the system of exchange. The use value of goods is an intrinsic
wealth residing in goods and attached to them and, consequently, it is a real
wealth, serving to satisfy needs, a wealth that is independent of exchange and
hence always real in every economic system and it is the product of labour.
‘These goods are useful, are necessary to the very people who bring them into
existence: they have an intrinsic value more legitimately than those that are
commonly designated with this description; it is independent of any exchange,
it is prior to any trade’.”

In opposition to this real wealth, independent of the form of economic
organisation, exchange value is wealth deriving from exchange, hence exclus-
ively linked to a certain economic organisation based on exchange.

In the exchange system, the real value of goods, their intrinsic, use value,
that is to say, what constitutes the essence of real wealth — the capacity to sat-
isfy needs — is a matter of indifference to the producer of these goods, as soon
as he creates them in order to sell them. ‘We come to goods which the man-
ufacturer produces for the use of others ... to the goods which only start to be
useful to him at the moment when he exchanges them’. The goods begin to
exist for the producer of wealth if and when he sells them, for then they make
real their exchange value. ‘We have included them under the name of commer-
cial wealth, and we designate thus all goods which are evaluated only by their
exchange value’. The evolution of trade has transformed absolutely the charac-
ter of the annual product of society: it has ‘suppressed its character of use value,
in order to leave in existence only that of exchange value’.?® Since it is not the
expression of the intrinsic value of goods, of true wealth, it is ‘false riches’ an
‘illusion, a ‘shadow without reality’.76

Since this exchange value plays a decisive role in Sismondi’s theory, let us
examine it more closely. We have seen that the exchange value of any object
is distinct from and independent of the use value of this individual object: it is
‘appreciation of the thing evaluated in comparison not with one thing in partic-
ular but with everything'. This fact confers on exchange value a social character,

73 Sismondi1g91id, p. 68. [Grossman’s emphasis. ]

74  Sismondi1991d, p. 68; Sismondi 1838, p. 227. [Grossman’s emphasis. |
75  Sismondi 1838, pp. 227, 230. [ Grossman’s emphasis. |

76 Sismondi 19914, p. 613; Sismondi 1838, pp. 230, 234
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generalising and abstract. ‘Value is therefore a social idea put in the place of an
individual idea;”” it is an abstract idea put in the place of a positive idea’.”®

And we can already begin to understand what this ‘abstraction’ is, against
which Sismondi expresses his criticism. ‘The exchange price ... is one of the
most abstract ideas presented by economic science, which is so rich in abstrac-
tions’” If use value is a thing created by labour, exchange value is an ‘abstract
idea.

This abstract value has found its most perfect expression in capital which
appears in the most abstract form. ‘We touch here on the most abstract ques-
tion ... in political economy'’. In fact for society, taken as a whole, real wealth
continues to be merely the mass of actual goods and services which satisfy
needs. Things are different for each individual producer. For the capitalist, the
natural form of capital and the continual real transformations which it under-
goes in the course of the labour process are a matter of total indifference.
For him the only important thing is the abstract value which he has invested
in production and the increase in this in the course of production itself and
of circulation. Sismondi shows that the producer never lets this value escape
from his hands — whatever may be the continual modifications of the external
forms of his capital. In support of his thesis he gives the example of the agricul-
tural producer: ‘the same object, passing from hand to hand, receives success-
ively different names; while its value, which separates itself from the consumed
object ... appears to be a metaphysical entity which one spends, and another
exchanges, which perishes ... which renews itself and persists ... as long as cir-
culation lasts’80

For the cultivator, for example, the corn which he had harvested and used
to feed productive workers ‘was a permanent multiplying value which did not
perish anymore’. This perpetual value has an independent life.

This value separated itself from that of the provisions which had created
it: it remained like a metaphysical and nonsubstantial quantity, always in
the possession of the same cultivator, for whom it merely took different
guises. First it had been corn, then an equal value of labour (wage); then

77  ‘As useful activity ... labour is ... a condition of material interchange between man and
nature, quite independent of the form of society. On the other hand, the labour which
posits exchange value is a specific social form of labour, Marx 19874, p. 278. [Grossman’s
emphasis. German in Grossman'’s original text.]

78  Sismondi 1838, p. 375. [Grossman’s emphasis. |

79  Sismondi 1838, p. 379 [Grossman’s emphasis. ]

80  Sismondiiggid, pp. 79—-80. [Grossman’s emphasis. |
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an equal value of the fruits of that labour; later a credit to the person to
whom these fruits were sold for later payment; then money, then again
corn or labour.8!

‘This movement of wealth is so abstract and it demands such great concentra-
tion to understand it well’ This abstract character of capital in general likewise
has repercussions on all its constituent parts and on all economic life. ‘Circu-
lating capital is an abstract and elusive quantity and cannot be grasped’82 ‘It is
the abstract image of all the values which commerce has at its disposal’.83

Following on from this analysis, Sismondi traces the properties of two dif-
ferent economic systems. From the dynamic point of view, he observes that
effective evolution means that the system without exchange — the substance
of which is the production of wealth in the proper sense, in its natural, per-
manent, essential form, for it belongs to every economic system — disappears
more and more, under the influence of trade in its capacity as regulator of the
economic mechanism. To an ever greater extent its place is taken by an acci-
dental form of wealth, for it belongs only to a certain specific system, namely
exchange value. ‘Trade leads to the disappearance of the essential character of
wealth, utility, leaving behind only their accidental character, their exchange
value’84

Now this abstract value puts its mark on the whole economic life of our
epoch. If, from the point of view of essential wealth, the history of the well-
being of society is nothing other than the history of human labour, then ‘it is
most important that one thinks first of showing step by step all the actions by
which [a human] can move from penury to opulence’ Hence in the society of
exchange the sole aim of every producer is not the labour process but ‘the hope
of profit’®s in other words, the tendency to acquire a profit, that is to say a sur-
plus of this exchangeable abstract value higher than the value laid out. I¢ is this
abstract value, in its capacity as the sole aim of production and as the regulator
of it, which is the target of Sismondi’s sharpest criticisms, as he shows that it is
the source of all the problems of our economic organisation.86 If, therefore, Sis-

81  Sismondiiggid, pp. 81—-2. [Grossman’s emphasis.]

82  Sismondi1ggid, p. 84; Sismondi 1838, p. 395. [Grossman’s emphasis. |

83  Sismondi 1838, p. 389. [Grossman’s emphasis. ]

84  Sismondi 1838, p. 378. [Grossman’s emphasis.]

85  Sismondi 1991d, p. 62; Sismondi 1837, p. 59. [Grossman’s emphasis. Editor’s interpola-
tion.

86 ‘It contains the general possibility of commercial crises, essentially because the contra-
diction of commodity and money is the abstract and general form of all contradictions
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mondi combats abstraction, abstract wealth, abstract ideas, he is thinking of
wealth based on exchange value, in the same way that later Nassau Senior, Fry-
deryk Skarbek or Karl Marx would call exchange value abstract wealth.8” Hence
Sismondi does not attack either wealth or the accumulation of wealth in gen-
eral but attacks the accumulation of wealth in the abstract form of exchange
value and describes as ‘chrematistic’ economic organisation based precisely on
this exchange value. As the capitalist system races towards the accumulation of
abstract value, which finds an adequate expression in the commercial export
policy, Sismondi sees only a modernised form of the old mercantilism: ‘govern-
ments continue for the most part to behave according to the mercantile system,
as though no argument had yet begun to undermine it’88

From this brief account it appears clear that Sismondi understood perfectly
the very essence of the capitalist system, the aim of which is not the produc-
tion of real goods serving to satisfy needs but the production and accumulation
of an abstract exchange value. And that is why it is right to consider Sismondi
as the first economist to scientifically discover capitalism; that is his immortal
claim to fame in economic science.

The characterisation that we have just made of our economic system is only one
of the aspects of the problem Sismondi was dealing with. This problem leads on
to another: the relation of economic science to real phenomena. Now, according
to Sismondji, the economic theory of his time was only the theoretical reflection
of contemporary economic organisation based on abstract exchange value. If
this organisation, as a result of its defective construction, is the source of lasting
problems, this fact also has an impact on economic theory, which is likewise
based on the same abstract foundation of exchange value. The real contra-
diction of the economic system appears in science in the form of incoherent
notions and definitions and futile quarrels about words. Through a painstak-
ing analysis of the contradictions of the economic system, Sismondi ends up

inherent in the bourgeois mode of labour’, Marx 1987a, p. 332. [German in Grossman’s ori-
ginal text. Grossman’s emphasis. |

87  ‘Money is abstract wealth ... the modes in which different individuals would employ it
are infinitely diversified) Senior 1965, p. 27. [Grossman’s emphasis.] ‘Exchange value ...
can only be an abstract idea’, Skarbek 1829, p. 138. [ Grossman’s emphasis.] ‘Money as the
end and object of circulation represents exchange value or abstract wealth’, Marx 1987a,
pp- 389—90. [German in Grossman’s original text. Grossman’s emphasis. |

88  Sismondi 1838, p. 321.
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with a search for the errors and contradictions in the theory. ‘This quest neces-
sarily brings us back to the most abstract notions of the science, to the most
disputed definitions, to a whole battle of words.’ In both organisation and the-
ory, the source of the problem and of the shortcomings is identical. ‘It is the
opposition between use value and exchange value ... which makes it impossible
to give a satisfactory definition of these various terms: price, value, wealth. The
abstract character of the science based on exchange value and the contradic-
tion between this science and the phenomena of real wealth makes it difficult
to define these notions — price of production, sentimental price, monopoly
price, nominal price, real price etc. — and this difficulty derives from the very
nature of our system. In theory this again comes down to a battle of words, a dis-
pute about meanings and not to the very essence of the phenomena concealed
by it. So it should not be forgotten that verbal disputes about a definition do not
and cannot explain what these phenomena entail. Those who think they have
dealt with the phenomena through the critique of a definition are greatly mis-
taken. The contradiction manifested in phenomena must be eliminated from
these phenomena and this cannot be done by a critique which only examines
words. The classical theory of the spontaneous harmony of interests is not in
a position to resolve this effective contradiction: together with the continuous
increase in wealth capitalist production gives rise to ‘poverty growing together
with abundance’89 This phenomenon seems to be a contradiction; in factitis a
real phenomenon and hence the idea which expresses it is consistent with real-
ity. Soif theory has not succeeded in defining this concept adequately, that does
not make it faulty; the error is in the definition, in the words. ‘If a more precise
analysis makes us find a contradiction somewhere, it is not the idea which must
give way but the word: it is in the definition and not in the fact that we find the
defect of the argument’.?°

Sismondi was the first to present us with a deep analysis of the contradic-
tions in theory, showing that it is not the accidental result of the incapacity
of scholars but the necessary consequence of the contradictions presented by
the economic system itself. That is why Sismondi uses the term ‘chrematistic’
to describe both the economic theory, based on the analysis of exchange value,
and the economic system itself which is built on this foundation. ‘The science
which is commonly known as political economy, although its proper title is

89  Sismondi 1838, pp. 226, 229, 233. [ Grossman’s emphasis. |

9o  Sismondi 1837, p. 116. [Grossman’s emphasis.] In this profound characterisation of the
battle of words, Sismondi anticipates the anonymous English author of Anonymous 1821,
as well as his belated epigone the German Gottl, 19o1.
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chrematistics, has taken on the task of studying wealth abstractly. He considers
this economic science and the system itself to be ‘pursuing a shadow without
reality’ And he contrasts true science to this false theory. ‘We reserve the name
of political economy for the study of the social organisation of man in his rela-
tion with things, the man who consumes wealth and the man who produces it"!
Sismondi wants to consider only real phenomena, the relation of man with
the real usable goods which he produces and consumes, independently of the
question of the exchange value of these goods. And this economy which is inde-
pendent of exchange and of the calculation of value, he calls the real economy,
‘the rule of the house and of the community’.92 As we will see, this problem
has nothing in common with the question of the distribution of wealth which,
according to the view held until now, constituted the very substance of Sis-
mondi’s doctrine.

The scientific problem which Sismondi was posing himself is hence double:
critique of theory, critique of the system. Sismondi has to explain the function-
ing of the economic mechanism built on the basis of abstract exchange value,
whose ideal aim — the aim of any economic system — is to satisfy all the needs
of society but in which the aim of each particular producer is to individually
accumulate an abstract exchange value. He proposes to ‘seek an explanation
for so many facts which appear contradictory, to discover what is the deception
of the system of industrialism, to show how it has abandoned the substance to
run after the shadow, in order finally to replace chrematistics, or the abstract
science of wealth, with true political econony’.93

B Positive Theory

So far we have tried to show what Sismondi considered to be the true problem
in his research and we have seen that this problem consisted in the dualistic
character of capitalist production which, on the one hand, is the production of
real goods and, on the other, the production of abstract exchange value. It now
remains for us to explain why he sees this fact as the defect of our economic
organisation and why in particular he criticises one of these elements, abstract
exchange value, as being the principal source of all the upheavals which trouble
our economic system. The very location of the problem no less than Sismondi’s
solution to it are by their depth far removed from the horizon of classical eco-
nomic thought and even of contemporary economic thought in general.

91  Sismondi 1838, p. 234. [Grossman’s emphasis. |
92  Sismondi 1838, p. 226.
93  Sismondi 1838, p. 226. [Grossman’s emphasis. ]
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In the system producing for human needs and not for the market, for sale,
an increase in production, that is, in the quantity of goods, is simultaneously
an increase in wealth. ‘Before the introduction of trade and when everyone
thought only of supplying themselves, the increase in the quantity of things
produced was a direct increase in wealth’ ‘That is doubtless the true under-
standing of wealth’®* ‘As long as men work to satisfy their own needs, utility
is for them the true measure of values and the increase in quantity of a use-
ful thing is a sure increase in wealth. It is nonetheless necessary to produce
these goods within strictly defined limits. It is true that ‘the needs and desires
of human beings are unlimited’ but not the concrete needs: foodstuffs, hous-
ing, clothing etc.%% ‘One can have too much, even of the best things. ‘Con-
sumption cannot go beyond a certain limit, difficult to indicate precisely but
nonetheless definite’ and which man could not go beyond.?¢ ‘All labour he
performed beyond that would be pointless. Any product which he accumulated
would be without value’ Nonetheless in the system without exchange ‘the glut
of commodities was not possible’?” Concrete needs gave an impulse to pro-
duction, so that in practice the direction and scope of labour were adapted
in advance to the extent of needs. Man, ‘after having supplied his stock for
consumption and his reserve stock, will stop’?® In these conditions one pro-
duces only as much as is necessary and the goods produced are always wealth,
for they fulfil the function appropriate to them, that is, they serve to satisfy
needs.

It is quite different in the system with exchange. The whole, organised for
a specific purpose, which was represented by the system without exchange,
has now been fragmented into distinct functions which are independent of
each other, if not diametrically opposed. The independent producers, left to
themselves, produce for the market, that is for other people, without knowing
these people’s needs and remain in contact with them only by the mediation
of exchange. Each cog in the clock has made itself free and functions inde-
pendently of the others; the common movement, coordinated for a particular
purpose, has been fragmented into private isolated fractions.

Trade or exchange has divided between the members of society the func-
tions which tend toward a common purpose. Everyone, in pursuing their

94  Sismondi 1838, pp. 378, 379. [ Grossman’s emphasis. |

95  Sismondi 1838, p. 229; Sismondi 1837, p. 139. [ Grossman’s emphasis. |
96 Sismondi 1837, pp. 64, 151.

97  Sismondi 1837, p. 69; Sismondi 1838, p. 243. [ Grossman’s emphasis.
98  Sismondi 1837, p. 68.
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private aims, loses sight of the general interest ... They pursue their aims
without really knowing how much of this thing society requires of them.%9

This failure to adapt the behaviour of individuals to the needs of the social
whole has the necessary consequence of upsetting the whole. Society, in fact,
although fragmented into specific and independent functions, nonetheless
does not cease to constitute a social whole. If in the economic system working
for the producer’s own needs it was necessary to adapt every act and every func-
tion to the needs of the individual producer, this same obligation exists for the
system with exchange. ‘Production has limits which it is forbidden to exceed
... ‘These rules ... are equally true in any state of society, even if it is no longer
directed by an intelligence which understands all the relations of its members
with each other, by a will which makes them all co-operate for the common
good. In a society based on the division of labour and functions, their coordin-
ation is a necessity; Sismondi compares it to a watch where all the cogs and
all the motions, by the very nature of things, must be coordinated. ‘All move-
ments in society are linked together; one follows from the other, as the various
movements of the gears of a watch’100

However, from the time that society becomes divided into independent and
even contradictory functions, this necessary adaptation can only be an object-
ive result which is accomplished through the divergent interests and move-
ments of individuals. ‘Civilised society seems to be subject ... to those general
laws ... which propel the whole toward a common end, by disasters that piti-
lessly strike the different parts.1°! Thus it is these laws through which social
union is achieved independently of the action of individuals.12 In these con-
ditions, economic disturbances are the natural and inevitable consequence of
our economic organisation. Since each individual acts independently, produ-
cing as much as possible, without taking account of social need, real goods
exceeding this social need cease to be wealth. ‘All that is produced beyond
this is useless and has no value.?3 The defect of the capitalist system consists

99  Sismondi 1837, p. 69.

100 Sismondi1837, p. 140; Sismondi 1991b p. 637. [Grossman’s emphasis. ]

101 Sismondiiggid, p. 503.

102 ‘The exchange process of commodities is the real relation that exists between them. This
is a social process which is carried on by individuals independently of one another’, Marx
19874, p. 282. [German in Grossman’s original text.]

103 Sismondi 1837, p. 69. ‘The commodity therefore has still to become a use value, in the
first place a use value for others ... If this is not the case, then the labour expended on
it was useless labour’, Marx 19874, p. 283. [German in Grossman'’s original text. Grossman’s
emphasis. |
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precisely in the fact that, contrary to the law according to which all economic
functions in society must be coordinated for a specific purpose, each produ-
cer tends to maximise production, thinking that by increasing the quantity of
goods, he is also increasing the quantity of wealth. ‘The error on which the
whole system of modern chrematistics is based ... confuses the increase of pro-
duction with that of wealth.104

And itis from this consideration, deriving directly as we will see from his new
formulation of the law of value, that Sismondi starts in order to construct his
theory. And over this issue Sismondi ceaselessly indicts the theory of the clas-
sical economists. ‘The error into which they have fallen stems entirely from the
false principle that makes the annual output, in their eyes, the same thing as the
income. This is the source of all the errors of the theory, of the confusion of con-
cepts and of the inability to explain phenomena. ‘The confusion of the annual
income with the annual product throws a dense veil over the whole science.10

With this principle it becomes absolutely impossible to understand ... The
satiation of markets ... It is equally impossible to extricate oneself from
the contradictions about the meaning that ought to be given to the words
value and wealth with which Messrs Say and Ricardo mutually charge
each other.106

Here Sismondi is referring to the well-known controversy between Ricardo
on the one hand and Say and Malthus on the other. The latter two identify
value with wealth. Malthus claims that revenue drawn out of the earth by a
landowner is an increase in social wealth, ‘a new creation of riches’197 Ricardo
is in agreement with Sismondi who regards revenue as a purely abstract value:
‘rent ... has a value purely nominal ... consider it as no addition to the national
wealth, but merely as a transfer of value’1°8 Ricardo expresses a similar opinion
in chapter 20 of The Principles, where under the obvious influence of Sismondj,
he shows that their theory has confused the ideas of value and riches. It is
not value which determines wealth. ‘A man is rich or poor according to the
abundance of necessaries and luxuries which he can command ... whether the
exchangeable value of these ... be high or low.09

104 Sismondi1838, p. 312. [Grossman’s emphasis.]

105 Sismondiiggid, p. 278.

106 Sismondiiggid, p. 278. [Grossman’s emphasis. |

107 Ricardo 1912, p. 272. [English in Grossman'’s original text. ]

108 Ricardo 1912, p. 273. [English in Grossman'’s original text. ]

109 Ricardo 1912, p. 184. [English in Grossman’s original text. Grossman’s empbhasis. |
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This way of seeing which is undoubtedly in contradiction with the whole of
Ricardo’s system, which is based precisely and above all on exchange value. And
thatis why Ricardo draws no conclusion from this difference between exchange
value and wealth. In Ricardo’s system chapter 20 constitutes a totally isolated
point, unconnection with this system. Sismondi was the first to draw out all the
implications for the economic mechanism which derive from the fact that it is
precisely based on this abstract exchange value, ‘value purely nominal’’® And
in this fact he sees the cause of all the disturbances, all the disruptions of this
mechanism.

It now remains for us to show in a detailed analysis why and how we must
necessarily end up with these disturbances if we base the economic mechan-
ism on abstract exchange value. Sismondi asserts that if we base the economic
system on this principle it is impossible to make a proportional fit between the
amount of production and the extent of needs. Disproportion becomes then and
as a rule a normal phenomenon.

In the system without exchange, composed of producers independent of
each other, it did not matter whether the number of producers increased, since
each was producing only for his own needs and the functions of production
and consumption were dependent on each other and in close correlation; their
equilibrium was thereby ensured in advance. But it is quite different in the sys-
tem with exchange, where one produces for other people. Here the separation
of producer and consumer came into being: ‘somebody had taken the place of
the producer to consume’. ‘But when trade was introduced, and each no longer
laboured for himself, but for someone unknown, the proportions ... between
the labour and the revenue ... were independent of each other’. And then it
became necessary to regulate the mutual quantitative relations between total
production and total needs. But as nobody carries out this regulation, these
relations are entirely random; the number of producers and the extent of their
production are different and arbitrary in each branch; need has ceased to be
the regulator of the extent of production and has been replaced by the capit-
alist’s profit, deriving from [a product having] a value ‘higher than the money
advanced by means of which it has been obtained' This difference, this ‘surplus’
is therefore itself exchange value and hence an abstract quantity. This profit,
this abstract value is henceforward the aim of the whole capitalist mechanism,

110 [English in Grossman'’s original text.]
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it is its motor, it guides all actions, independently of real needs. ‘Profit making
has become the first aim in life’!! ‘The hope of profit makes capital circulate
rapidly from one end of the known universe to the other’12

How does the exchange mechanism function under the influence of this reg-
ulator? And thus we find ourselves at the very heart of Sismondi’s theory.

Although each social function has become independent, society has not
ceased to be a whole in the economic sense, an organism controlled by the
law of this whole and not by the elements which make it up, something which
is manifested in the law of value; Sismondi corrects the individualist theory
of value of Smith and Ricardo, which determines the value of a commodity
by the labour expended on producing it, with this highly significant addition,
that it must be the labour necessary for its production. ‘Mercantile value is
always fixed, in the last analysis, by the quantity of labour necessary to obtain
the valued thing’!!3 To tell the truth, Ricardo also seemed to define value in
this way: ‘I say that it is the comparative quantity of labour necessary to the
production of commodities, which regulates their relative value. ' But, while
Ricardo only speaks of the time technically necessary to produce a unit of a
given commodity, Sismondi uses the word ‘necessary’, as Marx will do later, in
the sense of time which is ‘socially indispensible), that is time necessary to pro-
duce the whole mass of a given commodity necessary for society.’® ‘Value is
the relation between the demand of all and the production of all'. ‘Value res-
ults from the relation between the need of the whole society and the quantity
of labour which has sufficed to satisfy this need’ Only the labour required to
satisfy the whole need is necessary and the value of the products then corres-
ponds exactly to the labour provided, measured by time. This condition would
require the quantitative fixing, on the one hand, of the number of producers
and the extent of their production; and on the other, of the extent of total social
needs. In the end it is only under these conditions that the process of produc-
tion would be in proportion to needs, would be normal, without disturbances or
losses for the producer. ‘To be sure of selling, he would have to know two things:

111 Sismondiiggid, pp. 68, 254; Sismondi 1837, p. 137; Sismondi 1991b, p. 339.

112 Sismondii837, p. 59.

113 Sismondi1838, p. 381.

114 Ricardo 1952, p. 149.

115 Marx himself notes this: ‘Arguing directly with Ricardo, Sismondi not only emphasises the
specifically social character of labour which creates exchange value, but states also that it
is a “characteristic feature of our economic progress” to reduce value to necessary labour
time, to “the relation between the needs of the whole society and the quantity of labour

which is sufficient to satisfy those needs”’, Marx 1987a, pp. 300-1. [German in Grossman’s
original text. Grossman’s emphasis. ]
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the quantity of the thing he is producing that the public needs; the quantity of
it that can be produced by all those who exercise the same profession as he
does’ ‘Whereas one or the other [wealth and population], considered by them-
selves, are only abstractions, and the real problem ... is to find that combination
and proportion of population and wealth ..."116 Independently of the question
of the unequal distribution of wealth between the various classes of the pop-
ulation, the key point is that reproduction is in proportion to the productive
forces and the needs of society as a whole. ‘It is on that proportion that my New
Principles are founded; it is in the importance that I attach to it that I differ
essentially from philosophers who ... have expounded the economic science of
Messrs. Say, Ricardo, Malthus and McCulloch’!'” Assuming that total produc-
tion corresponds to total need, if ten garments and twenty sacks of corn are
produced by the same number of days of labour, they will exchange at equal
values.

But in the real world nobody adapts production to needs; that is why the
course of production and exchange does not follow this normal pattern. Given
the fragmentation of the social whole into distinct functions independent of
each other, the number of producers and the quantity of their production are
arbitrary and random. To acquire a profit the producer would like to ‘produce
indefinitely’"® Now this excessive quantity of labour, accomplished in order
to generate production exceeding total social need, does not count because it
has no purchasers and hence does not create value. ‘All that is produced beyond
this is useless and has no value!® For ‘things become wealth only at the time
when they find the consumer who agrees to buy them in order to use them’12°
Individual labour creates value only if this function is a necessary organ of the
whole; otherwise it is a superfluous function, that is, time wasted.

If therefore the number of producers of clothing, for example, increases,
although the need has not changed, the labour expended on this additional
production of clothing does not create any value, the greater mass of clothes
will have the same value as previously and, as a result, the price of each gar-

116 Sismondi 1838, pp. 376, 379; Sismondi 1837, p. 120; Sismondi 1991d, p. 2. [Grossman’s
emphasis. Translator’s interpolation. |

117 Sismondi 1991d, p. 1. [Grossman’s emphasis.] Rist commits a major mistake by under-
standing the problem of the proportionality of productive forces raised by Sismondi as a
question of the distribution of wealth above all in the interest of the poor, that is of waged
workers. Rist writes that according to Sismondi ‘wealth only deserves the name when it is
proportionately distributed,, Rist 1915, p. 178.

118 Sismondi1837, p. 70.

119 Sismondi1837, p. 69.

120 Sismondii837, p. 30.
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ment must fall. A specific producer of clothing continues to manufacture, for
example, ten garments, just like the previous year, that is to say the same quant-
ity as previously but, in view of the reduction in value of this production, he can
no longer buy twenty sacks of corn but only twelve, eight or even none at all
if he has not sold any of his ten garments. So, despite the claims of Say and
Ricardo, it appears that it was only in the system without exchange that the
quantity of the product was identical to the income and in permanent condi-
tions sufficed from year to year to satisfy the same needs. In the system with
exchange the quantity of products is not equivalent to income. This quantity
of products must first of all be sold. Each producer now knows that ‘by mak-
ing the same quantity of products, he might earn much or little, or he might
even lose’ The products of one year, identical in quantity and quality to those
of the previous year, may and do represent a quite different income; despite the
identical nature of the products, the income is of a variable size. In the exchange
system, ‘products are not yet positive quantities, aliquot portions of wealth, as
long as they are in the hands of the producer. Only sale ... determines their
value.'2! In these conditions the manufacturer of clothing produces, it is true,
the same quantity as previously but his income will depend not on the quantity
of goods created by him as an individual producer but on the quantity of goods
created likewise by all the other producers and hence will depend on productive
processes taking place outside of each individual producer and independently of
him, in short on competition.

Thus, in this new condition, the life of every man who works and produces
depends not ... on his labour but on what he sells. It matters little whether
the work is done well ... it must be in exact proportion with production.
The producer who cannot sell cannot live.122

From the point of view of society conceived as a whole, income is always a
certain given mass of effective goods reproduced. ‘Income, of which we have
seen all the different sources, is a material and consumable thing; it springs
from labour.’?2 But in the exchange system the producers act in isolation; for

121 Sismondi 1837, p. 65; Sismondi 1838, p. 231.

122 Sismondi 1837, p. 120. [Grossman’s emphasis.]| We have taken as the starting point of our
argument the excessive number of producers of clothing, as a result of which some of
these clothes could not be sold. But as the producers of clothing are in turn consumers
of the products of other branches, the reduction of their incomes must also provoke a
disproportion in other branches, namely a ‘general obstruction’. Sismondi 1991a, p. 600.

123 Sismondiiggid, p. 361.
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them income is always a variable amount: it is an abstract value subject to
fluctuations. In this disproportion of production and income, of use value and
exchange value, is found the original source of the disruptions which appear
in our economic mechanism. The development of this thought constitutes
the first part of Sismondi’s theory. It was to this that Karl Marx’s penetrating
observation referred: ‘Sismondi founded on the opposition between use value
and exchange value his principal doctrine, according to which diminution in
revenue is proportional to the increase in production.?* Despite these words
written nearly eighty years ago, Sismondji’s ‘principal theory’ on the nature of
income has not yet been understood.

The classical school considered crises as accidental phenomena provoked
by mistaken commercial policy and by restrictions. Even those who are called
egalitarian socialists, like for example William Thompson, saw the real source
of crises only in the luxury branches of industry, as the result of the whims and
changes of fashion among the rich.1?> In contrast, for Sismondi crises are the
necessary consequence of the construction, defective in principle, of our eco-
nomic mechanism, based on abstract exchange value.

Sismondi’s analysis does not stop with this result. The classical school in-
sisted that even when a crisis broke out, it could only be a transitory phe-
nomenon, for our productive apparatus possesses a spontaneous tendency to
re-establish the good order which has been disrupted. Sismondi had a quite
different view. He showed that in an economic mechanism whose regulator is
a variable exchange value there are causes that act permanently, that merely
intensify the disequilibrium between production and needs and constantly
create the tendency to enlarge production, whether or not this is required by
needs.

First of all on the commodity market.

The mechanism described by the classical economists is well-known: any
excess production brings down prices and profits, and has an automatic influ-
ence on the reduction in production. The tendency to equalise profits in the
various branches of production brings about the withdrawal of capital from
non-profitable branches and prevents disequilibrium. On the other hand Sis-
mondi argues that in a society where the producer’s aim is not the production
of a specific quantity of real goods but the highest profit possible, the lower-
ing of the selling price and income caused by overproduction in no way leads
to the reduction of production but, on the contrary, merely extends it so that

124 Marx 19764, p. 114. [ Grossman’s emphasis.] Also see Sismondi 1991d, p. 600.
125 Thompson 1824, Chapter 11, section 2, pp. 195-210.
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with a greater number of transactions the producer can recuperate his losses
on prices. The producer ‘always seeks to produce more, to produce cheaper, to
produce all the more ... in order to regain by quantity what he loses on prices’.
‘The result of the reduction of income is that he needs more capital to live,
he needs more land to get the same amount of rent, he needs to lend more
money to get the same amount of interest. Overproduction by lowering prices
and incomes forces the individual producer to continue overproducing even
more. ‘Because they had already too many goods, they have asked for more
at a lower price. That seems like a paradox. However, there is a glut on the
market and there is no means of selling all the increased production, since
there was insufficient demand previously for less production. But the increase
in production makes it possible to reduce expenses, thanks to which the large
producer wins out over his competitors and disposes of his goods at his com-
petitors’ expense. ‘Each producer seeks to undercut his rival colleagues and by
low prices to attract the buyer to himself in preference to someone else who
cannot sell.’26 This producer prospers even at times of general stagnation; he
increases his production even when there is no increased demand. It is an arti-
ficial buoyancy: ‘production is reviving’, ‘but this sporadic activity is more often
the result of risky speculation, of misplaced confidence, and of superabundant
capital, than of new demand.. ‘It is a deceptive activity’, ‘a fallacious prosper-
ity'_127

‘The necessary, inevitable consequence of undercutting by some is glut for
all, or the arrival on the market of a quantity of goods in excess of needs, which
can only be sold at a loss. Success in competition is conditioned by large-scale
production, the purchase of cheap raw materials, the application of the divi-
sion of labour, the use of machines, new inventions etc. But this success also
depends on the abundance of capital and on a low rate of interest. ‘A decrease
in the rate of interest begins a search for a productive use of superabundant
capital’ ‘The capitalists, in order to employ their funds, will set afoot indus-
tries which will not find an adequate market afterwards.’28 Finally we come to
the key fact that it is not the increase in consumption which is the regulator of
the extent of production but that the increases in production are ‘determined,
not by needs, but by the abundance of capital’!?® All the stimuli, directions
and dimensions of capitalist production today are in no way determined by

126 Sismondi1837, p. 74, Sismondi 1991b, p. 635; Sismondi 1838, p. 232.
127 Sismondiiggid, p. 333; Sismondi 1838, p. 329.

128 Sismondi 1838, p. 233; Sismondi 1991d, pp. 299, 332.

129 Sismondiiggid, p. 278.
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the extent of concrete need; rather, ‘those who found themselves in possession
of a certain quantity of accumulated wealth have in general undertaken the
control of annual production’3°

It is obvious that, in these conditions, the increase in production ‘without
regard to the needs of the business world’ intensifies competition ‘that en-
riched some individuals [and] caused a certain loss to others’!3! The increase
in production is therefore parallel to the reduction of income and even to the
ruin of the social whole. The increase in production, ‘always tied to a greater
circulating capital, and to the use of a larger fixed capital, can give an advant-
age to the entrepreneur, and make his manufacture flourish, without having
to again conclude that this leads to a social benefit.132 Moreover, the source of
disruptions is the same: the regulation of the extent of production by profit,
that is, by an abstract exchange value. The shrinking of this abstract quant-
ity leads to the enlargement of the real productive apparatus, as well as the
mass of real products, although demand is lacking — in short, the opposition
between exchange value and use value. The result is that ‘the income of all is
not the same thing as everyone’s output ... it would be possible that the product
increases and the income decreases’!33

In the two instances which we have just considered, since the available techno-
logy and the productivity of labour did not change, the reduction of exchange
value was the result of an excessive increase, either in the number of produ-
cers or in the extent of their production. This reduction of exchange value
may occur as a result of technical revolutions, in other words of progress in
the productivity of labour. And here we come to the third part of Sismondi’s
theory. Ricardo had noticed the fact itself.!34 Sismondi develops it and shows
the consequences. ‘Mercantile value is always fixed, in the last analysis, by the
quantity of labour required to obtain the thing being valued; it is not what it
costs at present but what it will cost in the future, perhaps with improved meth-

130 Sismondi1837, p.141. ‘As capitalist production develops, the scale of production is determ-
ined to an ever lesser degree by the immediate demand for the product, and to an ever
greater degree by the scale of the capital which the individual capitalist has at his disposal,
by his capital’s drive for valorisation and the need of his production process for continuity
and extension. [Marx 1978b, p. 221.]

131 Sismondiiggid, p. 303. [Editor’s interpolation. |

132 Sismondiiggid, p. 299.

133 Sismondiiggia, p. 600.

134 Ricardo 1912, pp. 182—91.
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0ds"135 Whence a constant devaluation of goods already produced and put on
the market, leading to a new source of disruptions. Moreover the old factor-
ies with their old equipment are reduced to struggling hopelessly against the
competition of large factories which are better equipped. ‘The old machines,
even the whole factory, replaced by new inventions, lose all their value. The
immense capital which had been placed in their construction is destroyed.36
‘Every truly important discovery in engineering, each of those that produce ... a
considerable profit, immediately leads to the creation of a new factory in order
to appropriate the profits exclusively. It is a never-ending race to monopolise
profit through improvement but for a very short moment, for a newcomer in
turn will soon reduce the value of this improvement. ‘It is in the nature of crafts
that inventions succeed each other, that a new discovery comes to take away
the fruits of the preceding one.’3”

This ceaseless competition produces a constant process of devaluation of
the values already accumulated, a general dislocation of exchange value and,
as a result, a necessary disruption of the whole economic mechanism of which
this value is the regulator. ‘It has been noted that the violent shocks suffered
nowadays by manufacturing industry derive from the speed with which scientific
discoveries succeed one another! And the effects of so many ‘revolutionary
inventions’ are deplorable for human society. ‘Not only is the value of all goods
already produced diminished ... but all the fixed capital, all the machines ... are
rendered useless.138

In these conditions, a fortune owned is always threatened with ruin and
the producer’s income does not depend on labour effectively carried out. It is
consequently not a positive amount, does not depend on the mass of effective
goods produced but on the value he manages to obtain by selling them on the
market and which he succeeds in preserving amid the continual upheavals to
which this value is subject. ‘His operation takes on the character of a game ...
his profit depends on chance, or is based on the loss made by another.’3?

The circumstances which we have just noted, an unlimited quantity of pro-
ducers and production and technical revolutions, must and did provoke disrup-
tions even in a system composed only of independent producers, possessing
their own instruments of production. In both cases the reduction in profit and
the subsequent depreciation of capital and of goods already produced, causes

135 Sismondi1838, p. 381.

136 Sismondi1838, p. 302.

137 Sismondi 1838, pp. 298, 305.

138 Sismondi 1838, pp. 366, 367. [ Grossman’s emphasis. |
139 Sismondi1838, p. 232.
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the ruin of the small producers. ‘The prosperity of the producer who gets rich
should not allow us to forget the poverty of the producer ruined by his competi-
tion. Itis impossible to safeguard oneself from this competition by moving into
another branch of production, ‘capitals leave an industry only through the bank-
ruptcy of owners’#0 The spontaneous tendency to restore equilibrium between
production and consumption does not exist. In the current system there is
therefore overproduction: the impossibility of selling a part of the products.
‘Hence, if production increases gradually, the exchange of each year ought to
cause a small loss ... if that loss is small and well distributed, everyone bears it
... But if the causes indicated act suddenly and violently ‘there is a great dispro-
portion between the new production and the previous production), and then
one section of the producers get rich but only because the other one gets poor,
‘capitals are reduced, there will be suffering’. ‘New fortunes are built only by the
overthrow of old fortunes.’#!

Hence the natural tendency to concentration. ‘Discoveries in the mechanical
arts have always the remote result of concentrating industry within the hands
of a smaller number of merchants.’#2 Obviously this goes along with the bank-
ruptcy and ruin of others, proletarianisation and pauperism. As we have seen,
Sismondi does not merely observe this tendency empirically but shows that
this concentration of industry and the consequent proletarianisation are the
necessary result of the current economic organisation. ‘Pauperism is the state
to which proletarians are necessarily reduced when they have no work ... This,
society which gives all its support to the rich, does not allow the proletarian to
work ... and condemns him to idleness.’ In short the causes that we have just set
out are the historic basis of the tendency which hasled to and continues to lead
to the separation of property and labour. ‘We incline to separate completely any
type of property from all types of labour’ Hence, on the one hand, the concen-
tration of capital and, at the opposite pole, growth of the proletarian masses.
‘Already brought into the world, that population finds no longer any room to
exist there.#3 But this excessive population ‘exists today, and ... is the necessary
result of the existing order. When a primitive hunter dies, for want of finding
any game, ‘he yields to a necessity which nature herself presents. Today it is a
different matter for the artisan without work: ‘he is still surrounded by riches ...

140 Sismondi1838, p. 295; Sismondi 1991d, p. 487. [ Grossman’s emphasis. ]

141 Sismondiiggid, pp. 104, 104-5; Sismondi 1837, p. 31. [ Grossman’s emphasis. ]

142 Sismondiiggid, p. 561.

143 Sismondi 1837, p. 44; Sismondi 1991b, p. 628; Sismondi 1991d, p. 548. [ Grossman’s empha-
sis. ]
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and if society refuses him the labour by which he offers, till his last moment, to
purchase bread, it is men, not nature, that he blames’ 44

It is true that after the catastrophe of a crisis a new equilibrium is estab-
lished at last. People have tried to see in this fact a proof that a crisis is only a
passing ill and that equilibrium is restored automatically. Sismondi considers
this theory of equilibrium restoring itself to be dangerous. ‘A certain equilib-
rium will re-establish itself in the long run5 but the disaster nonetheless
leaves a deep impression. Some of the producers go bankrupt and sink into the
proletariat, while others succeed in enlarging their businesses, and a concen-
tration of industry results. Equilibrium is restored but on a new basis: the social
structure has undergone a serious transformation.

This glance at Sismondi’s conceptions enables us to conclude that economic
science has previously considered the facts stressed by our writer — such as
competition, the struggle between large and small industry, concentration,
crises, pauperism, the reserve army, abuses committed in factories, and above
all the question of the distribution of wealth — only as isolated, external facts,
as disjecta membra.*¢ Economists have not explained and have said nothing
about the internal connection, the stimulus and the cause uniting all these
phenomena into a set of parts of a common mechanism, in complete mutual
dependence — hidden below these external manifestations. This connection is
the fact that abstract exchange value is the requlator of the extent of production.
The economic system serves to satisfy the concrete material needs of society
by means of a given productive apparatus. These needs, just like the extent of
the apparatus, are amounts and phenomena which can remain in mutual rela-
tions in natural conditions, without regard to value. On the other hand, our
economic system, in order to apply the dimensions of the aforesaid product-
ive apparatus to the extent of the needs, takes as its regulator exchange value,
a regulator which, in a mechanism based on free competition, is necessarily
a variable standard, whose movements are the opposite of those of the effect-
ive goods which it measures, since the value of a given good diminishes if the
general mass of goods increases. So these factors, like two worlds which are
impenetrable to each other, do not have a common measure and to try to har-

144 Sismondiiggid, pp. 322, 556. [Grossman’s emphasis. |
145 Sismondiiggid, p. 487.
146  [Disjecta membra’ means ‘scattered fragments..]
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monise them would be like measuring length in grams or weighing in metres.
‘The present suffering results from the increase of quantities, while values are
being reduced.’#”

Our system is like the mechanism of a factory in which every wheel, every
machine set in motion by the transmission belt, would have to experience dis-
ruptions in their movements if the belt contracted or stretched excessively. It is
in this dual principle of organisation of our economic mechanism, in the fact
that to control the dimensions of the real apparatus we use a changing unit
of measurement, an abstract and variable value, in this contradiction between
use value and exchange value that Sismondi sees the fundamental defect in the
construction of our economic system, the real cause of crises, of overproduc-
tion and of economic anarchy.*® That is why the disruptions of this system
are not temporary deviations from normal equilibrium but derive from a con-
stitutive defect and are a phenomenon which recurs ceaselessly, periodically
and necessarily, to such an extent that it becomes possible to predict their reg-
ular repetition.

The period of prosperity of any manufacture is promptly followed by a
period of distress. It is enough for us to know that a manufacture is flour-
ishing today for us to be able to foresee, almost with certainty, that in ten
years, or even much less time, according to all probability, it will have had
to succumb to competition.!49

147 Sismondi 1838, p. 478. See Karl Marx: ‘It is a general law of commodity production that
the productivity of labour and the value it creates stand in inverse proportion’, Marx 1978b,
p. 227. [Grossman’s emphasis.] In a distorted form, we find this theory in Wilhelm Neurath,
when he criticises ‘the false calculation of value’, and blames the fact ‘that the relation
between the quantity of goods and the real need for them does not determine the estim-
ated value of the goods As a result of the application of this ‘false calculation of value’,
of this ‘phantom value), ‘the total value of the products can sink, even if the quantity ... of
the products increases, so that total use and total value come partially into contradiction
with each other.’ In Neurath’s eyes this is ‘something highly unusual’ and ‘inappropriate’.
According to him factories are free ‘of this calculation of value’ (!) and possess ‘the capa-
city to produce wealth and to employ heads and hands’ even when they lose their value,
Neurath 1892, pp. 16—18. [ Grossman’s emphasis. |

148 ‘The continual depreciation of labour is only one side, one consequence of the evaluation
of commodities by labour time. The excessive raising of prices, overproduction and many
other features of industrial anarchy have their explanation in this mode of evaluation.
‘Instead of a ‘proportional relation’ we have a disproportional relation.’ Marx 1976a, p. 136.
[Grossman’s emphasis. |

149 Sismondi1838, p. 306.
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We do not propose to give a systematic exposition of Sismondi’s ideas but just to
draw out the essence of his thought. So far we have done this by analysing phe-
nomena on the market for commodities. We will complete our proof by analys-
ing phenomena on the market for wage labour. And there too we will encounter
what we have already indicated. Critics have previously confined themselves
to external aspects without reaching the very heart of the action, to apparent
symptoms and not to essential and deep causes. Hence they have obstinately
repeated that for Sismondi the source of all disturbances, of all crises was to
be found in the unequal distribution of wealth, in the underconsumption of
the working masses. ‘The disproportion between capitalist production and the
distribution of incomes determined by the former appears to him the source of
all evil’, writes Rosa Luxemburg.159 According to [René] Gonnard ‘in Sismondi’s
eyes, the questions of distribution take on a preponderant importance and
there are almost socialist formulations on the right of the poor to a minimum
consumption’!® Nothing could be more wrong. Certainly nobody before Sis-
mondi had exhaustively revealed the capitalist character of the creation and
distribution of wealth and nobody before him had made such a penetrating
critique of this system. In Sismondi we find in embryonic form the doctrine
later developed by Karl Marx and called by him economic fetishism, according
to which in the capitalist system there exists an objective tendency to obscure
the real nature of this system, of its institutions and of the real source of its
wealth. Monetary exchange is precisely the instrument whereby this process
of artificial transformation is accomplished. In any economic system ‘wealth
... was always a thing created by labour’152 ‘The history of wealth is, in all cases,
comprised within the limits now specified — the labour which creates, the eco-
nomy which accumulates, the consumption which destroys’. But while nothing
is so easy to grasp as this truth, exchanges ‘blur our vision and make a positive
thing into an almost metaphysical one’. Like wealth, income comes from th