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Editor’s Introduction

Rick Kuhn

The Law of Accumulation and Breakdown! was Henryk Grossman'’s greatest hit.
The book attracted immensely more attention than the other monographs in
the series issued by the Institute for Social Research (IfS).2 Despite its mainly
hostile reception, until the 1940s it was better known than the research work of
the IfS’s other, still active members. This was due to the volume’s content and
the timing of its appearance, shortly before the great New York stock market
crash of 1929 and the following profound depression, both of which it foreshad-
owed.

In his book, Grossman recovered Marx’s theory of the tendency for capit-
alism to break down, due to the very mechanism which has led to repeated
revolutionary increases in the productivity of human labour in the course of
capitalist development, and the way in which it is expressed in recurrent eco-
nomic crises. In his exposition, Grossman also provided profound insights into
the logical structure of Marx’s Capital. While the book focussed on economic
questions, its purpose was also profoundly political: to identify circumstances
in which revolutionary working-class struggles were most likely to arise and be
successful.

The first section of this Introduction, below, places The Law of Accumulation
in the context of Grossman’s life and work. As the history of Marxist economic
theory before Grossman has already been examined multiple times,? it will
not be repeated here, before the second section, where the book’s main argu-
ments are outlined. The third section provides a survey of its initial reception,
translations, republications and later discussions of it. Substantive criticisms
of the book, and theoretical and empirical responses to them by Grossman and
others, are considered in the fourth section. The conventions employed in the
following translation of his work are set out in the final section.

First published as Grossmann 1929.

In German: ‘Institut fiir Sozialforschung’.

See, in particular, Howard and King 1989. Also, for example, see Sweezy 1962, pp. 190—209;
Shaikh 1978; Clarke 1994, pp. 14-58.

© RICK KUHN 2022 DOI:10 1163/9789004449978 002



9 KUHN
Context

Grossman was born in Krakéw, then partitioned Poland’s cultural capital in the
Austro-Hungarian province of Galicia, in 1881.# Still in high school, he joined
the socialist student movement and soon became a member of the Polish Social
Democratic Party of Galicia (pPsD).5 While a student at Krakdéw’s Jagiellonian
University, Grossman helped organise Yiddish-speaking, Jewish workers into
political and union associations for several years. On May Day 1905, he became
the founding secretary and leading theoretician of the Jewish Social Demo-
cratic Party of Galicia (JspP).6 This Marxist organisation split from the ppsD
in order to express the interests of Jewish workers, whom the Polish party had
neglected. Shortly after its foundation, the jspp had around 2,000 members.
The new Party participated in the intense class struggles in Austria-Hungary
of the period from 1905 until 1907. These resonated with the experience of the
revolution in the Russian Empire. Grossman also helped to smuggle literature
across the border for Rosa Luxemburg's revolutionary Marxist Party, the Social
Democracy of the Kingdom of Poland and Lithuania.

In moving a motion at the JSDP’s 1906 Congress, endorsing the General Aus-
trian Social Democratic Party’s call for a general strike over the demand for
universal male suffrage, Grossman declared

But the use of power takes different forms. There were times when the
proletariat fought with weapons on the barricades. Then weapons gave
way to voting slips. Now we are preparing for a mass strike which is again
the prelude to active revolutionary struggle. That is the dialectic of his-
tory: after a period of active revolution there is a period of legal struggle
that again gives way to revolutionary struggle. We can therefore say that
legal struggle prepares for illegal struggle. That is, a period of accumulat-
ing forces prepares the way for the moment when a revolutionary out-
break opens a period when rights are extended.”

In 1907, in an account of his Party’s history, Grossman made his longstand-
ing adherence to a fundamental Marxist idea explicit: ‘So, as far as the Jews
are concerned, the words of the Communist Manifesto “the emancipation of
the working class must be the act of the working class itself ...” mean that

Unless otherwise indicated, information below about Grossman’s life is from Kuhn 2007.
In Polish, Polska Partia Socjalno-Demokratyczna.

In Yiddish, "0 Ra WLJW’UNWP&DLJT—%%’RND W, Yidishe sotsial-demokatishe partey.
Grossman 2020b.

N oo A



EDITOR’S INTRODUCTION 3

their liberation can only be the product of their own political struggle’® He
identified class struggle as the decisive element in the dialectic between the
transformation of subjective working-class consciousness and objective cir-
cumstances. This publication, Bundism in Galicia, also included a theoretical
justification for the practical priority he had been giving to revolutionary organ-
isation: ‘The class interests of the proletariat find their expression in the con-
sciousness of the party (in a program) or when this party consciousness is
the multi-faceted expression of the proletariat’s class interests and the most
far reaching conception of the implications drawn from the objective trends
of previous social development.’® This commitment to the ideas of revolu-
tionary, working-class self-emancipation and the importance of effective polit-
ical organisation remained features of Grossman’s outlook for the rest of his
life.

As the level of class struggle subsided, Grossman devoted more attention to
his university studies and, in late 1908, moved to Vienna to undertake research
under Carl Griinberg, the first Marxist professor at a German-speaking uni-
versity.

In the meantime, he had formed a relationship with Janina Reicher, the
daughter of a wealthy Jewish industrialist in the Russian-occupied Kingdom
of Poland. She was in Krakow to study painting. According to family tradition,
at a public meeting of the Jspp,

he made a fiery speech, attacking the Central Government. He was arres-
ted and kept for a while in police custody. During this time he received a
package of candies from a young woman, who was present at the meeting
and apparently fell in love with him.1°

Henryk and Janke were married, in Vienna, in 1907 and took a two-year honey-
moon in Paris, returning with their first son.!

The largest fruit of his Vienna-based research was Austria’s Trade Policy for
Galicia during the Period of Reform, 1772-1790, an implicitly Marxist work which
was eventually recognised as the thesis component of Grossman’s higher doc-
torate (Habilitation), which was a prerequisite for teaching at a university. He
intended to publish a sequel, which never appeared,'? a pattern of unfulfilled

8 Grossman 2020c.

9 Grossman 2020cC.

10  Thornig62.

11 Thornig62.

12 Grossman 1914, p. Vii.



4 KUHN

good intentions about writing projects, repeated on several later occasions,
including at the start of his introduction to the Law of Accumulation.

Conscripted into the Austro-Hungarian army during World War 1, Gross-
man saw active service on the eastern front, before being seconded to engage
in war-related research, first in Lublin, a Russian-Polish city then occupied by
Austro-Hungarian troops, and later in Vienna. His first post-war work, on which
he had presumably been engaged for some time, was a paper on ‘The Theory of
Economic Crises’, delivered in 1919 in Krakéw. It contained a series of insights
which he expanded in The Law of Accumulation. The presentation identified
the significance of Marx’s method of abstraction from less important aspects
of the real world in order to understand fundamental relations. This was the
basis for criticising explanations of crises in terms of capitalism’s inability to
realise surplus value already produced. Although her name was not mentioned,
this was the theory most famously advocated by Rosa Luxemburg. Grossman’s
brief paper also stressed the importance of the distinction between use value
and value in a critique of the other Marxist account of crises then influential.
Otto Bauer and Mikhail Tugan-Baranovsky had formulated a reformist theory
of economic crises, which Grossman later labelled ‘neo-harmonist’, in terms of
avoidable disproportionality in the value allocated to different branches of pro-
duction. Under capitalism the dual nature of commodities as at once material
objects with specific applications and values, measured in money, Grossman
argued, makes crises inevitable.!3

Deemed ineligible for citizenship by the racist policies of the post-war,
rump Austrian state’s first government, led by social democrats, Grossman was
unable to take up the offer of a senior post in its Central Statistical Commis-
sion. Now a Polish citizen, he moved to Warsaw in 1919. He was appointed to
a position in the Polish Central Statistical Office there and charged with the
organisation of the new Republic’s first census. He also joined the Commun-
ist Workers Party of Poland (KPRP), the success of the Russian revolution and
the policies of the Soviet state having persuaded him to abandon the Bundist
elements of his politics.

Unwilling to fudge the results of the census in favour of ethnic Poles, Gross-
man left the Statistical Office for a full professorial post in economic policy
at the non-governmental Free University of Poland (wwP) in 1922. His most
substantial publication while at the wwP was a monograph on Simonde de
Sismondi’s economic theories. This highlighted the Swiss author’s influence on

13 Grossman 2019b.



EDITOR’S INTRODUCTION 5

Marx, including his grounding of crisis theory in the contradiction between use
value and value.'*

Almost from its inception, the KPRP was an illegal organisation. Grossman
helped organise some of its above-ground, front activities. In early 1922, he was
the secretary and later the chairperson of the People’s University, a Communist-
dominated institution, which engaged in extensive educational activities. He
also taught a course on Marxist economic theory at the wwep. For his political
views and activities, Grossman was subjected to police repression, including
five arrests between 1922 and 1925, and, although he was never convicted, peri-
ods of ‘investigative custody’, the longest for eight months in Warsaw’s infam-
ous Pawiak Prison. During these periods he was suspended from his university
post and no longer paid.

Apart from statistical and academic publications, while living in Warsaw,
Grossman wrote for the legal Communist press. He translated and introduced
Marx’s Critique of the Gotha Program and letters to Ludwig Kugelmann for a
book issued by a publishing house controlled by the Party.’> Continuing a tra-
dition that the jsDP’s newspaper had observed on the anniversaries of the
publication of Capital, he also wrote a short article about Marxist economics,
on the fortieth anniversary, for a Communist journal. The article included criti-
cism of the intellectual capitulation of Rudolf Hilferding, Otto Bauer and Karl
Kautsky'® to the harmonious equilibrium approach of bourgeois economics.
It concluded that ‘Marxist economics is the only scientific theory which pre-
dicted the process that is now under way, analysed it and formulated the laws
of its historical development, the historical process of the breakdown and dis-
integration of the capitalist system. The opportunist literary attempts to distort
Marxist theory, constantly undertaken, must always fail when confronted with
the reproach of real developments.”

In the course of his research in Warsaw, Grossman identified the nature of
the mechanism through which this historical process takes place. From unpub-
lished manuscripts, it is apparent that, by December 1924, he had extended
Otto Bauer’s version of Marx’s reproduction schemas in the second volume of
Capital. Intended by Bauer to demonstrate capitalist equilibrium, Grossman
discovered that when pursued over more cycles the model broke down. This
discovery was closely associated with Grossman’s recovery of Marx’s theory of
economic crisis and breakdown.!8

14  Grossman 2019d.

15  Marks 1923; Grossman’s introduction is Grossman 2020d.
16 Hilferding 1981; Kautsky 1911; Bauer 2012b.

17  Grossman 2019cC.

18 Grossman 1924; and Grossman 1924—26.
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He only had the opportunity to elaborate on this result after moving to
Frankfurt am Main in November 1925, in a form of qualified exile, which
allowed him to visit Poland if he did not engage in political activity. He was
therefore a close sympathiser but not a member of the Communist Party of
Germany (KPD).

Griinberg, now the Director of the Institute for Social Research, which was
associated with the university in Frankfurt, had arranged for his former student
to become one of his assistants. His political situation along with the comfort-
able income and time for research afforded by this post insulated Grossman
from two pressures. From the discipline of the KPD, as it succumbed to the
effects of the Russian revolution’s degeneration. And from some of the pres-
sures associated with employment by a publicly financed university. After a
bureaucratic battle between the university’s Faculty of Economics and Social
Sciences and conservative Prussian state police and officials, however, he was
granted a higher doctorate in 1927, thanks to the intervention of the state’s Min-
ister for Science, Culture and Public Education, a social democrat. He began to
teach courses, related to his research, at the university.

In 1926 Fritz Sternberg, at that time a Marxist intellectual in the space
between the Social Democratic Party of Germany (SPD) and KPD, published a
fat tome, Imperialism, which presented his own ideas, including on economic
crisis and revolution, as improvements on Marx’s theories.!® The book attracted
considerable attention on the German left.2? In a long review article, Gross-
man cleared the ground for and offered a preliminary account of his recovery of
Marx’s crisis theory, by subjecting Sternberg’s book to a devastating critique.?!
This included earlier insights into the inadequacy of Luxemburg’s undercon-
sumptionist analysis, which Sternberg invoked, and the relationship between
Marx’s (and hence Grossman’s) theory of capitalist breakdown and socialist
revolution.

Failing to grasp Marx’s method, Luxemburg and Sternberg misunderstood
the significance of the reproduction schemas in the second volume of Cap-
ital. Capitalism’s tendency to break down arises not from problems in realising
surplus value, i.e. insufficient markets, but from the insufficient surplus value

19  Sternbergig71

20  For example, see reviews in the bourgeois/academic Archiv fiir Sozialwissenschaft und
Sozialpolitik: Oppenheimer 1927; the social democratic Die Gesellschaft: Neisser 1931; as
well as the Communist journals Die Internationale: Ludwig 1927; Fried 1928; and Unter
dem Banner des Marxismus: Goldstein 1930.

21 Grossman 2019e.
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produced. Here Grossman was referring to the depression of the rate of profit
(the ratio of the new value squeezed out of workers to capitalists’ total outlays)
by the rising organic composition of capital (the ratio between the value of out-
lays on means of production and living labour in the production process, to the
extent that it reflects the ratio between the concrete amounts of means of pro-
duction and labour),22 which his work in Warsaw had already identified as the
core of Marx’s explanation of capitalism’s breakdown tendency.

The fall in the rate of profit is the result of capitalists trying to undercut their
competitors by investing in more and more capital-intensive production tech-
niques to raise the productivity of the workers they employ. Capitalists who
innovate first are able sell their products at prices less than those of their com-
petitors, which reflect the average costs of production. The amount of labour
embodied in each of the commodities produced by innovators is lower than the
industry’s average, so they are able to sell them at prices which are below aver-
age prices but still above their production costs. The innovators not only make
higher than average profits, as a result, but also have scope to expand their out-
put. Once most of the industry has gone over to the new techniques, the innov-
ators, like the other capitalists who have emulated them, are now constrained
to sell their commodities at prices reflecting their actual costs of production.
In the industry as a whole, the organic composition of capital has risen: the
proportion of outlays on constant capital, i.e. machinery, equipment, build-
ings etc., has increased compared with outlays on variable capital, i.e. labour
power, the only source of new value. Assuming that the rate of surplus value is
constant, i.e. no more surplus value is squeezed out of each worker every hour
they work, this means that the innovators’ higher rates of profit not only disap-
pear but the average rate of profit in the industry will now be below its previous
level. A modified and extended version of Otto Bauer’s model of accumulation,
soon set out in The Law of Accumulation, implicitly underpinned the analysis
in ‘A New Theory’.23

Grossman made his Leninist conception of working-class politics quite ex-
plicit in the article’s account of the relationship between economic crisis and
socialist revolution. According to Sternberg, a revolution had to be made soon,
even under unfavourable circumstances, because a new imperialist war would
soon render a successful revolution forever impossible. Intellectuals and the
revolutionary party could overcome this difficulty by ‘hammering’ ‘correct con-
sciousness’ into working-class brains, irrespective of objective economic cir-

22 Marx1976b, p. 762.
23 Grossman 2019e, p. 169.
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cumstances and the state of the class struggle. ‘Because Sternberg wishes to
present himself as completing Rosa Luxemburg’s thought, the wicked abuse of
this great fighter’s name has to be asserted here too.?* Drawing on her critique
of the revisionists’ idealism, Grossman demonstrated that Sternberg’s position
had nothing to do with Marx’s materialism. Against Sternberg’s voluntarism
he quoted ‘an expert in revolutionary matters who was also a Marxist, Lenin,
on the nature of revolutionary situations, which must include a confluence of
objective and subjective changes.?> Grossman presented this argument again
in the final chapter of The Law of Accumulation.

This book included more detailed elaborations of Grossman’s arguments
about economic theory, discussed so far. At its core was the recovery of Marx’s
analysis of the tendency for the rate of profit to fall and how it is temporarily
offset or even reversed by countertendencies. When the countertendencies are
no longer sufficient to overcome the fundamental tendency, crises eventually
occur. The next section sets out this analysis in a more substantial summary of
Grossman’s argument.

A companion article to The Law of Accumulation, published during the same
year, also discussed Marx’s method and the significance of his reproduction
schemas, in the course of analysing why and when he changed his initial plan
for Capital.?6

The treatment of Rosa Luxemburg’s identification of ‘mistakes’ in Marx’s
reproduction schemes was extended to her understanding of gold production,
in an essay by Grossman which appeared in 1932. On the basis of his grasp
of Marx’s method, he illuminated the transformation problem in an article
also published in 1932. Grossman had started to formulate responses to hostile
reviews of The Law of Accumulation soon after they appeared?” and this article
provided an opportunity to answer one criticism publicly, if briefly.

Griinberg was incapacitated by a stroke in 1928 and was eventually suc-
ceeded as the Institute’s Director by the philosopher Max Horkheimer. But it
was Grossman who took over Griinberg’s responsibility for revising old and
writing new entries on labour movement organisations, personalities and the-
ories, in the fourth edition of Ludwig Elster’s three-volume Dictionary of Eco-
nomics, a standard reference work, published between 1931 and 1933.28 He wrote
the final part, on the ‘Progress of Marxism to the Present, of the long entry

24  Grossman 2019e, p. 142.

25  Grossman 2019e, p. 143.

26  Grossman 2019f.

27 Grossman 2019i; Grossman 2019j; Grossman 2019g.
28  Elster1931-33.



EDITOR’S INTRODUCTION 9

‘Socialist Ideas and Theories (1. Socialism and Communism). That part was
also published as a pamphlet, Fifty Years of Struggle over Marxism. In its final
section, Grossman outlined his own recovery of Marxist economic theory and
included implicit responses to criticisms.2? He stated his position on the rela-
tionship between economic crisis and revolution very clearly in this section
and his Leninist conception of the role of a revolutionary party in entries on
Bolshevism and Lenin.30

The Institute and most of its members went into exile early in 1933, after the
Nazis were handed power in Germany. Grossman went to Paris and then Lon-
don, while most of the other members were in New York by the end of 1934.
He joined them there in 1937. The veteran of the jsSDP and KPRP tried to per-
suade Horkheimer of the essential connection between theory and practical
political activity, in which the Institute’s Director had, in 191819, only fleetingly
engaged.3! Urging Horkheimer to expand a journal article about Marxist philo-
sophy into a book, to make it more publicly accessible, Grossman reminded
him that ‘Precisely from the standpoint of activism, you should have an interest
in addressing broader layers of youth. It should never be forgotten that the tri-
umph of Cartesianism, in its time, was not simply promoted in university halls
by the force of a pure idea but by the fists and sticks of the Dutch students, who
answered the brutal power of the scholastics with the same kind of power, of
their fists!"32

In Paris, while writing about the origins of the modern, scientific world
view,33 Grossman associated with exiled members and leaders of the Social-

29  Grossman 2019k, pp. 380-6.

30 Grossman 2020¢; Grossman 2020f.

31  See Abromeit 201, pp. 42-6.

32 Grossman 2019], p. 433. Grossman’s blandishment apparently had no impact on Hork-
heimer’s trajectory from the theory of historical materialism to idealism, exemplified by
his assertion, in 1950, that: ‘In the history of civilization there have been not a few instances
when mass delusions were healed not by focused propaganda but, in the final analysis,
because scholars, with their unobtrusive yet insistent work habits, studied what lay at the
root of the delusion. Their intellectual contribution, operating within the framework of
the development of society as a whole, was decisively effective. ... The superstitious belief
in witchcraft was overcome in the seventeenth and eighteenth centuries after men had
come more and more under the influence of the results of modern science. The impact
of Cartesian rationalism was decisive. This school of philosophers demonstrated — and
the natural scientists following them made practical use of their great insight — that the
previously accepted belief in the immediate effect of spiritual factors on the realm of
the corporal is an illusion. Once this scientifically untenable dogma was eliminated, the
foundations of the belief in magic were destroyed’ (Horkheimer 1950, pp. ix—x).

33  Grossmann 2009a; Grossmann 200gb.
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ist Workers Party of Germany. He was critical of the disastrous policies of the
Communist International and kpD, which undermined effective working-class
resistance to the rise of the Nazis. In 1936, however, apparently influenced
by Russia’s (ambiguous) support for the Republican side in the Spanish Civil
War, he became an essentially uncritical supporter of the Soviet Union and
the policies of the Communist International, which had swung from branding
social democrats as ‘social fascists’ to the pursuit of alliances with ‘progress-
ive’ bourgeois parties. But, despite his sympathies for Stalinist politics before
1933 and from 1936, Grossman did not abandon his own contributions to Marx-
ism, which contradicted the Stalinist orthodoxy in economic theory, nor his
subjective faith in the working class, even though working-class interests were
objectively undermined by Stalinism.

Originally intended to commemorate the seventieth anniversary of the pub-
lication of Capital in 1937, Grossman’s next substantial work was a mono-
graph on Marx’s break with classical political economy, whose fundamentally
static approach continued to underpin contemporary, bourgeois economics,
the ‘neoclassical, marginalist theory still taught in universities and schools
today. Marx, Classical Political Economy and the Problem of Dynamics3* con-
tained material earlier destined for the sequel to The Law of Accumulation. The
monograph elaborated on the importance of the distinction between the use
value and value of commodities as an unavoidable cause of economic crises. It
explained the possibility and inevitability of economic crises even under cir-
cumstances of simple reproduction, i.e. when there is no new investment to
expand the scale of production. Capitalism was characterised not by a tend-
ency to equilibrium, a concept smuggled into Marxism by proponents of the
neo-Ricardian economist Ladislaw von Bortkiewicz’s solution to the ‘problem’
in Marx’s theory of transforming values into prices of production (and even-
tually popularised among English-reading leftists by Paul Sweezy),3> but to
disequilibrium. The impact of the contradictory, dual character of commod-
ities on the organic composition of capital also gives rise to the tendency for
the rate of profit to fall. Drawing on Marx’s early ‘Economic and Philosophic
Manuscripts of 1844, he also stressed the importance of ‘the subjective factor,
humanity itself’ in the achievement of socialism.36

The monograph appeared in a very limited, duplicated edition in 1941. There
was soon a rupture between Grossman and the Institute. It resulted from the

34  Grossman 2019m.

35  Bortkiewicz1949; Sweezy 1962, pp.109—30. For the history of this theoretical development,
see Kliman 2007, pp. 41-54.

36 Grossman 2019m, pp. 529—30. Marx 1975.
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unsuccessful attempt by the economist Fritz Pollock, Horkheimer’s childhood
chum and the Institute’s administrator, to drive Grossman off its books, a cut
in his pay and political differences between his historical materialist approach
and Stalinist sympathies, on the one hand, and Horkheimer’s and his imme-
diate circle’s pessimistic liberalism on the other. Horkheimer had a very low
opinion of a two-part article by Grossman,3” which appeared in 1943 and
developed material excised from drafts of Marx, Classical Political Economy and
the Problem of Dynamics. ‘The Evolutionist Revolt against Classical Economics’
focussed on the development of the concept of modes of production, in France
and Britain, culminating in Marx’s work. It included a dialectical account of the
relationship between Marxist theory and ‘the historical role of the proletariat
as the carrier of the transformative principle and the creator of the socialist
society’.

On the one hand, [the Marxist theory of the class struggle] is an expres-
sion of the existing conflict of interests between classes. At the same time,
it transcends the mere statement of an existing factual condition, not as
a fatalistic expectation of evolution, but as a guide to the active particip-
ation of the working class in the historical process. By this activity the
objective tendencies can be realised and the forces of a reactionary but
powerful minority that stand in the way of further development and pro-
gress overcome. In this latter sense the class struggle has always been a
decisive subjective factor in history.38

These formulations were obviously intended to encompass Grossman’s under-
standing of his own contributions to Marxist economic theory and to refute
accusations of ‘fatalism’ against him.

In 1948, Grossman’s final publication, ‘William Playfair, the Earliest The-
orist of Capitalist Development, appeared in English. The article was a fur-
ther investigation of Marx’s antecedents in economic theory and drew atten-
tion to Playfair’s insights into capitalism’s developmental tendencies and ulti-
mate transience. It concluded with a reference to the fundamental logic of
capitalism, which Grossman’s own earlier work had recovered: ‘these insights
remained mere observations until Marx showed them to be the inevitable res-
ult of another long-term fundamental tendency, which he discovered — the
tendency of capital, as technology advances, to increase its so-called “organic
composition”’3?

37  See Kuhn 2016.
38 Grossman 20191, p. 598, also pp. 596—7.
39 Grossman 20190, pp. 623.
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In 1949, Grossman left the United States of America to take up a professor-
ial chair at Leipzig University in Communist East Germany. This was part of a
short-lived effort to re-establish the University’s prestige by recruiting promin-
ent German academics who had been in exile in the west. Grossman died in
Leipzig in 1950.

Grossman’s Argument

The following outline focuses on the main steps in Grossman’s argument in The
Law of Accumulation and does not reflect the way he successfully integrated
empirical material, including historical and contemporary statistical data, into
his largely deductive, theoretical analysis. The summaries of chapters’ sections
and subsections are preceded by their numbers in Grossman’s work.

Introduction

Marx’s method, which structured Capital, was a process of successive approx-
imation (Anndherungsverfahren). Marx made a series of assumptions that
bracket out less fundamental aspects of capitalism’s economic mechanism, in
order to study the system’s essential logic. In subsequent steps, these assump-
tions were lifted and the consequences examined, bringing the analysis pro-
gressively closer to the features and movements of capitalism which can be
observed empirically. ‘All phenomena and problems are thus tackled at least
twice, initially under a set of simplifying assumptions and later in their final
form.40

Chapter 1 Previous Discussions

1In contrast with previous discussions of the downfall of capitalism, Grossman
followed Marx in identifying the crux of the matter as the way in which one
mode of production succeeds its predecessor, whose relations of production
have become fetters on the forces of production. Under capitalism this arises
from the contradiction between use value and value: between the creation of
the material conditions of human life and society, and the process of creat-
ing values for sale. Failure to grasp this has given rise to misunderstandings of
Marx’s work among Marxists and non-Marxists alike.

Marx’s labour theory of value entailed a theory of breakdown but this was
rejected by both the ‘revisionists’, like Eduard Bernstein and Tugan-Baranovsky,

40  See below, p. 50.
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and apparently orthodox Marxists, like Kautsky and Hilferding. But ‘It was Rosa
Luxemburg’s great historical contribution that she — in conscious opposition
to and protest against the distortions of the neo-harmonists — held fast to the
fundamental insight of Capital and sought to support it by proving that there
is an absolute economic limit to the further development of the capitalist mode
of production’*! Her explanation of that limit, based on the progressive dis-
appearance of non-capitalist markets, was, however, mistaken. Quoting Lenin,
Grossman stressed that, for capitalism ‘There is no such thing as an absolutely
hopeless situation’. Having recovered Marx’s theory, in whose elucidation the
reproduction schemas of Capital’s second volume played a crucial role, rather
than being faulty as Luxemburg argued, Grossman returned to the relationship
between capitalism’s tendency to break down and working-class struggle in the
concluding chapter of The Law of Accumulation.

2 The rest of the chapter outlined the deficiencies of, first, non-Marxists’
accounts and criticisms of Marx’s breakdown theory, then the views of Marx-
ists who either misunderstand it or, in the case of the neo-harmonists, deny
there is a tendency for capitalism to break down at all.

3 This denial culminated in Kautsky’s compendium of Marxism in 1927.

Chapter 2 The Law of Breakdown
1 The rest of the book explained capitalism’s tendency to break down and its
implications. The outline of the law of breakdown’s main features started with
a brief demonstration that Marx did indeed argue that there was a tendency
for capitalism to break down.

2 Grossman’s own argument was organised according to the same methodo-
logy as Marx’s Capital. Initial simplifying assumptions included that the value
of money is constant, prices are the same as values, supply and demand bal-
ance and that there was no credit (borrowing or lending). The consequences of
lifting them were examined subsequently, bringing the account of capitalism
closer to concrete reality.

3, 4 Otto Bauer had elaborated a useful model of capital accumulation
in a reproduction schema, which he used to refute Luxemburg’s contention
that capitalism’s survival depended on the realisation of surplus value in non-
capitalist domains. Realistically, Bauer assumed with Marx that the rate of
accumulation of constant capital was more rapid than that of variable cap-
ital, i.e. that the organic composition of capital rises. The organic composition
of capital is the ratio of the value of machinery, equipment, buildings and

41 See below, p. 66.
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raw materials compared to the wages bill, ‘in so far as it is determined by’ the
ratio of the physical quantity of machinery compared to the number of work-
ers.*> Where possible, arithmetical errors in Grossman’s and Bauer’s reproduc-
tion schemes have been corrected in this book; both the original and correc-
ted figures for tables where these differed significantly are provided in the
Appendix (pp. 518-522). The corrections do not contradict the logic of Gross-
man’s argument or the correctness of his conclusions.

5, 6 Both David Ricardo and John Stuart Mill had identified and been justi-
fiably worried about the implications of the tendency for the rate of profit to
fall for capitalism’s future, although they failed to provide an adequate explan-
ation. They also identified several countertendencies.

7 By continuing Otto Bauer’s model beyond the four years of the initial
exposition, it becomes apparent that accumulation cannot be sustained for-
ever and breaks down. Given the model’s assumptions, the absolute amount of
surplus value set aside for the capitalist class’s consumption would eventually
have to decline if the assumed rates of accumulation of constant and variable
capital were to be sustained. Subsequently, even further inroads into and then
the elimination of the capitalists’ pleasures and subsistence would not suffice
to maintain the assumed rates of accumulation. As the model assumed a con-
stant rate of population growth, further accumulation would then result in
rising unemployment. If accumulation nevertheless continued, a point would
be reached at which there was no scope for investment in further variable cap-
ital and additional outlays on constant capital would not, therefore, yield an
increase in the mass of surplus value.

A crisis would already set in, however, once the incentive for capitalists to
invest disappeared, i.e. when their consumption fund began to decline. Even
before that point capitalists would pursue countermeasures: wage reductions
and/or a reduction in the rate of accumulation of constant capital.

8 The operation of countertendencies means that in the real world the
breakdown tendency is interrupted and transformed into periods of growth
punctuated by crises. Contrary to other theories of economic crises, they will
recur even when prices remain constant, there is no credit squeeze, No mis-
calculation by capitalists and there is proportional growth between the two
departments of production which create producer goods (department 1) and
consumer goods (department 1r).

9, 10 After refuting Gustav Cassel’s and Franz Oppenheimer’s critiques of
Marx’s crisis theory, as well as Otto Bauer’s and Tugan-Baranovsky’s deviation

42 Marx 1981, p. 958.
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from it, Grossman again invoked Lenin on the absence of ‘hopeless situations’
for capitalism, given the effect of countertendencies. He then provided a for-
mula for the time at which Otto Bauer’s schema broke down. That point would
change if the assumptions of the schema were modified by countertendencies.

11 Marx’s theory of crises and breakdown only came to light when the third
volume of Capital was published in 1894, in the midst of a period of buoy-
ant growth. So it was widely believed that reality contradicted Marx’s theory.
Both revisionists and apparently orthodox Marxists systematised this conclu-
sion into the affirmation that capitalism could expand without limit. Lack of
precision, at a crucial point in the third volume, about the role of the mass of
profit (rather than its rate) in the breakdown of capitalism, Grossman conjec-
tured, contributed to the misunderstanding of Marx’s position.

12 While previous non-Marxists and Marxists failed to explain the period-
icity of economic crises coherently, a series of factors determine it. The higher
the level of the organic composition of capital and the rate of accumulation
of constant capital, the more rapidly a crisis will set in. The use value aspect of
fixed capital is also significant: if fixed capital becomes more physically durable
then the onset of a crisis will be delayed. Conversely, the approach of a crisis
is accelerated by technological innovations which lead to the ‘moral’ depre-
ciation of less efficient, older fixed capital before it is worn out physically. The
process slows down if more workers are employed compared to outlays on con-
stant capital, so long as wages are unchanged, still more so if the wage rate falls,
i.e. there is a higher rate of surplus value.

13 Developments in production impact on money and labour markets. Some
of the surplus value created in production is appropriated by money capitalists
to become loan capital, instead of being consumed or invested by the product-
ive capitalists in whose enterprises it was created. Because this slows the rate
of accumulation, it leads to higher rates of profit than would otherwise have
been the case. The slower rate of accumulation of variable capital also means
that a reserve army of unemployed workers forms and expands, putting down-
ward pressure on wages, raising the rate of surplus value and thus the rate
of profit. But improved profitability accelerates accumulation to the point at
which it cannot be sustained merely from the funds immediately set aside for
investment in constant and variable capital. So the amount of loan capital is
depleted, pushing up interest rates. Eventually there are insufficient funds to
sustain accumulation at the rates assumed in the model; a crisis ensues and
interest rates fall. In time, more rapid accumulation also absorbs the reserve
army, leading to higher wages and a lower rate of surplus value. The intro-
duction of credit therefore influences the shape of the growth phase of the
economic cycle but does not prevent the onset of a crisis. Movements in the
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rate of profit and interest rates in turn shape cycles of speculation in bonds
and shares. This speculative ‘investment’ does not create new value but merely
redistributes it among participants in financial exchanges.

14 Contrary to the assertions of various critics, notably Luxemburg, Marx’s
reproduction schemas can accommodate sudden bursts of more rapid accu-
mulation. Those schemas were both consistent and suitable means of analysing
important aspects of the process of capital accumulation. Furthermore, the
same combined outlays on constant and variable capital can result in differ-
ent quantities of commodities being exchanged between departments 1 and 11,
depending on the organic composition of capital.

15 The breakdown tendency expresses the way in which the capitalist rela-
tions of production constitute a fetter on the development of the forces of
production. The tendency for the rate of profit to fall, as the foundation for
Marx’s theory of breakdown and crisis, is itself an expression of the contra-
diction between the relations and forces of production. The output of the
labour process creating use values knows no limits, as productivity grows. But,
under capitalism, this labour process is subordinated to the valorisation pro-
cess (the process of value creation) in the pursuit of profits. New technology
is not applied wherever it can save the expenditure of labour but only where
such expenditure is outweighed by savings on wages. Moreover, as the amount
of accumulated capital increases and hence the rate of profit falls, the incent-
ive to invest in new, more expensive technology declines. Capitalists in Bri-
tain, for example, only adopted long-available innovations in steel production
when forced to do so by competition from the United States of America (USA)
and Germany, which were at lower overall levels of capital accumulation. The
unemployment not only of machinery and equipment but also the most fun-
damental force of production, human labour power, as a consequence of eco-
nomic crises is another expression of the way capitalism fetters society’s pro-
ductive forces.

16 While Luxemburg argued that capitalism’s breakdown occurs because
there is more surplus value in the form of commodities available than can be
sold, it actually derives from an insufficiency of surplus value. Where bourgeois
economists could only sustain their argument that crisis-free growth is possible
because the capitalist system tends to equilibrium, the problem of insufficient
valorisation arises in Marx’s analysis even when his preliminary assumption of
equilibrium (which can be lifted subsequently) is in place.
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Chapter 3 Countertendencies
This chapter examined capitalism’s tendency to break down more concretely,
by considering a series of countertendencies; first those that operate domestic-
ally and then those that occur on the world market. ‘The crisis is thus a tendency
towards breakdown which has been interrupted and has not fully unfolded!

1a, b The technological improvements associated with the process of cap-
ital accumulation, as demonstrated by examples from the maritime freight
industry, cheapen the costs of constant capital and thus improve profit rates.
The same is true of consumer goods. As their prices fall, so does the price of
labour power, even as workers’ consumption of use values remains the same or
even improves.

1 ¢, d Improved transportation technology and shorter storage times facilit-
ate more rapid turnover of capital, i.e. the time between its initial investment
and recovery in the form of money, when products are sold. In a given period,
more profit can therefore be made on capital outlayed if its turnover time is
reduced. More rapid turnover also provides an additional source of money cap-
ital which can be invested in the expansion of production.

1 e The cheapening of constant capital means that more workers can set in
motion alarger number of use values, in the form of machinery and equipment,
and can therefore create more surplus value.

1 f New industries with a lower organic composition of capital can also
emerge and improve the average social rate of profit. New industries produ-
cing artificial limbs, electrical fitting and mixed pickles, for example, were less
capital-intensive than the older iron and steel, and heavy manufacturing indus-
tries.

1g h i Productive capitalists have sought to increase their rates of profit by
reducing deductions from their returns by landowners, in the form of rents; by
wholesalers and retailers in the form of their mark-ups; and by other industries
or sectors that do not create surplus value, including state institutions, funded
by taxation. At the same time, however, there is a tendency for the numbers
employed in commercial activities to expand. Grossman labelled this layer of
employees a ‘new middle class’.

1j Although, over time, competition pressures capitalists to employ tech-
nologies with a higher organic composition of capital, accumulation and the
expansion of output can also occur on the basis of existing technology. This
slows down the rate at which the organic composition of capital rises and the
rate of profit falls.

1 k Accumulation on the basis of new technology, however, leads to the
devaluation of old, superseded means of production. This represents a loss to
owners of the old means of production, but subsequently, to the extent that
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they are still used to produce the same amount of surplus value, it raises the
rate of profit for the capitalist class as a whole, on the basis of their now lower
value. If the losses of the owners of devalued productive assets drives them out
of business, their productive assets may be purchased at the devalued prices
and their new owners will then achieve a better rate of profit.

The destruction of means of production by war creates space in which new
accumulations can occur. Surplus value devoted to producing commodities
whose value is not recycled into production, as means of production or means
of consumption of the working class, slows down the rise in the organic com-
position of capital and the fall in the rate of profit. Such ‘unproductive con-
sumption’ includes expenditure on armaments.

11 To the extent that capitalists are owners of shares, satisfied with a rate of
return lower than the rate of profit on productive capital, enterprises will retain
more funds than would otherwise be the case, thus extending the time before
retained funds are insufficient to sustain the accumulation process.

1m, n Against Bauer, Grossman argued that accumulation does not adjust
to the rate of population growth but has an independent dynamic. Population
growth lower than the rate of accumulation, will limit the production of sur-
plus value and accelerate the breakdown tendency. This is the case even when
the organic composition of capital is high. When capitalism was just begin-
ning and the rate of accumulation was low, there was generally a reserve army
of labour because there was insufficient capital available to invest in enough of
the cheap means of production of the period.

Under advanced capitalism, with its high organic composition of capital, a
reserve army periodically re-emerges because of overaccumulation: the
amount of surplus value available is insufficient, even though its mass has
dramatically increased, compared to the outlays on the expensive means of
production necessary to sustain accumulation. There was therefore a contrast
between the situation in advanced capitalist countries, where there is a reserve
army, and those at a lower level of capital accumulation, including Australia,
European colonies in Africa, as well as in the rubber industries of Brazil and
colonial Asia.

Labour policy in early European colonies in Central and South America,
and the Caribbean, Grossman demonstrated, was geared to the needs of pro-
duction, particularly the need for labour power, not to finding consumers of
otherwise unrealisable surplus value, as Luxemburg argued.

2 Lifting the preliminary assumption of a single capitalist economy opens
the way to analysis of foreign trade, world monopolies and the export of cap-
ital, which affect the breakdown tendency. Marx did not ignore foreign trade,
contrary to Luxemburg’s contention.



EDITOR’S INTRODUCTION 19

2 a i, ii Foreign trade enables value to be expressed in new use values, only
available abroad, and opens up additional scope for capital accumulation asso-
ciated with them. It also counteracts the tendency for the rate of profit to fall by
facilitating economies of scale, which can in turn lead to increased industrial
and financial specialisation, through the expansion of markets.

2 a iii Trade between industries with different organic compositions of cap-
ital in different capitalist countries involves ‘unequal exchange’:*3 the transfer
of value to the country which exports the products of industries with higher
levels of capital accumulation.

This process can be explained with reference to the discussion of the form-
ation of the average rate of profit in the third volume of Capital and other
observations by Marx, once the assumption that commodities are sold at their
values is lifted. Through competition, an average rate of profit is established
and experienced by industries with different organic compositions of capital
within a single country. This means that commodities produced by labour-
intensive industries are sold below, those by capital-intensive industries above
their values. The same process operates internationally to the benefit of coun-
tries whose export industries have a higher organic composition of capital, and
boosts the rate of profit in them. There is therefore intense imperialist compet-
ition among advanced capitalist powers, by means of technological innovation
(to cheapen their output) and organisational measures, to win markets in less
developed countries and thus secure this advantage.

2 a iv For Luxemburg, the industrialisation of less developed countries was
bringing the breakdown of capitalism nearer, by closing off non-capitalist out-
lets for the realisation of surplus value. On the contrary, advanced capital-
ist countries, so long as they maintain a technological lead, have nothing to
fear from less developed countries which are industrialising. In any case, the
industrialisation of less developed countries actually expands outlets for com-
modities from the more developed, whose best markets are other developed
countries. This high level of economic integration leads, however, to increased
synchronisation of their economic cycles.

2 b Another aspect of competition among imperialist powers is apparent in
efforts to achieve monopolistic control over sources of raw materials for them-
selves or to undermine others’ monopolies. Through high, monopoly prices
for important raw materials, surplus value can be squeezed out of rivals. This
was particularly the case for oil and rubber. Monopolistic access to them also
provides increased opportunities for accumulation in industries which process
them or use them extensively.

43  See below, p. 374.
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2 ¢ i While various non-Marxist and Marxist writers acknowledged that the
export of capital from the most developed capitalist countries accelerated from
the late nineteenth century, they failed to attempt an explanation or offered
inadequate ones. Otto Bauer and others argued that capital export is driven
by higher profit rates abroad. But the rate of profit is equalised on an interna-
tional level so that it is not necessarily higher in countries with lower overall
levels of capital accumulation. Furthermore, capitalism develops unevenly so
that industrialising countries can take advantage of the latest capital-intensive
technologies in some industries, such as the extraction and reticulation of oil.

2 c ii Despite his insights, Lenin did not solve the problem of capital exports
theoretically in his Imperialism: The Highest Stage of Capitalism. Capital exports
become important when there is ‘overaccumulation of capital’, i.e. when fur-
ther domestic investment at the assumed rate can only happen by cutting into
the surplus value set aside for the capitalists’ private consumption. Instead of
cutting their own consumption, capitalists will reduce local investment below
the assumed rate and export funds instead: there will be both excess capital and
unemployment. Additional surplus value is obtained by means of interest on
loans abroad and, associated with them, trade deals, which commit borrowers
to purchase commodities at above-market prices. Like the export of commod-
ities, the export of capital is a means to obtain rather than realise surplus value.
The same mechanism provides an impulse to speculation in shares, financial
instruments and real estate.

2 ciii An account of the timing of capital exports from and speculative activ-
ity in the Netherlands, Britain, Germany, France and, most recently, the United
States of America confirmed the previous theoretical analysis empirically. This
led Grossman, in early 1929, to predict the New York Stock Market crash.

2 civ The incentive to export capital and the intensity of crises increase with
the advance of capital accumulation. The advent of additional countries, par-
ticularly the USA, with high levels of accumulation which are therefore com-
pelled to export capital was resulting in greater international competition over
spheres for investment and hence an increased threat of war.

The preceding historical account enabled identification and explanation of
the changing relationship between productive and bank capital, in the course
of capital accumulation. At low levels of accumulation, productive capitalists
are dependent on banks for the mobilisation of the funds they invest. The dom-
ination of industrial by banking capital, a state of affairs which Hilferding, in
1910, called ‘finance capital,** was true of that phase. But the description was

44  Hilferding 1981.
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no longer accurate once capital accumulation reached high levels. In Germany
(Hilferding’s prime example), before the World War 1, industry was already less
dependent on funds provided by the banks. A third stage in which industry
dominated banks had already become apparent after the War, when the level
of accumulated capital was still higher.

Conclusion

1 Marx’s theory of breakdown and crisis had implications for the class struggle
and socialist strategy. Previous, attempts to elucidate Marx’s theory of wages
were deficient. There have been distinct stages in the movement of wages, gov-
erned by the state of capital accumulation. With higher levels of skill and the
increased intensity of labour, as capitalism develops and productivity rises, real
wages go up, on average. But this trend can only continue so long as there are
no problems with the valorisation of capital. Beyond the point of overaccu-
mulation, i.e. of economic crisis, accumulation at the assumed rate can only
continue if wages are cut and fall below the value of labour power. Capital-
ism then undermines the reproduction of labour power, the fundamental force
of production. Impoverishment of the working class is a cyclical phenomenon
which prompts working-class resistance. To the extent that capitalists and their
state are able to force wages down, the life of capitalism is extended; successful
working-class defence of living standards accelerates the breakdown process.

2 Hilferding had argued that planned production could eliminate crises
under capitalism and the transition to socialism could be consummated by
subordinating a ‘general cartel, which embraced the whole of society’s pro-
duction, to democratic, parliamentary control. But greater regulation of the
economy by cartels does not resolve the underlying problem, which derives
from the accumulation of capital in pursuit of profits, that is a fundamental
feature of capitalism. The elimination of competition by monopolies and car-
tels on domestic markets only stimulates greater competition on international
markets and the system’s inherent tendency to break down cannot be avoided.

The impossible situation where exchange is abolished while wage labour
continues was an important feature of Hilferding’s argument. But so long as
labour power is a commodity, the production of value governs economic devel-
opment and the contradiction between use value and value persists. Under a
general cartel, there would not only be antagonism over distribution, as Hil-
ferding conceded, but also in production, which he asserted it would overcome.
Socialism, however, entails the complete supersession of the commodity form,
which conceals the process of exploitation. Marx’s discussion of commodity
fetishism highlighted the contrast between Hilferding’s internally inconsist-
ent, reformist utopia and socialism: ‘The veil [of value, concealing ‘the practical
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relations of everyday life between man and man, and man and nature’] is not
removed from the countenance of the social life-process, i.e. the process of
material production, until it becomes production by freely associated men, and
stands under their conscious and planned control’4>

Initial Reception, Translations, Republications and Later Literature

Initial Reception

Within a few years of its publication, well over twenty reviews and review art-
icles, and one whole volume were devoted to The Law of Accumulation, mainly
written in German but also in Russian, French, English and Italian. Several were
by economists whom Grossman had treated less than gently in his book.

Social democrats fundamentally rejected his arguments because Grossman
maintained that capitalism was inherently crisis prone, could not be peace-
fully reformed into socialism and because he took particular aim at Hilferding
and Otto Bauer, who were at once senior political leaders and very influential
theoreticians in the German and Austrian parties, respectively. Hilferding did
not reply, although the journal he edited carried two hostile articles, one of
them by the prominent social democratic economist Alfred Braunthal. Nor did
Otto Bauer respond publicly. But another social democratic economist, his wife
Helene Bauer, did in the Austrian Party’s theoretical journal. When a member
of the pPPsD, in 1905, she had opposed the formation of the jpsD. There were
at least half a dozen direct responses to The Law of Accumulation in German-
language, social democratic journals.*6

By the time The Law of Accumulation was published, the last vestiges of the
Russian revolution had been eliminated by Stalin’s dictatorship, which con-
trolled the Communist International (c1) and shaped the policies of its con-
stituent parties. Unchallengeable Communist dogmas were being established
in areas ranging from politics, through literary criticism, and eventually to
the natural sciences. Stalin anointed Jeno Varga, a refugee in Russia from the

45  See below, p. 513. Marx 1976b, p. 173. Grossman’s emphasis. Editor’s interpolation, which
includes part of Marx’s previous sentence.

46  Braunthal 1929; Helene Bauer 1929; Schmidt 1929; Otto 1929; Gurland 1930; Neisser 1931.
Lauterbach 1931, p. 584, was a summary dismissal of Grossman’s position in the course
of a discussion of imperialism by an Austrian social democrat. Fritz Sternberg was then
politically to the left of the sPD but not associated with the kpPD; Sternberg 1930 was a
book-length critique of Grossman and defence of his own idiosyncratic positions, while
Sternberg 1929 (pp. 167-8 and 212-18) had been a whole volume devoted to defending his
own analysis against various critical reviews, including Grossman 2o1ge.
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defeated Hungarian revolution, as his economic oracle. And Varga's account
of economic crisis was a debased version of Luxemburg’s theory, although the
relationship with her work was not acknowledged because, in the process of
subordinating the KPD to Moscow from 1924, she had been anathematised by
KPD leaders and the c1, and was only partially rehabilitated in the late 1920s.
Grossman not only criticised doctrines endorsed by Stalin but also demolished
Varga’s arguments and identified him as one of ‘Marx’s epigones’. So he had to
be wrong and at least another six, German and Russian refutations of The Law
of Accumulation were therefore published in Communist journals. Varga's own
response appeared in both languages.4

The most prominent council communist, Anton Pannekoek, using argu-
ments and quotations, lifted unacknowledged from Varga, and the well-known
left communist Karl Korsch, eventually decried Grossman’s approach as mech-
anical and a denial of the role of class struggle in the overthrow of capitalism.
Without bothering to inquire into his opponent’s politics, Pannekoek argued
that ‘Grossmann’s mistake is that of a bourgeois economist who has never had
practical experience of the struggle of the proletariat and who is consequently
not in a position to understand the essence of Marxism’48

Most but not all anti-Leninist communists were likewise hostile to Gross-
man’s analysis, as were the dissident Austro-French and Polish-French com-
munists and economists Lucien Laurat and Jean Duret.*® A significant excep-
tion was Paul Mattick (senior), a German-US revolutionary, who corresponded
with Grossman during the 1930s, and was a life-long proponent of Grossman’s
explanation of economic crises, which he repeatedly explained, defended and
applied.%® Grossman’s book was also reviewed favourably in France by the
Algerian-French writer Mohand Tazerout.5!

Attention to The Law of Accumulation was not, however, confined to the left.
Its arguments were also reviewed and mainly rejected in at least seven reviews,
including one in the American Economic Review, expressing various shades
of bourgeois political and economic opinion.5? A review in the respectable

47  Benedikt 1929; Livshitsi929; Kraus 1930; Varga 1930a; Varga 1930b; Ragol’'sky 1930; Poznya-
kov1929. The Great Soviet Encyclpaedia entry on Grossman provided a very brief, accurate
account of his economic theory of breakdown but labelled it ‘mechanical, Shmidt 1930.

48  Pannekoek 1977, p. 79. Korsch 1973a (there is a very weak English translation of this work:
Korsch 1977); Korsch 1973b.

49  Laurat 1931, p. 8; Duret 1977, pp. 66—9. Pollock, a colleague at the IfS, was also implicitly
critical of Grossman’s analysis, Pollock 1932, p. 16.

50  See Grossman’s letters to Mattick Sr., Grossman 2019h; and, for example, Mattick Sr. 1931;
Mattick Sr. 1934.

51 Tazerout 1932.

52 Bober 1929, in the American Economic Review; Caspary 1930; Miksch 1930, in a principal
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journal Economia by the Hungarian-Italian demographer Stefano Somogyi,
however, concluded that Grossman ‘has succeeded in presenting a complete
and, in many places, very precise picture of our troubled economic life, which
will also be of great help to those, who, like us, do not share all his conceptions
of class relations’. Through Somogyi’s account, rather than reading book itself,
the imprisoned Italian Communist leader Antonio Gramsci was attracted to
it.53

Translations and Republications

The first two translations of Grossman’s book resulted, in part, from personal
contact with him. Yoshitaro Hirano, a Japanese Marxist academic, became a
friend during a visit to Germany in 1928-29. Close to the Communist Party
of Japan, he organised the Japanese translation, published in 1932, for which
Grossman wrote a preface, and soon translated and prefaced Grossman’s Fifty
Years of Struggle over Marxism himself.>* Veselin Maslesa studied economics
in Frankfurt and associated with members of the IfS from 1925 to 1927. In the
1930s, he and another Yugoslav Communist, Mara Fran, began to translate The
Law of Accumulation into Serbo-Croatian but, during World War 11, he died in
combat and she had to destroy her work. Fran started the translation all over
again in the early 1950s and the result appeared in 1956. The publication of this
translation was a small expression in Marxist economic theory of the break, in
1948, between Stalin’s Russia and Josip Broz Tito’s independent Stalinist regime
in Yugoslavia.5® The publication of further translations, into Italian, Spanish (in
Mexico) and, eventually, English (in abridged form in India and then Britain)
were stimulated by the advent of the new left, after it was republished in Ger-
man, in 1967 and 1970. The Indonesian revolution of 1998 was a precondition
for the publication of an Indonesian translation (from the abridged English edi-
tion) in 2003.56

newspaper of the liberal German bourgeoisie; Muhs 1931; Oppenheimer 1931; Vogel 1931.
Brauer 1929 was a favourable review.

53 Somogyi 1931, p. 332. Gramsci 2008, pp. 133, 184. Gramsci’s first reference to Grossman is
translated in Gramsci 1995, pp. 430.

54  Grossman 1932; Grossman 1933. Scheele 2017a, pp. 20-1 and Scheele 2017b include useful
information about the publication, republication and translation of Grossman’s works.

55 Grossmann 1983; Fran 1983.

56  German: Grossmann 1967 and Grossman 1970, with a brief biographical note, Hennings
1970; brief extracts related to imperialism were included in a collection of Marxist texts,
(which went through several editions), Grossmann 1964; an extract on unequal exchange
was included in a collection of texts on the theory of foreign trade, Grossmann 1976.
Italian: only the book’s conclusion Grossmann 1975 (originally published 1970), Gross-
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Subsequent Literature

Discussions of Grossman’s analysis, let alone Marx’s account of the tendency
for the rate of profit to fall, are too numerous to cover comprehensively here.
Instead, some typical and some significant treatments of The Law of Accumula-
tion will be mentioned, in a roughly chronological order, modified by grouping
together of works by the same author, from the same theoretical current or with
the same focus. There may be gaps in the following overview because there are
relevant works which have neither been translated into nor referenced in lan-
guages with which I am familiar.

The Nazi takeover in Germany in 1933 and then Engelbert Dolfufy’s imposi-
tion of a one-party dictatorship in Austria the following year severely limited
the scope for Marxist discussions in German. Natalie Moszkowska, a Polish-
Swiss Marxist living in Zurich, however, devoted 15 pages in her On Modern
Crisis Theories to disputing Grossman’s and Marx’s identification of the import-
ance of the tendency for the rate of profit to fall, while vindicating her own
underconsumptionist theory.5”

At the end of the 1930s, published evidence of interest in Grossman’s work
shifted across the Atlantic to the United States. In his Elements of Marxian
Economic Theory and its Criticism, Bill Blake, who with his partner the Aus-
tralian novelist Christina Stead became a close friend in New York, paid trib-
ute to Grossman’s defence of the coherence of Capital, without addressing the
treatment of crisis and breakdown in The Law of Accumulation. Paul Sweezy’s
1942 The Theory of Capitalist Development covered the same ground, much
more effectively. Along with an outline of the analysis in Capital, it provided
a summary of debates, principally in German, about the transformation of
values into prices, the process of accumulation, crises and imperialism, and
became a highly influential textbook on Marxist economics, especially in the
USA. Sweezy recommended Grossman’s account of Marx’s method and praised
other insights in The Law of Accumulation. He denied that Grossman attrib-
uted crises to the tendency for the rate of profit to fall, allocating him to ‘the
same school of thought with Tugan-Baranovsky’ (because of his recourse to
Marx’s and Bauer’s reproduction schemas). Grossman was guilty of ‘mechan-
istic thinking’. But Marx was also wrong in arguing that there was a tendency for

mann 1977, with a preface mainly describing the book’s contents, Buttiglione 1977, and
Grossmann 2010. Spanish: only the book’s conclusion Grossmann 1978 (a translation of
Grossmann 1975), Grossmann 1979b, reissued 1984, 2004 and 2010. English: Grossman
1979a (mimeographed edition) and Grossmann 1992, Grossmann 1994 (the first section
of Grossman’s concluding chapter, all of which was omitted from Grossmann 1992).

57  Moszkowska 1935, pp. 45-59.
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the rate of profit to fall. Sweezy attributed crises to underconsumption.>® In his
1948 critique of The Law of Accumulation, Shigeru Aihara set a similar tone in
Japan, where little attention was subsequently paid to explanations of crises in
terms of the tendency for the rate of profit to fall. Aihara dismissed Grossman’s
account of Marx’s method and condemned his theory of crises as mechanical
and based on arbitrary assumptions.>9

During the 1940s there was a substantial work which elaborated on and
applied Grossman’s approach in The Law of Accumulation: Bernice Shoul’s Rad-
cliffe College (now part of Harvard University) PhD thesis, The Marxian The-
ory of Capitalist Breakdown of 1947. It is likely that there was personal contact
between them when they both lived in New York during the 1940s. While her
thesis was not published, she wrote a couple of articles, a decade and more
later, which also drew on Grossman’s approach.6©

Nor, having been denounced by Varga and other Russian economists on its
appearance, was The Law of Accumulation taken particularly seriously, repub-
lished or translated in Russia and the Eastern Bloc. It was generally passed over
in silence.%! But, in the context of his recruitment by Leipzig University in 1949
when the thorough Stalinisation of East Germany and purging of those sus-
pected of not slavishly following the party line had already begun, further criti-
cisms were deemed necessary in the Communist Germany Democratic Repub-
lic (DDR). Fritz Behrens, who had been primarily responsible for Grossman’s
appointment, was already accused of being a Trotskyist in 1949. To avoid seri-
ous repercussions, Behrens repented his alleged sins and committed himself to
learning Russian. His 1952 book On the Method of Political Economy included an
extensive critique of Grossman’s explanation of the change in the plan for the
structure of Capital, as a prelude to the rejection of his ‘undialectical), ‘mech-
anistic, anti-Marxist’ and ‘purely economic’ breakdown theory, according to
the established Stalinist formula.62 By contrast, the Marxist economist Walter

58 Blake 1939, pp. 513, 579, 673; Sweezy 1962, pp. 18,103, 209-13, 268, 303. Sweezy 1987 repeated
his argument that there is no tendency for the rate of profit to fall. Winslow 1948, pp. 182—
3, made the same points as Sweezy about Grossman'’s refutation of Hilferding’s account
of finance capital and affinity with Tugan-Baranovsky. Also see Sweezy 1981, pp. 46—54.
Unsurprisingly, Keynesian economists endorsed Sweezy’s critique of Grossman, when
they much later paid attention to Bauer’s schema, Orzech and Groll 1983, p. 533. In the
United States, Harris 1945, p. 336 also very briefly acknowledged Grossman'’s identification
of Marx’s method in Capital.

59  Aiharai1949;Itoh 1980, pp. 37 and, repeating Aihara’s argument, 127—9; likewise Tsuru 1956,
pp- 68—9.

60  Shoul 1947; Shoul 1957, p. 628; Shoul 1965, p. 292.

61  Thus Grossman is a symptomatic absence in Day 1981.

62  Behrens 1952, pp. 45-8. Behrens repeated this characterisation in his history of Marx-
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Braeuer, an anti-Stalinist who fled the DDR for the Federal Republic of Germany
in 1950, was supportive of Grossman'’s positions in brief accounts of his work.63
Braeuer had been a student and friend of Grossman. An active Communist, he
had settled in the DDR after his release from a Nazi prison.

There were, in Poland, exceptions to the neglect of Grossman’s work in the
Eastern Bloc. In 1959, Oscar Lange, who had known Grossman when both lived
in the United States, defended him against Behrens'’s criticisms of his insights
about Marx’s method.%* Tadeusz Kowalik, a historian of economic thought
influenced by Lange, published an article in a Polish bi-weekly magazine about
Grossman and his ideas, in 1960. It not only outlined his life in more detail than
any publication up until the 1990s, but made some favourable comments on his
breakdown theory, by misleadingly suggesting it was similar to Stalin’s!65

There was a controversy over Grossman’s analysis during the mid-1950s,
pitting the Ukrainian revolutionary Roman Rosdolsky, who was living in the
United States, against Martin Trottmann in Switzerland. Trottmann had as-
sembled a series of mainly old but some new criticisms in a monograph on
Grossman’s breakdown theory.66 The most innovative of these concerned sub-
sidiary issues: the treatment of credit; the contextual adequacy of his quota-
tions from Marx; and the identification of an essentially typographical error in
his mathematical formula for the timing of breakdown. Rosdolsky had recently
published an article that refuted criticisms of Marx’s theory of the tendency for
the rate of profit to fall, which was at the core of Grossman’s analysis, by Joan
Robinson and Sweezy. In a review of Trottmann’s work, Rosdolsky followed up
by defending Grossman’s and Marx’s theory of breakdown against standard
objections. He regarded Grossman’s approach as fine in its argument that the
tendency for the rate of profit to fall led to breakdown but, citing the bourgeois
reviewer of The Law of Accumulation, Karl Muhs, argued that it was one-sided
in its insistence that the realisation of surplus value was not a problem and
that capitalism therefore impeded the expansion of the productive forces in
only one way.

ist political economy, Behrens 1976, pp. 332—6. A later East German history of economic
thought textbooklabelled Grossman'’s politics ‘reformist’ and deferred to Behrens’s assess-
ment of his theory, Krause and Rudolph 1980, p. 321.

63  Braeuer1952; Braeuer 1954; and Braeuer 1966.

64  Lange 1963, pp. 18-19.

65  Kowalik 1960. After the collapse of ‘Communism’ in Poland, Kowalik went over the same
ground but expounded Grossman’s theory in a more detail, without the Stalin comparison,
although not entirely accurately, Kowalik 1992, pp. 128—30.

66  Trottmann 1956.
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A further article by Rosdolsky, in 1959, identified Grossman as an excep-
tion to the neglect of use value in Marx’s economic analysis in the Marxist
literature.” Rosdolsky’s articles were part of the project which culminated
in his magisterial, posthumous The Making of Marx’s ‘Capital’, published in
1968.58 The book was a systematic discussion of the content of Marx’s economic
manuscript of 1857-58, Outlines of the Critique of Political Economy (widely
known in English as the Grundrisse, the first word in its German title), its signi-
ficance and relationship to Capital.5° It drew on Grossman’s work, particularly
The Law of Accumulation, in relation to the role of competition in Marx’s ana-
lyses; Marx’s method; unequal exchange; criticism of the neo-harmonists; Lux-
emburg’s misunderstanding of Marx’s reproduction schemas; and his insist-
ence that Marx had a theory of capitalist breakdown, confirmed by extend-
ing Bauer’s reproduction schema.” In this work, Rosdolsky’s only criticism of
Grossman was over his explanation for the change in Marx’s plan for Capital.”*

In his massive history of European socialism, the German-US economist
Carl Landauer also provided an accurate account of Grossman's theory of
breakdown and very effectively defended it in 1959 against the criticisms of
Sweezy and Helene Bauer.”2

Apart from Kowalik’s magazine article, the early 1960s were generally a bar-
ren period for discussion of Grossman’s contributions. Displaying an impress-
ive capacity for superficiality, in his two-volume 1962 account of Marxist eco-
nomics the orthodox Belgian Trotskyist Ernest Mandel summarily dismissed
the line of argument in The Law of Accumulation as ‘a perfectly useless and
sterile game’ of establishing a law of ‘inevitable collapse’ and Grossman as the-
orist of disproportionality, like Hilferding and Bauer.”® A decade later, in his
eclectic Late Capitalism, which attracted wider attention in the new left, Man-
del did address and purportedly refuted the substance of Grossman’s argument,
in unoriginal terms.”

Only from the late 1960s did the emergence of the new left revive interest
in Grossman. As we have seen, The Law of Accumulation was republished in

67  Rosdolsky 1977b; Rosdolsky 1957; Rosdolsky 1977¢, pp. 73, 87—8. The first reference to Gross-
man in Rosdolsky 1977¢ was in an opening paragraph which was not in the original pub-
lication and referred to Grossman 2018m, rather than The Law of Accumulation.

68  Rosdolsky 19774, p. 355; Muhs 1931, p. 2.

69  Marx 1986b; and Marx 1987a.

70 Rosdolsky 1977, pp. 43, 310-11, 382, 399, 452, 492, 502—3.

71 Rosdolsky 1977, pp. 23-6.

72 Landauer 1959, pp. 1590-5.

73 Mandel 1971, pp. 328, 366.

74  Mandel 1975, pp. 31
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German in 1967. Over the following decades, new translations into a series of
languages appeared, most prefaced with substantial introductory essays. The
first German republication included an introduction which, however, repeated
Moszkowska’s and Trottman’s criticisms and, not grasping Marx’s and Gross-
man’s method, accused it of being insufficiently empirical.”> Wider audiences
for Grossman’s own analyses and as they were recounted by Rosdolsky and par-
ticularly Mattick Sr. nevertheless emerged. Mattick Sr’s most influential work,
Marx and Keynes, was published in 1969 and employed Grossman’s explanation
of crises.”®

Further interest in The Law of Accumulation was stimulated, in the early
1970s, by the faltering of the long post-war boom and hence the dwindling cred-
ibility of then dominant Keynesian economic theories, whose proponents had
claimed the boom was a result of Keynesian wisdom. Those circumstances and
the existence of a revived revolutionary left made this period particularly fruit-
ful for the discussion and use of Grossman’s insights. Valuable contributions
were made in German, English, Italian and French.

David Yaffe and Rudi Schmiede, who collaborated, explicitly drew on Gross-
man, Mattick Sr. and Rosdolsky, in outlining Marx’s theory of breakdown and
crisis, making some criticisms of it and arguing for its relevance to contem-
porary capitalism. They nevertheless attributed the long post-war boom to
governments’ unproductive expenditure, particularly on arms, in essentially
underconsumptionist terms.”” In seeking to develop the critique of Keynesian-
ism in greater detail, Christoph Deutschmann likewise made critical use of
Grossman’s and Mattick’s work and attempted a synthesis of Grossman’s break-
down theory and Luxemburg’s underconsumptionism, via the effects of the
rate of profit on the availability of credit.”® At that time, Yaffe was a member of
the International Socialists in Britain, Schmiede and Deutschmann of its sister
organisation, the Sozialistische Arbeitergruppe, in Germany.

75  Rosenbaum 1967.

76 Mattick Sr. 1974a, pp. 57-95. Also see, for example, the 1934 discussion by Mattick Sr. of
Marx’s theory of accumulation and breakdown, which was republished in 1973, and Mat-
tick Sr. 1974b, pp. 43-77.

77  Yaffe 1973; Schmiede 1973; Schmiede and Yaffe 1972. In in the same period: Kostede 1974,
with reference to discussions of accumulation by Grossman and others, inconclusively
discussed the relationship between capital accumulation and the growth of the new
middle classes; Kithne 1979, pp. 287-8 repeated Neisser’s social democratic critique of The
Law of Accumulation; and Steitz 1977, pp. 216-17, argued that through state intervention
countertendencies could overwhelm the tendency for the rate of profit to fall.

78 Deutschmann 1973, pp. 143, 168-79; Deutschmann 1974, pp. 175-81.
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During the same period, Hans-Jiirgen Krahl identified the compatibility
between Grossman’s and Marx’s conceptions of the laws of capitalist develop-
ment and active revolutionary politics. On a more technical economic ques-
tion, while drawing on Grossman'’s analyses in some respects, Christel Neusiiss
argued that his treatment of the world market was deficient because it sup-
posedly contradicted Marx’s assumption that ‘national capital is the only real
form of capital’s existence’.”

Giacomo Marramao provided an original and revealing account of the con-
tent and context of The Law of Accumulation. He also outlined an important
periodisation of the changing significance of breakdown theory in the labour
movement up to the 1930s. Insightfully, Marramao observed that Grossman’s
book was the ‘equivalent’ in Marxist political economy of Lukacs’s contribu-
tion to Marxist philosophy.8° Challenges to the Marxist underconsumption-
ism of Paul Baran and Sweezy by Mario Cogoy, originally published in French
and German, paralleled the critiques of Keynesian underconsumptionism by
Schmiede, Yaffe and Deutschmann. Like them, Cogoy drew on Marx’s, Mattick
Sr’s and Grossman'’s explanations of crises in terms of the tendency for the rate
of profit to fall.8!

Despite the presence of Rosdolsky and Mattick Sr. there, discussions of crisis
theory among Marxists in the United States from the 1940s until the 1970s were
dominated by underconsumptionist approaches and especially the influential
approach of Baran and Sweezy.82 Subsequently more attention was paid to the
work of Rosdolsky and Mattick, and translations of articles by Marramao were
published. In1975 there appeared Russell Jacoby’s pioneering outline in English
of Grossman’s major works and, less accurately, his political orientations during
the 1920s and 1930s, which preceded a discussion of how Mattick Sr. assim-
ilated Grossman’s economics to his own quite different council communist
politics.®3 Anwar Shaikh'’s very valuable survey of Marxist crisis theories, pub-

79  Krahl 2008 (first published 1971, written 1967—68), pp. 88—9, 213. Neusiiss 1972, particularly
p. 101. Although she criticised Grossman, in this regard, for discussing the formation of an
international average rate of profit, Neustiss herself concluded that there was tendency
for a ‘world-wide rate of profit to form’ in the post-World War 11 period, p. 204.

8o Marramao 1975, p. 64; Marramao 2008. Also see Marramao 1975-76. Hermanin 1973, also
written in Italian (although originally published in German), was essentially a summary
of Grossman and Mattick Sr. on crisis and breakdown.

81  Cogoy 1987a; Cogoy 1987b, p. 60 for the reference to Grossman’s warning that the organic
composition of capital was not simply a matter of value proportions; and Cogoy 1987c,
pp- 104-5 for Cogoy'’s reliance on Grossman and Mattick Sr.

82  Attewell 1984, pp. 172—81. Sweezy 1962; Baran and Sweezy 1976.

83  Jacoby 1975, pp. 29—43. An essay, originally published in Italian, Bonacchi 1976, pp. 57—
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lished in 1978 by the Union for Radical Political Economics in a widely distrib-
uted reader, gave leftist economists and others access to a far more favourable
presentation of Grossman'’s theory of crises than Sweezy’s still influential cri-
tique.84

The preface to the Spanish translation of The Law of Accumulation placed
the work in the context of the preceding debate over breakdown theory, out-
lined Grossman'’s contribution and extended his critique of earlier Marxists’
misunderstanding of Marx’s method to Sweezy.85 In Mexico, writers in Span-
ish only seem to have begun to pay attention to the book after it was pub-
lished in their language, reversing the order of initial discussion in Italian fol-
lowed by a full translation. The influential Ecuadorian-Mexican Marxist the-
orist Bolivar Echeverria, in his introduction to a seminar course at the Uni-
versidad Nacional Auténoma de México, published in 1984, drew attention to
Grossman'’s contributions, particularly his theory of imperialism, in general
terms.86 More specifically, Enrique Dussel, an Argentine-Mexican philosopher,
highlighted Grossman'’s identification and application of Marx’s analysis of
unequal exchange between industries with different organic compositions of
capital in the formation of the average rate of profit, to exchange between coun-
tries with different organic compositions of capital.8”

A substantial study examining the significance of Marx’s reproduction
schemas, published in 1980, situated Grossman’s approach in the history of
Marxist and non-Marxist attempts to deploy them.8® He was also mentioned
in passing or briefly in the course of later historical accounts of other specific
aspects of Marxist theory: the debate over the tendency for the rate of profit
to fall,® the contributions of Austrian Marxists;%° critical theory;?! and break-
down theory.92

63, provided a further account of Grossman influence on Mattick Sr’s economic ana-
lysis.

84  Shaikh 1978, pp. 232-7.

85  Tula1979.

86  Echeverria1984. Gdmez 1999 draws on but hardly goes beyond Echeverria’s contribution;
similarly Gdmez 1999. Also see Guerrero 1989; and Caligaris 2018, pp. 194—7.

87 Dussel 2001, Pp- 207, 225.

88  Turban 1980, pp. 181-5. For an attempt to refute Grossman'’s criticisms of Luxemburg’s
attempt to demonstrate and overcome a gap in Marx’s reproduction schemas — their neg-
lect of foreign trade — see Zarembka 2002, pp. 10-18.

89  Parijs 1980, p.1; Cullenberg 1994, p. 7; Clarke 1994, p. 67; Milios, Dimoulis and Economakis
2002, pp. 148-9; Chesnais 2016, pp. 31—2.

9o  Glaser1981, pp. 236-8.

91  Plumpe 2006, a stunningly inaccurate account.

92 Hansen 1980, pp. 65, 142; Melrose 2018, pp. 73—6.
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The mid-1980s saw the start, with Manfred Gangl’s work, of more extens-
ive responses to Grossman’s crisis theory from the perspective of Horkheimer’s
late critical theory, which condemned it as a ‘positivist’ development of Marx’s
concepts of value and their empirical application. This was the approach of
Jiirgen Scheele, in his Master’s thesis and particularly his published PhD thesis,
which also significantly expanded readily available information, in German,
about Grossman and his work.93

An early task of the ‘critique of value’ theory sect in Germany, during the
second half of the 1980s, was to dismiss Grossman’s account of economic crisis
and breakdown. This was because the caricature of his theory as one of capit-
alism’s mechanical, automatic collapse was among the current’s fundamental
tenets, along with an insistence that any effort to use Marx’s value categories
for quantitative empirical analysis of capitalism was to misunderstand what,
they asserted, should have been Marx’s unambiguous position.?*

In the tradition of a different branch of German ‘value form’ theory des-
cended from Horkheimer’s late critical theory, the ‘new reading of Marx), the
erudite Michael Heinrich also dealt briefly with Grossman’s crisis theory, in the
course of dismissing most of the foundations of Marx’s economic analyses.%>
While critical of Grossman, for ‘naturalising’ Marx’s economics, Christoph Hen-
ning defended Marx’s theorisation of the tendency for the rate of profit to fall
and responded powerfully to its ‘value form’ critics.%

Beyond the ‘critique of value’ sect and outside the ‘value form’ tradition,
there have been other hostile engagements with Grossman by small groups of

93  Gangl 1987, pp. 98-121. Scheele 1990; Scheele 1999. Scheele also edited and introduced a
collection which included previously unpublished manuscripts by Grossman, Grossmann
2017a. The fundamental differences which emerged between between Horkheimer’s and
Grossman'’s approaches to Marxism at the end of the 1930s are discussed in Kuhn 2016. For
a brief, more trivial critique of Grossman’s crisis theory, in a similar vein, see Sablowski
2003, P. 109.

94  Kurz 2014, first published in 1986, offered a crude version of Grossman’s and Mattick Sr’s
expanation of crises and breakdown, minus the significance of class struggle; denounced
Grossman'’s theory for being ‘restricted to a highly dubious value-immanent mathemat-
ical example’; and asserted that capitalism was currently in the process of breaking down.
Lohoff 1988 attempted a more in-depth demolition job on Grossman’s theory. For a brief
introduction to ‘critique of value’ theory see Trenkle 2014. The current’s most famous
product is Kurz 1999. Diederichs 2004, pp. 43—7, endorsed Lohoff’s critique. Fuchs 2012
was critical of both Kurz and Grossman, whom he inaccurately conflated.

95  Heinrich 2014, originally published in 1991, was his most comprehensive work, see partic-
ularly pp. 176, 359—70. Also see Heinrich 2013. For a defence of Marx’s law of the tendency
for the rate of profit to fall against Heinrich and others see Henning 200s5.

96  Henning 2014, pp. 121-80.
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theoretically inclined, current or former Marxist activists. For example, former
members of defunct Maoist K Gruppen (Communist groups) in Germany, who
coalesced around Aufsdtze zur Diskussion in 1979, objected to Grossman'’s ini-
tial assumptions and, in common with the ‘critique of value’ position, accused
him of ignoring the use value aspect of social processes.®” Aufheben in England,
from 1992, resuscitated Pannekoek’s criticisms of Grossman.98

The chapter on Grossman in Michael Howard and John King’s useful A His-
tory of Marxian Economics provided a substantial summary in English of his
analysis and the main criticisms of it, concluding that its ‘defects undermine
the entire basis of the supposed breakdown theory’.?® In 1994, Kenneth Lap-
ides endorsed this judgement but argued that, while his answers were wrong,
Grossman at least raised the right questions about Marx’s theory of wages.10°

Lapides took issue with Rick Kuhn's 1995 article, which summarised and
defended Grossman'’s analysis.'?! This was the first of Kuhn’s many publications
about Grossman, including the to-date, definitive biography of him, introduc-
tions to translations of his writings, many of which had not previously been
accessible in English, and applications of his approach to contemporary devel-
opments.l92 Meanwhile, the appearance of the abridged translation The Law of
Accumulation in 1992, with a supportive introduction by Tony Kennedy, finally
made many of Grossman’s arguments directly accessible to English reading
audiences for the first time.1°3 From the end of the 1990s and particularly after
the start of the global financial crisis in 2007, there were other expositions and
effective, if sometimes qualified, defences of Grossman’s views and/or their
explicit application, notably by Tony Smith, Paul Mattick Jr., Michael Roberts
and Chris Harman.!04

97 E.g. Maurer 1988.

98 E.g. Anonymous 1993.

99  Howard and King 1989, pp. 331. The chapter is an expanded version of Howard and King
1988. Nachtwey 2005, pp. 99-103 essentially repeated Howard and King 1989. Also see
Tarbuck 1994, an outline and more favourable assessment of Grossman’s analysis in a sub-
stantial review of the abridged English translation of The Law of Accumulation; and Milios
1994, which repeated Moszkowska’s criticism and the ‘mechanistic, deterministic’ trope.

100 Lapides1994, pp. 245-6.

101 Lapides1997; Kuhn 1995. Also see the reply to Lapides, Kuhn 1997.

102 For example, Kuhn 1995; Kuhn 2004; Kuhn 2004; Kuhn 2007 (Grossman biography); Kuhn
2008; Kuhn 2009; Kuhn 2016; Kuhn 2019.

103 Kennedy 1992. The summary translation published by Pluto in 1992 was first made in
Bombay in 1979, Grossman 1979a, as part of discussions among comrades of the Platform
Tendency. A hundred cyclostyled copies were produced and the greater part of those des-
patched to Anwar Shaikh in New York.

104 For example, Smith 1999; Mattick Jr. 2002; Mattick Jr. 2018; Mattick Jr. 2019; Mavroudeas
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Before that crisis hit, there was a controversy over an implausible attempt
to refute Grossman’s schemas by assimilating them into an essentially Keyne-
sian framework. Marxists’ responses included discussions of the significance of
capitalists’ personal consumption.1%5

In the wake of the global financial crisis, Sweezy’s acolytes, who have made
important contributions in other areas, responded to the recovery of Marx’s
and Grossman’s crisis theory by repeating their mentor’s judgements, bolstered
by Heinrich’s highly questionable argument that Marx was in the process of
revising his account of the tendency for the rate of profit to fall when he died
and should have abandoned it.196

Criticisms and Responses

A plethora of objections has been raised against Grossman’s arguments. Here
only the most widespread and substantive ones are considered, excluding those
that are not only seldom raised but also farfetched or contrived.

and Ionnides 2006; Roberts 2009; Harman 2009; Roberts 2016; Reese 2019. Harman 1995,
p- 70 also quoted Grossman on the effect of war on the rate of profit. The absence of ref-
erences to Grossman and Mattick Sr. in Harman'’s earlier discussions of the tendency for
the rate of profit to fall, back to the 1970s, may have been related to their invocation of
by Yaffe against the dominant economic analysis of the International Socialists, to which
both Harman and Yaffe belonged, in a faction fight in the early 1970s. Kliman 2011, McNally
2012, Roberts 2016 also used the framework of Marx’s theory of the tendency for the rate
of profit to fall in their discussions of the global financial crisis and its aftermath.

105 The initial attempt was Trigg 2004. Also see Trigg 2006a and Trigg 2006b. Marxist re-
sponses were Mavroudeas and Ionnides 2006b, Park 2006 and Bhandari 2008.

106 See, for example, Foster and McChesney 2010, pp. 53—4; Foster 2013, p. 131; Heinrich 2013,
p- 28. In stark contrast to the weakness of their comments on the relationship between the
tendency for the rate of profit to fall and economic crises, see, for example, Foster 2000,
an outstanding contribution to the recovery of Marx’s ecological thought, and McChes-
ney 2008, which provided insights into the operations of the capitalist media. Carchedi
and Roberts 2013a was a devastating reply to Heinrich. Also see Kuhn 2013, p. 126. On
Marx’s development of his theory of the falling rate of profit, also see Moseley 2018. On
the related issue of the alleged distortion of Marx’s arguments in the third volume of
Capital by Engels, the questions raised by Ollman 1995 have still not been satisfactorally
addressed by Engels’s critics. Vollgraf and Jungnickel provided a detailed account, with
examples, of the approach Engels adopted to the editing of the third volume of Capital
and refer to Grossman’s observations about the adequacy of the unedited original and
Engels’s editorial work, 2002, pp. 47-8, 64. From a council communist perspective, Gius-
sani 2012 plucked Grossman’s principal reproduction schema out of context in order to
discredit it mathematically. The non-Marxist Boldizzoni remarked that Grossman made a
“crudely mechanistic” attempt to demonstrate that breakdown was inevitably, 2020, p. 82.
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A Mechanical Theory of Automatic Breakdown?

Marx has long been portrayed as a crude determinist, on the basis of trivial
readings and/or ignorance of his works.!%7 Otto Bauer, in a similar vein, accused
Luxemburg of making the economic argument that ‘Capitalism will ... founder
on the mechanical impossibility of realising surplus-value), an assessment
which Bukharin repeated.1°® And Grossman went along with this: Luxemburg’s
conception is based on the assumption that capitalism will come to a mech-
anical end'9° Hardly an accurate or fair charge, given Luxemburg’s own polit-
ical activity, her important published interventions, notably Social Reform or
Revolution and The Mass Strike, and her explicit statements about the relation-
ship among Marxist theory, capitalism’s breakdown and class struggles.!10

The same accusation was made against Grossman himself, in the strongest
form: that his theory of capitalism’s tendency to break down was not only
mechanical but also led to the conclusion that the class struggle was irrelev-
ant. Critics of his book on a left spectrum from council communism, through
to Stalinism and social democracy, asserted that he had a mechanical theory
of capitalism’s breakdown.!! It is absolutely clear, on the basis of his personal
political commitments and engagement from his youth through to his old age,
that this was not how he formulated or understood his own arguments. At two
points in The Law of Accumulation, as we have seen, he was also quite explicit
that capitalism will not face a ‘hopeless situation’ in the absence of success-
ful revolutionary class struggles. The book’s conclusion affirmed that ‘The final
goal for which the working class struggles is not, therefore, some ideal that is
brought into the workers’ movement “from the outside”, in a speculative man-
ner, whose realisation is reserved for the distant future, quite independently of
the struggles that occur in the present. It is, on the contrary, as the law of break-
down developed here demonstrates, a result that flows from immediate day to
day class struggles and whose realisation is accelerated by these struggles.!1

107 Barth1967, particularly p. 61, was an early example. Ferdinand Tonnies, the bourgeois soci-
ologist, already identified how incorrect this charactisation was, Tonnies 1894, pp. 502—12.
See Berlin 2013, particularly, pp. 121 and 129; and Popper 1947, particularly, pp. 97 and 127;
and Israel 2019, p. 918 for more recent versions of this accusation of determinism.

108 Otto Bauer 2012b, p. 273. Bukharin 1972, p. 149.

109 See below, p. 67.

110 For example, Luxemburg 2008a; Luxemburg 2015b, pp. 362, 375.

111 Justafew examples follow. Council communist: Pannekoek 1977, pp. 77-8. Stalinist: Varga
1930, pp. 62, 95; Behrens 1952, pp. 27, 46. Social democratic: Braunthal 1929, 304, Helene
Bauer 1929, p. 280. Also Sweezy 1962, pp. 11-20; Foster and McChesney 2010, pp. 53—4;
Milios, Dimoulis and Economakis 2002, p. 149.

112 See below, 499.
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Grossman'’s account, like Marx’s, identified how the system’s tendency to
break down did not result in monotonic decline but in cyclical economic crises.
These, he maintained, were the circumstances in which revolutionary working-
class action had the greatest likelihood of arising and of success. Hence his
statements, not only in letters and manuscripts, and The Law of Accumulation
itself, but also in publications before and after the appearance of the book. For
example, before:

‘The totality of all these objective changes is called a revolutionary situ-
ation. It is not merely revolutionary consciousness (which, incidentally,
cannot be produced outside a revolutionary situation, merely by ham-
mering the final goal into heads) that only figures in addition as a fur-
ther condition with a subjective character. It is rather something entirely
different: ‘the ability of the revolutionary class to take revolutionary mass
action’, which presupposes an organisation of the coherent will of the
masses and extensive experience in the class struggles of everyday life.l'3

And after: ‘The point of breakdown theory is that the revolutionary action of
the proletariat only receives its most powerful impetus from the objective con-
vulsion of the established system and, at the same time, only this creates the
circumstances necessary to successfully wrestle down the ruling class’s resist-
ance. 14

But were the arguments in his book so sloppily formulated that they invited
the conclusion that he advanced a theory of capitalism’s automatic break-
down? This can only be asserted if unqualified statements by Grossman, such
as ‘a relative decline in the mass of profit necessarily results in the capitalist
system’s breakdown’!'5 are plucked from the context of their repeated qualific-
ations, in discussions of countervailing factors to the tendency to breakdown.
For Grossman, the law of capitalism’s breakdown is, undoubtedly, a corollary of
Marx’s law of the tendency for the rate of profit to fall. ‘Even though the break-
down tendency is periodically interrupted and weakened, more and more the
mechanism as a whole necessarily approaches its end, with the progress of cap-
ital accumulation, because the valorisation of this expanded capital becomes
progressively more difficult as the accumulation of capital grows absolutely.
If these countertendencies are themselves weakened or brought to a halt the

113 Grossman 2019e, p. 143, quoting Lenin 1964c, pp. 213—14, Grossman’s emphasis.
114 Grossman 2019k, p. 385. Also see Grossman 20191, pp. 596-7.
115 See below, p. 238.
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breakdown tendency gains the upper hand and is realised in the absolute form
of the “last crisis” 16

The ‘last crisis’ is contingent. Increases in the rate of surplus value, as a con-
sequence of ruling class victories in the class struggle, constitute a significant
countertendency. Given that capitalism knows no ‘hopeless situations), the ‘last
crisis’ is best understood as class struggle which results in a successful working-
class revolution. Many commentators, including critics of Grossman’s work,
have had no difficulty in recognising that he was not arguing that capitalism
would collapse without conscious working-class intervention.!” The evidence
that he argued capitalism’s downfall would occur independently of working-
class struggle is as thin as that supporting the attribution of the same view
to Marx and Engels on the basis of rhetorical flourishes, such as the assertion
in the Communist Manifesto that the bourgeoisie’s ‘fall and the victory of the
proletariat are equally inevitable’!8 On this issue, Grossman’s position was the
same as that expressed by Marx, in a text only published after the appearance
of The Law of Accumulation: ‘regularly recurring catastropheslead to their repe-
tition on a higher scale, and finally to its [capital’s] violent overthrow’!1

Countertendencies
Before Grossman, Marxists had noted Marx’s law of the tendential fall in the
rate of profit’ but failed to attribute significance to it in the explanation of crises
and capitalism’s tendency to break down. Criticisms of Grossman’s discussion
of the law opened the way to the same criticisms being directly targeted against
Marx by Marxists. The objections raised early by the social democratic Marxist
Helene Bauer have often been repeated. They focus on two factors which coun-
tervail the tendency for the rate of profit to fall: the way improved technology
increases the productivity of labour and therefore reduces the value of both
means of consumption and means for production.12? Sweezy explicitly argued
against Marx that the balance between rises in the organic composition of cap-

116  See below, pp. 154 and 173.

117 Mattick Sr. 1934, pp. 19—20; Marramao 1975, p. 63; Krahl 2008, pp. 88—9, 213; Shaikh 1978,
p- 236; Tula 1979, pp. xxx, xxxvi—xxxvii; Glaser 1981, p. 237; Howard and King 1989, pp. 329,
331-2.

118 Marx and Engels 1976, p. 496.

119 Marx 19874, p. 134. My emphasis.

120 Helene Bauer 1929, p. 274. The conservative Muhs 1931, pp. 14-15, asserted that increases
in relative surplus value ‘at least’ offset rises in the organic composition of capital. Much
earlier, Tugan-Baranowski 1901, pp. 211-15, had attempted to refute the law of the tendency
for the rate of profit to fall in terms of a rising rate of surplus value as a consequence of
the introduction of new technology.
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ital and increases in the rate of surplus value was indeterminate and that the
tendency for the rate of profit to fall could only be maintained on the basis of
a falling rate of surplus value.1?!

Hans Neisser, a mainstream economist and social democrat, was a pioneer
in explicitly extending criticisms of Grossman to Marx, within a social demo-
cratic framework. While Bortkiewicz in 1907 had maintained that new tech-
nology would rever reduce the rate of profit, Neisser in 1931 argued that the
introduction of new technology does not necessarily result in a higher organic
composition of capital and hence alower rate of profit, because it increases the
productivity of labour and hence cheapens the value of commodities, includ-
ing means of production.!?? Bortkiewicz’s categorical argument was repeated
against Grossman and Marx by the conservative Marxologist Karl Muhs!?3 and,
more recently via the mathematical demonstration of Nobuo Okishio, by left-
ists and Marxists.124

Marx and Grossman included a higher rate of surplus value and cheapening
of constant capital in their discussion of countervailing factors. The scope for
increasing absolute surplus value (making workers labour longer for the same
pay) islimited by the fact that there are only 24 hours in a day; and for increasing
relative surplus value (by increasing the proportion of the day workers labour
to create the value appropriated by capitalists, as opposed to the value of their
wages, that is the value of what they consume) by the length of the working day.
Both must be under 100 per cent. The value composition of capital, understood
as the relationship between dead and living labour in the production process,
on the other hand, can rise indefinitely, overwhelming increases in the rate of
surplus value.12

The notion that not only the technical but also the organic composition
of capital, simply expressed as the ratio of investment in constant capital to
outlays on wages, has not risen in the long run under capitalism is simply fanci-

121 Sweezy 1962, pp. 100—6.

122 Bortkiewicz 1952, pp. 58—74; Neisser1931, pp. 79—80. The bourgeois economist Miksch 1930,
made the same point against Marx and Grossman.

123 ‘There is no doubt that a higher organic composition only becomes a reality, even it can
be achieved technically, if it yields higher profits. A falling rate of profit and rising organic
composition are therefore in fundamental contradiction with each other'. Muhs 1931, p. 17.

124  Okishio 1961. Accepting the Okishio theorem were, for example, Parijs 1980; and, citing
Parijs in support, Harvey 1982, p. 185; Heinrich 2014, pp. 339—40; and, citing Heinrich in
support, Milios, Dimoulis and Economakis 2002, pp. 150—7.

125 Argued and mathematically demonstrated in Yaffe 1973, pp. 201—-2; and Shaikh 1987. Also
see Harman 1999, p. 28; and the classic defence of Marx’s account of the tendency for the
rate of profit to fall, Rosdolsky 1977a, pp. 376-82.
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ful. If improvements in productivity due to superior technology are similar in
the departments producing means of production and means of consumption
then changes in the organic composition of capital will parallel changes in the
technical composition of capital.!?6 Moreover Grossman, in an unpublished
manuscript, later pointed out that: ‘the question of whether devaluation is of
the same extent as the growth in the mass of the MP [means of production] and
thus the growth in mass is paralysed by the decline in value, or rather whether
devaluation is not as great and consequently that despite the devaluation of
the Mp, its value in relation to L [labour] grows, cannot be abstractly, deduct-
ively decided and has to be decided through empirical observation. Experience,
indeed experience of more than one hundred years, teaches that the value of
constant capital, thus also of the total capital, in relation to variable capital
grows more quickly than variable ..."27

The refutation of the Bortkiewicz/Okishio contention that technological
change cannot reduce the rate of profit is relatively straightforward. Technolo-
gical innovation can raise the rate of profit for the first capitalists to invest in it,
because they can sell their products at prices, determined by the average costs
of production in the industry, above their lower costs of production, i.e. above
their values. In order to stay in business, competitors have to adopt the new
technology too. But once the bulk of the industry is using that technology, the
average costs of production and hence prices will be close to that experienced
by the innovators. The extra profit will evaporate and, other things being equal,
the average rate of profit will fall. This temporal process cannot be captured by
mainstream economics with its assumption of instantaneous adjustments.1?8

A different countertendency to those discussed by Grossman’s critics was
particularly important during the 1950s and 1960s. Massive, competitive arms
spending helped sustain the long post World War 11 boom. Unlike the products
of departments producing means of production and means of consumption,
the output of the arms industry cannot return to the circuit of capital. The
expansion of the arms industry therefore slowed down accumulation and the
tendency for the rate of profit to fall, by diverting surplus value which could
otherwise have been invested and thus raised the organic composition of cap-
ital 129

126 Shaikh 1978, p. 251.

127  Grossman 2019g, p. 212.

128 For an extensive and mathematical refutation of the ‘Okishio theorem’ and outline of its
history see Kliman 2007, especially pp. 44—5, 113—38. Carchedi and Roberts 2013b provided
a systematic defence of Marx’s theory of the tendency for the rate of profit to fall against
Okishio’s and other criticisms.

129 Harman 2009, pp. 129-32, 166-8. Harman had previously explained the effect of military
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A Permanently Falling Rate of Profit

Neisser and Pannekoek argued that accumulation of both constant and vari-
able capital could grow forever in Grossman’s schema, but at lower rates. The
schema only gave rise to idle machinery, equipment and buildings with insuffi-
cient workers to set them in motion because Grossman had made the arbitrary
assumption that constant capital would be prioritised over variable capital in
the allocation of surplus value for investment.!3? This objection ignored the
point of Grossman'’s argument. Where Otto Bauer’s reproduction schema, with
its equally arbitrary assumptions, was intended to show that capital accumula-
tion could continue forever, Grossman’s schema, based on Bauer’s, effectively
demonstrated that accumulation cannot be maintained indefinitely at any
given rate of additional investment. The allocation of additional investment
was not, furthermore, arbitrary in Grossman’s schema. Taking use values into
account, the production of means of consumption in it became insufficient
to sustain accumulation of variable capital first, before production of means
of production had a chance to become insufficient to sustain accumulation of
constant capital.

A rational collective response to a falling average rate of profit would be for
the whole of the capitalist class to lower the rate of accumulation in concert.
But, as both Grossman himself, earlier, and Harman pointed out, competition
among capitals means that the rational response of individual capitals may be
to maintain or even raise their rates of investment, in order to keep up with
or undercut their rivals by reducing the price of their output below the aver-
age price for the industry, thus maintaining or improving their share of total
surplus value.13!

The lumpiness of constant capital as use values, Grossman later observed, is
also a factor which can disrupt accumulation as the rate of profit falls.132 Par-

spending on the rate of profit, in part, by invoking Bortkiewicz's neo-Ricardian solution of
the ‘transformation problem’, which meant that a high organic composition of capital in
industries producing commodities which are not means of production or of consumption
did not undermine the rate of profit in other sectors (for example, Harman 1999, pp. 81,
167). Schmiede and Yaffe 1972, p. 8 criticised this argument. In his 2009 book Harman
tacitly abandoned that approach and simply argued that unproductive expenditure on
arms slowed the rise in the organic composition of capital, referencing Grossman as well
as Marx.

130 Neisser193y, pp. 83—4; Pannekoek 1977, pp. 69—70. Also see the suggestion that the personal
consumption fund for capitalists can be maintained at the expense of unemployment
(and hence the rate of accumulation) in Trottmann 1956, pp. 26-8.

131  Grossman 2019b, p. 47; Harman 2009, p. 78.

132  Grossman 2019m, p. 532.
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ticularly at very low rates of profit, the amount of surplus value created in a
single year may not be sufficient to purchase the minimum unit increments of
constant capital, embodied in a large productive complex, like open cut coal
mines or chemical plants, which can generate new commodities and maintain
the circuit of capital.

Impoverishment
The social democrats Alfred Braunthal and Helene Bauer both joked that
Grossman had derived the breakdown of capitalism from the impoverish-
ment of the capitalists rather than of the proletariat.!3® Another of Grossman’s
unpublished manuscripts included the response that

Nowhere did I say that capitalism will go under due to the impoverish-
ment of the capitalists. I showed, rather, that an increasingly large part of
surplus value (a, )!34is, under the assumptions of Bauer’s schema, devoted
to accumulation. The remainder available for the consumption of the
capitalists and workers does not suffice. As a consequence an increasingly
sharp struggle between workers and entrepreneurs over the level of wages
necessarily flares up. If workers continue to receive the same wage, then
nothing remains for the entrepreneurs. If, however, the latter maintain
and, where possible, even increase their living standard then they force
down the level of wages, i.e. from this point on the impoverishment of the
workers necessarily sets in. That, however, drives the workers to revolution
and, as a result of this impoverishment of the workers, and [sic] capital-
ism will go under.135

Method
There have been debates over Grossman’s account, in The Law of Accumula-
tion and his essay on ‘Change in the Original Plan for Marx’s Capital, of Marx’s
method and the structure of Capital. That debate and evidence supporting
Grossman'’s assessment have been discussed at some length elsewhere.!36 Over-
all, his explanation of the structure of Capital, in terms of Marx’s method of

133 Braunthal 1929, p. 294; Helene Bauer 1929, p. 275; similarly: Muhs 1931, p. 23.

134 While the proportion of surplus value devoted to the accumulation of constant capital
grows most rapidly, the proportion consumed by accumulation of variable capital (a, ) also
grows compared to that available for the capitalists’ consumption, until it too is eroded in
order to maintain the growth of constant capital.

135 Grossman 2019g, pp. 216-17.

136 Kuhn 2013.
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successive approximation, along with the logic of the change in Marx’s plan
for Capital, if not its timing, have withstood criticism.!37

One-Sidedness

According to Arkadij Gurland and Rosdolsky, Grossman’s analysis was one-
sided, because it ignored capitalism’s realisation problems.138 This is true and it
could be added that he also ignored, for example, capitalism’s transient prob-
lems in maintaining proportional outputs among industries, economic disrup-
tion caused by war and difficulties that arise in the credit system (not to men-
tion the economic impact of a deadly global epidemic), all of which can give
rise to difficulties in the process of accumulation and trigger crises. But this
was deliberate. Grossman’s purpose in The Law of Accumulation was to care-
fully identify fundamental contradictions of capitalism which emerge from its
core in the process of production itself.13° Varga’s (erroneous) complaint that
the book had not mentioned the Bolshevik revolution or the circumstances
in which it occurred, about which Grossman was well aware,14? was likewise
beside the point.

Relevance of the Value-Price Transformation
Neisser argued that Grossman’s analysis did not take into account the trans-
formation of commodities’ values into prices of production, through the equal-
isation of profit rates across industries. (According to Marx, market prices
fluctuate around prices of production.) Basing his argument on Tugan-Bara-
novsky’s and Bortkiewicz's criticisms of the way Marx handled this transform-
ation, Neisser asserted that the prices-of-production rate of profit could vary
from the value rate of profit and that it was therefore ‘in no way certain that
giving up this assumption [that commodities exchange at their values] must
not alone finally lead to the profound modifications of Grossman’s theory’#!
In response, Grossman asserted that his analysis was an aggregate one of gen-
eral crises embracing all spheres of production, which would not be affected

137 OnMarx’s method in Capital, see Callinicos 2014, particularly p. 130.

138 Gurland 1930, p. 80; Rosdolsky 1957, p. 355. For similar criticisms, which regard additional
factors as being of equal importance to Marx’s account of the tendency for the rate of
profit to fall in the explanation of crises, see Clarke 1994 and Harvey 2016. For a response
to the condemnation of ‘monocausal explanations’ see Carchedi 2010, p. 124.

139 See below p. 119.

140 Varga 1930, p. 62. Bukharin is criticised in The Law of Accumulation for neglecting to sys-
tematically examine the economic causes of the breakdown which contributed to the
Bolshevik Revolution and overgeneralising from the Russian case, see below pp. 84-86.

141 Neisser 1931, p. 74.
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by changes in relative prices because total values equal total prices. Elements
of his analysis did, however, include the allocation of surplus value between
the departments of production. Grossman also noted that the neoharmonists’
contention that capital accumulation could continue smoothly, i.e. proportion-
ately, was made on the basis of the reproduction schemes of the second volume
of Capital. But this conclusion was not justified before the transformation of
values into prices of production and even further modifications, which result
from the introduction of commercial profit, interest and ground rent, are taken
into account.!42

The ‘transformation problem’ has subsequently, moreover, been satisfactor-
ily resolved in a way which, contrary to Bortkiewicz, maintains the equivalence
of the value and prices-of-production rates of profit.!43

Inconsistencies

The arguments in The Law of Accumulation were not flawless. There were incon-
sistencies and errors. In places, Grossman sloppily wrote that the mass of sur-
plus value/profit declined in his schema, for example: ‘In the final phase of the
business cycle, the mass of profit (s), and therefore also its accumulated con-
stant (a,) and variable (a, ) parts, contract so sharply that it no longer suffices to
sustain accumulation on the previous assumptions, that is, in accord with the
annual increase in population. In year 35 — to illustrate this phenomenon with
our schema — an accumulation 510,953 a, + 26,267 a, = 537,220 is required.’**
Here Grossman conflated an accurate account of what happens during empir-
ical business cycles with an accurate description of his reproduction schema.
‘[1]n the final stages of the business cycle, but not in Grossman’s schema, the
mass of profit does contract sharply. The mass of employed variable capital in
the 36 years of Grossman’s schema never falls and, as the rate of surplus value
is constant, the mass of surplus value/profit does not fall either.

The mass of profit does become insufficient to sustain the assumed rate
of accumulation in Grossman’s schema but it, as opposed to the size of the
capitalists’ personal consumption fund 4, does not decline. Likewise, rather
than writing ‘a decline in the mass of profit, in the following passage, Gross-
man should have referred to ‘too great a relative decline in the mass of profit..
‘[F]rom the law of accumulation it follows ... that with any giver population
[growth rate] capital accumulation encounters an insuperable barrier beyond
which any further accumulation is pointless, because it will be accompanied by

142 Grossman 2019j, pp. 311-14.
143 See Kliman 2007; and Moseley 2016.
144 See below, p. 142.
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a decline in the mass of profit and therefore also by the emergence of a reserve
army. 45 Elsewhere in his book, Grossman was more careful, stating that ‘the
breakdown of the system has to follow from a relative fall in the mass of profit,
even if it nevertheless can and does increase in absolute terms’ and that ‘a rel-
ative decline in the mass of profit’ was the trigger for breakdown.!46

There was also inconsistency in Grossman’s use of the terms ‘absolute over-
accumulation’ ‘overaccumulation’, and ‘overproduction’. They were used to
designate both the point in his schema beyond which the capitalists’ consump-
tion fund began to decline'*® and the point beyond which, in reality and fol-
lowing Marx, further accumulation produces no additional surplus value.'#9
Grossman also conflated the latter with the point in his schema at which
the capitalists’ consumption fund disappeared and it broke down because its
assumed rate of accumulation of constant and variable capital cannot be sus-
tained.’0 This terminological confusion does not invalidate his schema, which
demonstrates that capitalism tends to break down given any specific rate of
accumulation, his account of capitalism’s inevitable experience of economic
crises, or his claim to have derived these from Marx’s analysis, if more creat-
ively than he implied. In particular, the use of a quotation from Marx to justify
Grossman'’s identification of the pivotal role of capitalists’ personal consump-
tion was questionable: ‘The fall in the rate of profit would be accompanied this
time by an absolute decline in the mass of profit ... And the reduced mass of
profit would have to be calculated on an enlarged total capital.’>! Marx’s obser-
vation was made in the course of a discussion which was not entirely clear and
included the possibility of a fall in the rate of surplus value as wages were bid

up.

145 See below, p.173.

146  See below, p.195, also 238.In 1931, Grossman asserted that ‘I do not claim that surplus value
becomes smaller. It can become larger. And still it is insufficient ..., Grossman 2019h, p. 229.
This was true of the claims embodied in his numerical examples but not consistently in
his textual argument.

147 Aspointed out by Trottmann 1956, pp. 9—10.

148 See below, p. 440—441.

149 See below, pp. 439 and 227-228.

150 See below, p. 140. In the discussion of the formation of a reserve army of labour, below,
p- 142, both the points at which the capitalists’ consumption fund starts to decline and
that at which it disappears seem to be equated with Marx’s account of overproduction.

151 See below, pp. 141 and 440.
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Credit

Grossman’s attempt to encompass credit in a reproduction schema failed. He
portrayed the source of credit as a fund made up of deductions from new invest-
ment, slowing it over several years, which is subsequently drawn down to sus-
tain investment in later years. This would disrupt the circuit of capital because
surplus value, in concrete form, would lie idle for years until it was redeployed
back into production.’2 In a different context, after the publication of The Law
of Accumulation, Grossman himself warned against the introduction of credit
into Marx’s schemas:

After all, it is one of the many simplifying assumptions of Marx’s repro-
duction schema that it abstracts from credit. The very purpose of the
schema is to show the exchange relations between its two departments
and to investigate whether complete sale is possible. It is not permissible
to change the initial assumptions after the fact, once one has encountered
difficulties in solving the problem.153

Empirical Verification

Since 1957, there have been studies which have attempted to test Marx’s law
of the tendency for the rate of profit to fall against statistical evidence, espe-
cially of trends in the economy of the United States.’>* The translation of the
categories of bourgeois economics and statistical collections into aggregates
which match Marxist concepts remains a challenge. From the 1980s, statistical
studies became more frequent and, in some cases, more sophisticated. Differ-
ences in results often arise from different approaches to the translation. That
there have not been any attempts to operationalise Grossman’s account of the
role of capitalists’ private consumption statistically is understandable, given
that it was an heuristic device to highlight the role of class struggle in patterns
of economic growth, the course and the onset of crises.

A 2018 collection, edited by Guglielmo Carchedi and Michael Roberts, in
which Grossman'’s insights were invoked at several points, offered extensive
evidence for Marx’s account of the tendency for the rate of profit to fall in
the long run, due to a rising organic composition of capital, at the level of sev-
eral national economies and globally. Contributors also related fluctuations in

152 See Trottman 1956, pp. 45—7; Howard and King 1989, p. 331.
153 Grossman 2019j, p. 326.
154 See the pioneering work of Gillman 1957 and Mage 1963.
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the rate of profit to periods of economic contraction and growth, and provided
extensive references to the previous, very substantial empirical literature.!5

In Summary

Grossman’s fundamental arguments about capitalism’s tendency to break
down, because of the law of the tendency for the rate of profit to fall, and
the way this takes the form of recurrent economic crises withstands the cri-
ticisms made of it. There are, in The Law of Accumulation, some exaggerated
statements, some mis-specifications and an inadequate attempt to incorporate
credit into Marx’s reproduction schemas. But, far more importantly, it grounds
Marx’s and Engels’s proposition that the bourgeoisie ‘is unfit to rule because
it is incompetent to assure an existence to its slave within his slavery6 in a
powerful analysis of economic crises arising from the very essence of the capit-
alist process of production. That analysis also reinforces their conclusion that
capitalism can only be superseded through its revolutionary overthrow by the
working class.

Conventions

Like many other German writers, Grossman frequently wrote ‘England’ when
he was referring to the United Kingdom, America when referring to the United
States of America, and Holland/Dutch when referring to the Netherlands. His
terminology has been retained.

In the following Zusammenbruch’ has mainly been translated as ‘break-
down), except in some of Grossman’s quotations from texts which are now
available in English translations, where Zusammenbruch’ was rendered as ‘col-
lapse’. ‘The War’ and ‘the World War’ refer to World War 1.

All of Grossman'’s references have been checked, apart from those to the fol-
lowing periodicals: Bank-Archiv: Zeitschrift fiir Bank- und Borsenwesen, Deut-
sche Bergwerkszeitung, Frankfurter Zeitung, Internationale Rundschau der
Arbeit, Vierteljahrshefte zur Konjunkturforschung, Wirtschaftsdienst.

Original texts quoted by Grossman have been modified to comply with
this book’s citation and stylistic conventions. Minor errors in his quotations,
spelling of names and citations have been corrected without comment; like-
wise, the addition of quotation marks around passages he quoted without

155 Carchedi and Roberts 2018. Also see Jones 2014.
156 Marx and Engels, 1976, p. 495.
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them. In a few cases where Grossman’s use of quotations from Marx seems
to differ from their significance in their original contexts, this has been noted.
Where possible, errors in Grossman'’s arithmetical calculations have been cor-
rected. The mathematical equations on page 185 are corrected versions.
Straightforward arithmetical and typographical errors in Grossman’s tables
have been corrected without comment. Grossman’s original tables (with
straighforward errors noted) as well as the corrected tables, already provided
in the main text, are in the Appendix, where there is any doubt about formulae
he used.

Where they exist, translations published in English have generally been
used for quotations and references. Other things being equal, editions available
without charge 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 during which they were written in square brackets,
where relevant. Words in square brackets in quotations are Grossman’s, unless
otherwise indicated; elsewhere they are the editor’s. Emphasis in quotations
is the original author’s, unless otherwise indicated. Translations of foreign lan-
guage words or phrases, which are not quotations, in the body of the book are
in footnotes, except for the titles of periodicals. Explanations of abbreviations
and basic biographical information about people mentioned in this book are
in the index.


http://www.archive.org

Introduction

The present book forms part of a larger work on the tendencies of capitalist
development according to Marx’s theory. It will appear soon and arose from
lectures I gave in 1926—27 at the Institut fiir Sozialforschung! and the University
of Frankfurt.

The results of my research are twofold: first the method underlying Capital is
reconstructed and second, on this basis, important areas of Marx’s theoretical
system are presented in a fundamentally new light. One of the new findings is
the theory of breakdown, expounded below, which forms the cornerstone of
Marx’s economic system. For decades this theory was at the centre of fierce
theoretical controversies, yet no attempt was ever previously made to recon-
struct or define its place in the system as a whole. But it would be a useless
task to increase the dogmas surrounding Marxism with a new interpretation
and simply reinforce the view of Gotz Briefs that Marxism has become purely
amatter of interpretation. My view is that the unsatisfactory state of the previ-
ous literature on Marx is ultimately rooted in the fact, strange as it may seem,
that no one has previously proposed any ideas at all, let alone any clear ideas,
about Marx’s research method. There has been a general tendency to cling to
the results of the theory: these have been the focal point of interest, on the part
of both critics and defenders. In all this the method has been totally ignored.
The basic principle of any scientific investigation — that however interesting a
conclusion might appear, it is worthless when divorced from an appreciation of
the way in which it was established — was forgotten. Only in this way could that
conclusion, completely divorced from the cognitive path which led to its for-
mulation, in the course of time become the object of changing interpretations.

The discussion of Marx’s research method will have to be left to my major
work. The brief methodological remarks that follow appear to me to be indis-
pensable insofar as they bear on the understanding of the arguments of this
book.

What has to be investigated is the concrete, empirically given world of
appearances. But this is much too complicated to be known in any immediate
way. We can approach it only by stages. To this end we make numerous simplify-
ing assumptions that enable us to gain an understanding of the core structure
of the object under investigation. This is the first stage of cognition in Marx’s
method of successive approximation [ Anndherungsverfahren]. This methodo-

1 ‘Institut fiir Sozialforschung’ means ‘Institute for Social Research.
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logical principle of Marx is apparent in the reproduction schemas which form
the starting point of his entire analysis and already underpin the arguments of the
first volume of Capital. Among the dozen and a half assumptions most closely
connected with the reproduction schemas are the following: that the capitalist
mode of production exists in an isolated state, i.e. foreign trade is ignored; that
the economy consists of capitalists and workers alone, the analysis abstracts
from all so-called ‘third persons’; that commodities exchange at their values;
that credit is abstracted away; that the value of money is assumed to be con-
stant; etc.

Now it is clear that these fictitious assumptions initially create a distance
from empirical reality, even though it is this reality that is to be explained. It
follows that insights established in this way can only have a provisional charac-
ter and therefore that this first stage of cognition must be followed by a second,
definitive stage. Every simplifying assumption involves a subsequent correction
that takes account of the elements of actual reality that were disregarded ini-
tially. In this way, in a series of stages, the investigation as a whole draws nearer
to the complicated appearances of the concrete world and becomes consistent
with it.

Yet an almost incredible thing happened: people saw that Marx’s method
involves working with simplifying assumptions but they failed to notice the
purely provisional character of these initial cognitive steps and overlooked the
fact that, in the methodological construction of the system, to each of the
fictitious simplifying assumptions there corresponds a subsequent modifica-
tion. Provisional conclusions, intermediate insights, were taken for final results.
Otherwise it is impossible to understand [Emil] Lederer’s objection to Marx’s
method. He argues that simplification is part of any theory but he himself does
not wish to go as far in this direction as Marx did, because ‘excessive simplifica-
tion creates problems in the way of our understanding. I, like Marx, we suppose
the whole economic universe to be composed only of workers and capitalists,
then the sphere of production becomes too simple’? [ Arthur] Salz also repeats
this objection to an excessive simplification of the problem.? This absolute mis-
understanding of Marx’s method explains why [Fritz] Sternberg reproaches
Marx for ‘having analysed capitalism on an assumption that has never held
true, that there is no non-capitalist area. Such an analysis works with unproved
assumptions’* Finally, [Karl] Muhs goes so far as to write that ‘Marx ... obvi-

2 Lederer 1925, p. 368.
3 Salz192s, p. 219.
4 Sternberg 1971, pp. 301, 303. [Grossman’s emphasis. |
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ously indulged in orgies of abstraction’ and introduced ‘impossible, because
irrational, assumptions that were bound to defeat any analysis of the historical
process’5

Anyone who has grasped the essence of Marx’s method will immediately be
struck by the superficial character of these objections and a critique of them
seems superfluous. At the same time, it is apparent why the greatest confu-
sion could and fad to arise in previous discussions of Marx’s theory. Marx’s
method of successive approximation has two stages, sometimes even three.
All phenomena and problems are thus tackled at least twice, initially under a set
of simplifying assumptions and later in their final form. Those for whom this
is a mystery will constantly encounter ‘contradictions’ between the individual
parts of the theory. To take just one example, this is the source of the famous
‘contradiction’ discovered by [Eugen] Bohm-Bawerk between the first and third
volumes of Capital.®

The problem dealt with in what follows was tackled by Marx in three stages.
To begin, the conditions that define the process of reproduction in its normal
course, simple reproduction, are investigated. The second stage of the analysis
encompasses the effects of the accumulation of capital and its resulting tend-
ency towards breakdown. Finally, in the third phase the factors that modify this
tendency are examined.

In substantive terms, the problem dealt with here is the central problem
or rather the problem of capitalism. The question examined is whether fully
developed capitalism, regarded as an exclusively prevalent and universal eco-
nomic system relying only on its own resources, is capable of developing the
process of reproduction indefinitely and on a continually expanding basis or
whether this process of expansion runs into limits of one sort or another which
it cannot overcome. In examining this problem, the capitalist mode of produc-
tion’s specific moments? cannot be left out of consideration. Since the begin-
ning of human history, technological and economic progress has been reflected
in the ability of the individual person with labour power L to set into motion an
ever greater mass of the means of production mp. Technological progress and
the development of the productive forces is an immediate expression of the
growth of L in relation to MP. Technological progress will persist in its natural
form of MP: L in the socialist, as in every other economy.

The specific nature of capitalist commodity production is apparent in the
fact that it is not simply a labour process in which products are created by the

5 Muhs 1927, pp. 10-11. [ Grossman’s emphasis. |
6 [Bohm-Bawerk 1975.]
7 [The Hegelian term ‘moment’ means ‘aspect, ‘phase’ or ‘element’ of a whole.]
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elements of production mpP and L. Rather, the capitalist form of commodity
production is constructed on a twofold principle — it is simultaneously a labour
process for the creation of products and a valorisation process. The elements of
production mp and L figure not only in this natural form, but simultaneously
also as values c and v. They are used for the production of a sum of [annual]
value av, and indeed only on condition that there is a surplus s over and above
the value of the ¢ and v employed, i.e. that s = Av — (¢ + v). It is characteristic of
the capitalist expansion of production or the accumulation of capital that the
expansion of MP in relation to L occurs on the basis of the law of value, i.e. there
is a constant expansion of capital ¢ in relation to total wages v, in the course of
which both these components of capital have to be valorised. The reproduction
process can therefore only be continued and expanded further if the advanced,
constantly growing capital ¢ + v can secure a profit, s (surplus value). The prob-
lem is whether such a process is possible in the long run.

The following study is divided into three chapters. The first surveys the exist-
ing literature on Marx’s theory of breakdown and discusses the views of more
recent Marxists about the end of capitalism. The second chapter is an attempt
to reconstruct Marx’s theory of accumulation and breakdown (which is also a
key element of his crisis theory) in its pure form, unconstrained by ‘counter-
tendencies. The third chapter attempts to grasp the tendencies which modify
the law of breakdown in its pure form and thus to bring the actual reality of
capitalism into accord with the pure law. Here it is not a matter of describ-
ing in detail the actual processes that go on in the environment of capitalism.
The presentation of extensive and rather exhaustive empirical material is dis-
pensed with. The work is intended to have a theoretical not a descriptive char-
acter. To the extent that factual material is presented, the aim is to illustrate the
various theoretical propositions and deductions. I have limited myself to show-
ing how various empirically ascertainable tendencies of the world economy,
which are regarded as characteristic features of the latest stage of capitalist
development (and are listed in different writings on imperialism: monopol-
istic organisations, export of capital, the struggle to divide up the sources of
raw materials etc.), are only secondary surface appearances that stem from the
essence of capital accumulation as their primary root. By establishing this con-
nection it is possible to use a single principle, Marx’s law of value, to provide
a clear explanation of all the phenomena of capitalism, without recourse to
any special ad hoc theories, and to make capitalism’s latest, imperialist phase
intelligible.® That this is the only way in which the tremendous consistency of
Marx’s economic system can be expressed requires no particular emphasis.

8 [‘Ad hoc’ means ‘arbitrarily constructed for a specific purpose’.]



52 INTRODUCTION

Since I confine myself to describing only the economic presuppositions of
the breakdown of the capitalist mode of production in this study, let me start
by dispelling any suspicion of ‘pure economism’. It is superfluous to waste time
discussing the connectedness of economics and politics. Yet while there is an
extensive literature in the Marxist camp on the political revolution, the eco-
nomic side of the problem has been neglected theoretically and the true con-
tent of Marx’s theory of breakdown has not been recognised. I limit myself to
filling this gap in the existing literature.

It is necessary for me to express my thanks here to Professor Carl Griinberg,
director of the Institut fiir Sozialforschung, and to my friends Dr Fritz Pollock
and Dr Felix Weil for their invaluable intellectual stimulation; likewise to my
students and participants in the working group I led. It was the collaborat-
ive framework of the Institut fiir Sozialforschung that created the intellectual
atmosphere in which this work could arise.

Special thanks are due to Miss Selma Hagenauer, who has submitted her PhD
dissertation, for reading the proofs and compiling the name index.



CHAPTER 1

The Downfall of Capitalism in Previous Discussions

1 The Points at Issue

The idea that the capitalist mode of production, that is the capital relation,
is not some eternal law of nature but a purely historical, that is, ephemeral
relation was already enunciated before Marx. [Jean Charles Léonard Simonde
de] Sismondi was the first, against [David] Ricardo, to stress the historical,
transitory nature of the capitalist mode of production (1819). He argued that
each earlier mode of production was initially progressive, when it replaced
its immediate predecessor. This was the case with slavery, feudalism and the
guild system. In the course of time, each of these modes of production ‘became
intolerable’ and ‘social order, threatened so incessantly, cannot be maintained
except by violent means’. Given these historical experiences it was not possible
to maintain that the wage system signified the ultimate stage of human pro-
gress, rather it too had a merely historical character and would have to yield to
a more advanced system in future.!

In relation to capitalism’s lifespan, Sismondi based his argument not on an
economic analysis of its mode of production but only on historical analogies.
Marx is therefore correct in writing that ‘at the bottom of his [Sismondi’s] argu-
ment is indeed the inkling that new forms of appropriation of wealth must
correspond to productive forces ... which have developed within capitalist soci-
ety; that the bourgeois forms are only transitory ... forms.? And a quarter of a
century after Sismondi, Richard Jones, who in 1835 succeeded [ Thomas Robert]
Malthus in his chair at the East India College in Haileybury, would likewise
underscore the historical, ephemeral nature of the capitalist mode of produc-
tion when he described it, in his textbook (1852), simply as ‘a transitional phase
in the development of social production’ Marx attributes extraordinary signi-
ficance to this remark by Jones, seeing it as a symptom of ‘how the real science
of political economy ends by regarding the bourgeois production relations as
merely historical ones, leading to higher relations in which the antagonism on
which they are based is resolved’. In other words, Jones, like Sismondi, used his
analysis of the different economic structures that succeeded one another in the

1 See Grossman 2019c, p. 108. [Grossman’s emphasis, citing Sismondi 1991a, p. 629; and Sis-
mondi 1991b, p. 170.]
2 Marx 1989c, p. 248. [Grossman’s emphasis, Marx emphasised ‘new’.]
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course of history to conclude that the capitalist mode of production too ‘is by
no means the end result’ of economic evolution, even though, ‘if one considers
the development of the productive powers of social labour, [it] constitutes a
gigantic advance on all preceding forms’3

The development of the productive powers of social labour is the driving force
of historical evolution. ‘It is not what is made but fow, and by what instruments
of labour, that distinguishes different economic epochs.* For ‘in acquiring new
productive forces men change their mode of production; and in changing their
mode of production, in changing the way of earning their living, they change
all their social relations’?

For the productive forces to develop, the less advanced modes of production
were bound to go under and give way to others, once they had proved incapable
of developing the productive forces of society any further.

The original unity between the worker and the conditions of labour has
two main forms: the Asiatic communal system (primitive communism)
and small scale agriculture based on the family (and linked with domestic
industry) in one or the other form. Both are embryonic forms and both
are equally unfitted to develop labour as social labour and the productive
power of social labour. Hence the necessity for the separation, for the rup-
ture, for the antithesis of labour and property (by which property in the
conditions of production is to be understood).®

These class antagonisms ‘were precisely the necessary conditions of existence
for the development of productive forces and of the surplus left by labour.
Therefore, to obtain this development of productive forces and this surplus left
by labour, there had to be classes which profited and classes which decayed’”
Feudal society, for example, was a ‘mode of production founded on antag-
onism’. There too ‘wealth was produced within this antagonism’ and ‘the pro-
ductive forces were developed at the same time as class antagonisms’. However,
while the benefits of this antagonistic development of the productive forces
accrued to the ruling class, it was plain that for the other class, ‘the bad side,
the drawback of society, went on growing until the material conditions for its

3 Marx 19914, p. 345. [Grossman’s emphasis. Editor’s interpolation. Marx emphasised ‘histor-
ical']

Marx 1976b, p. 286. [Grossman’s emphasis. |

Marx 19764, p. 166.

Marx 19914, p. 340. [ Grossman’s emphasis. Marx emphasised the first use of ‘social’]

Marx 19764, p. 159.
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emancipation had attained full maturity’. As ‘the main thing’, for Marx, ‘is not
to be deprived of the fruits of civilization, of the acquired productive forces, the
traditional forms in which they were produced must be smashed'.8

Capitalism too is riven by antagonisms that are similar to those of feudal
society. ‘The most extreme form of this rupture, and the one in which the pro-
ductive forces of social labour are also most powerfully developed, is capital?

In the famous chapter of Capital’s first volume, on ‘The Historical Tendency
of Capitalist Accumulation}!® Marx lays out the basic idea behind his mater-
ialist conception of history, first in a general way and then specifically with
reference to the capitalist mode of production. Every mode of production that
replaces a less advanced one, because it promotes the development of the pro-
ductive forces more, ‘at a certain stage of development ... brings into the world
the material means of its own destruction, because the new productive forces
that have emerged ‘from that moment ... feel themselves to be fettered by that
society’!! It must be and is annihilated. What is true of earlier modes of pro-
duction holds for the capitalist mode as well. Like previous modes, capitalism
also rests on the production of surplus labour. ‘It is one of the civilizing aspects
of capital that it extorts this surplus labour in a manner and in conditions that
are more advantageous to the development of the productive forces ... than
was the case under the earlier forms of slavery, serfdom etc.’2

At a certain point in historical development, however, this promotion of the
social productive forces of labour is obstructed. Under capitalism there comes
a point beyond which the development of the productive forces can no longer
proceed. At this point, the economic necessity of capitalism’s downfall becomes
economically inevitable, just as the downfall of earlier modes of production
did. The bourgeois, capitalist forms of appropriation of wealth — the accumu-
lation of capital — begin from this moment to obstruct the productive forces,
instead of developing them. Sismondi already had an ‘inkling’ of this. Rather
than expressing capitalism’s inevitable downfall and its causes on the basis
of historical analogies, as an ‘inkling’, in Capital Marx set himself the task of
providing an exact presentation of it, through a rigorously scientific analysis of

Marx 19764, p. 175. [Grossman’s emphasis. |
Marx 19914, p. 340.

10  [Marx1976b, pp. 927-30.]

11 Marx1976b, p. 928. [Grossman’s emphasis.]

12 Marx 1981, p. 958. [Grossman’s emphasis.] For the individual capitalist, ‘[r]elative surplus
value ... is directly proportional to the productivity of labour, Marx 1976b, p. 436. ‘Capital
therefore has an immanent drive, and a constant tendency, towards increasing the pro-
ductivity of labour, Marx 1976b, pp. 436—7.
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the capitalist mode of production itself. His scientific advance over the results
achieved by Sismondi and Richard Jones lay and could only lie precisely here!

But how is this analysis conducted? How is the development of the product-
ive forces obstructed? Marx states that at a given high stage of development
there is a turning point because ‘[t]he monopoly of capital becomes a fetter
upon the mode of production which has flourished alongside and under it.
The centralisation of the means of production and the socialization of labour
reach a point at which they become incompatible with their capitalist integu-
ment. This integument is burst asunder. The knell of capitalist private property
sounds.3

What is the conflict between the productive forces and their capitalist integ-
ument or shell, which Marx refers to? There is nothing more erroneous than
the usual discussion in the Marxist literature that identifies the development
of the productive forces with the growth of ¢ in relation to v. This simply con-
fuses the capitalist integument, in which our powers of production appear,
with the essence of those powers themselves. In and for itself, the development
of productive forces has nothing to do with the capitalist valorisation process.
Whereas the valorisation process, according to Marx, derives from ‘abstract
human labour’, ‘by “productivity” of course we always mean the productivity
of concrete useful labour’. All labour, with the ‘quality of being concrete useful
labour ... produces use values’!* ‘Labour, then, as the creator of use values, as
useful labour, is a condition of human existence which is independent of all
forms of society; it is an eternal natural necessity which mediates the metabol-
ism between man and nature ..."5 It follows that the antagonism Marx refers
to is an antagonism between the productive forces (means of production and
labour), as these appear in the technical labour process, the eternal process
between humanity and nature, in their material shape as the elements mp and
L, completely independent of any specific historical mode of production, and
these same forces in their specifically capitalist integument, i.e. insofar as they
figure in the valorisation process as the values c and v, because they are private
property.'®

This idea is formulated even more clearly in the third volume of Capital.
Marx attacks those who view the relations of production corresponding to a

13 Marx1976b, p. 929. [Grossman’s emphasis. ]|

14  Marx1976b, p.137. [Grossman’s emphasis. |

15  Marx1976b, p.133.

16 Marx 1976b, p. 317: ‘The same elements of capital which, from the point of view of the
labour process, can be distinguished respectively as the objective and subjective factors,
as means of production and labour power, can be distinguished, from the point of view of
the valorisation process, as constant and variable capital, Marx 1976b, p. 318. [Grossman’s
emphasis. |
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given degree of development of the productive forces not ‘historically’ but as
eternal, boundless categories. This conception is

based on a confusion and identification of the social production process
[that is, one characteristic of a specific social form of production] with
the simple labour process ... In so far as the labour process is a simple pro-
cess between man and nature, its simple elements remain common to
all social forms of its development. But each particular historical form of
this process further develops the material foundations and social forms.
Once a certain level of maturity is attained, the particular historicalform is
shed and makes way for a higher form. The sign that the moment of such
a crisis has arrived is that the contradiction and antithesis between, on
the one hand, the relations of distribution, hence also the specific histor-
ical form of relations of production corresponding to them, and, on the
other hand, the productive forces, productivity, and the development of
its agents, gains in breadth and depth. A conflict then sets in between the
material development of production and its social form.!”

That is, a conflict between mP : L and ¢ : v. The form of the productive forces
peculiar to capitalism, their ‘capitalist integument’ (c : v), becomes a fetter on
the form of the productive forces shared by all social modes of production
(MP: L). The solution of the problem formulated thus is the specific task of this
book.

It is quite characteristic of the intellectual crisis, even decay, of contemporary
bourgeois economics that for it there is no problem of accumulation at all!
Not in the sense that it is not concerned with the question of accumulating
or ‘saving’ On the contrary, ‘saving’ becomes one of the Ten Commandments
of economic practice and its reflection in bourgeois theory. The literature on
‘savings’ could fill a whole library.!® Classical theory at least saw a problem here
and expanded on the question of whether any given economic organism has a
‘saturation point’ for the accumulation and absorption of capitals. But no such
questions exist for today’s bourgeois theory. It sees no problem here at all. The
apologetic optimism of bourgeois economics has extinguished all interest in a
deeper understanding and analysis of the existing mechanism of production.

17  Marx 1981, pp. 1023—4. [Grossman’s emphasis. |
18  See Pupin 1919; and Boislandy-Dubern 1919; Mombert 1916; Bendixen 1922; Liefmann 1912;
Schumpeter 2010; Salz 1924.
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As proof of this assertion the principal economic texts of all countries can be
cited. For obvious reasons we will confine ourselves to citing one prominent
representative each of American and English theory. John Bates Clark devotes
a special chapter to our theme, with the title ‘On the Law of Capital Accumu-
lation’!® Yet there is no trace in Clark of any real law, of the discernment of any
law-like pattern in the course of capital accumulation. He devotes his entire
attention, rather, to the psychological and individual motivations which drive
individuals to be ‘abstinent,, to ‘save’, namely to secure a definite, future stand-
ard of living for themselves that is as high as possible. According to Clark, the
steady progress of capital accumulation is assured thanks to the existence of
a subjective tendency to accumulate and to the fact that the number of indi-
viduals who provide for the future grows ever larger. ‘In so far as the increase
of capital is concerned society is secure against the danger of reaching a sta-
tionary state.?? Alfred Marshall adopts a similar perspective. He asserts that
the more man acquires the ‘telescopic’ qualities of anticipating the future, the
more inclined he is to accumulate. ‘He is ... more inclined to work and save in
order to secure a future provision for his family. That is also why, in England
from the seventeenth century down to the present, there has been ‘a continu-
ous and nearly steady increase in the amount of accumulated wealth per head
of the population.?!

19 Clarkigo7, pp. 339-57.

20  Clarkigo7, p. 356.

21 Marshall 1920, p. 680. Arthur Salz, a representative of the ‘modern theory’ and the trans-
lator of Marshall’s book into German, repeats the same idea: ‘Modern, abstract theory has
comparatively little to say about the question of how capital is formed. For it, actually
that is not a problem’. Salz is more interested in the propensity to save. ‘The propensity to
save varies at the same level of savings capacity’, therefore effective capital formation also
varies between two countries with an equal capacity to save. To understand capital accu-
mulation, Salz first undertakes an analysis of the propensity to save among hunters and
other primitive communities, finally among the Jesuit-Indians in Paraguay, and reaches
the conclusion that if we are going to find a way out of the mess of existing conceptions
‘we first have to pose the question correctly’ In other words, ‘with reference to our own
age’ the question of capital formation ‘is much less a purely economic one than a general
one of sociology’ Capital formation is accomplished ‘largely independently of interest
rate fluctuations. The issue ‘always is — what are the motives that drive different classes
to save? There is no general law-like pattern here’, savings behaviour depends on tempera-
ment, on ideas and on ethnic differences. From this it follows that ‘economic progress
does not cease of itself ... that it entails a strengthening, not an abatement of capital
forming savings behaviour. The more rationally society ... learns to think, the more is its
capital formation guaranteed’ ‘Modern theory assumes that with the growth of wealth
and knowledge ... more opportunities for capital investment will increasingly be available
than capital’ (Salz 1925, pp. 237, 239, 240—2). [Grossman’s emphasis.] What this ‘assump-
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Neither Clark nor Marshall went beyond this purely subjective standpoint.
Can the subjective propensity to save clarify the whole problem of capital accu-
mulation? Over and above that, are there not still objective conditions on which
the scope, the tempo and finally the upper limit of the accumulation of capital
depend? If accumulation simply depends on individuals’ subjective character-
istic of making provision for the future and the number of such individuals is
constantly expanding, how can the fact that the tempo of capital accumula-
tion never proceeds at the same rate but shows periodically alternating phases
of acceleration and slowdown be explained? How is it that the tempo of accu-
mulation is often slower in more advanced capitalist countries than in less
developed countries, even though the number of individuals with a ‘telescopic’
characteristic is obviously much larger in the former? It would be pointless
to seek an answer to these questions in the authors just cited. Thus [Joseph]
Schumpeter is right to observe that ‘the theory of economising is one of the
weakest points of the economy! If, as he notes, economising ‘depends on the
moral characteristics of the population’ then, even from the standpoint of ‘psy-
chological economics) ‘economising money’ can be posited ‘as a law of dimin-
ishing marginal utility, since ‘every further increase is also estimated lower here
than the one that is directly preceding and of the same magnitude, and ... our
individuals stop economising at certain points.??

In other passages Marshall returns to the issue as he tries to show, with
the concrete example of hat manufacture, the conditions that determine ‘the
amount of capital which it absorbs’ But the only result of his analysis is the
assertion of the banal fact that the extent of demand for capital depends on
the average rate of interest. The demand for capital is governed by laws similar
to those that apply to other commodities. The limits on the application of cap-
itals ‘are governed by the general conditions of demand in relation to supply’23

Marshall breaks off his analysis precisely where the true problem begins.
Before the World War, the United States of America was massively in debt to
Europe, despite the high interest rates that had to be paid on the borrowed
capital. In 1927, the United States exported capital to the sum of $14.5 bil-
lion and this capital export was sustained, although the US interest rate had
already fallen to 3.5 per cent. How does that square with Marshall’s claim

tion’ of a strengthening of savings behaviour is supported by, when everything depends on
temperament and changing ideas and there is no pattern behind capital formation, Salz
does not tell us. It is therefore perfectly understandable why ‘modern theory’ ‘has so little
to say’ about the problem of capital formation.

22 Schumpeter 2010, pp. 210, 212. [ Grossman’s emphasis. |

23 Marshall 1920, pp. 519, 521.
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that the application of capital grows in the same degree as the interest rate
falls? How does that square with [Gustav] Cassel’s analogous view that the
‘low rate of interest that prevails during a depression obviously leads to a
greatly increased production of fixed capital'??* Why, despite the low rate
of interest in the US, was production not expanded (on the contrary, the
year 1927 already shows a substantial contraction in the scope of production
by the country’s most important industries); why, then, was capital expor-
ted from and not invested in the US itself, despite the moderation of interest
rates? If the answer is that interest rates were higher abroad, the problem is
only displaced. Why did US interest rates fall? Because of an oversupply of
capital there? Under what conditions can such an oversupply of capital come
about?

This brings us back to the problem that contemporary economics does not
see and does not want to see. Marx, by contrast, sets out from the question
posed by the classical political economists. While they answered the question
negatively and assumed unlimited accumulation of capital and expansion of
the productive forces under capitalism, Marx on the contrary sees an insu-
perable limit to capitalism’s development and thus its unavoidable economic
downfall.

How did Marx go about this proof? With this question, we enter the well-
known controversy about how Marx grounded the necessity of socialism. ‘Marx
never grounded his socialist principles) according to Karl Diehl, ‘on his theory
of value'25

Marxist socialism is not, it is claimed, grounded in Marx’s law of value but
rather in his materialist conception of history. ‘With the materialist concep-
tion of history we come to the true cornerstone of Marx’s theory: the ultimate
reasons why capitalism must encounter its end, according to Marx, are derived
from this ... That economic evolution must inevitably lead to new forms of pro-
duction, that this trajectory involves class struggle ... etc.; these are isolated
propositions extracted from the materialist philosophy of history. ‘It is cer-
tain that his [Marx’s] theory of value acquires its socialist meaning only in the
framework of his materialist theory of history: without this foundation it can
neither be used as an argument for nor against Marxist socialism. In any case,
Marx himself never used the theory of value as decisive evidence in favour of
his theory of socialism.”?6 To prove ‘how small the socialist content of the labour

24  Cassel 1967, p. 639.
25  Diehl 1898, p. 42. [Grossman’s emphasis. ]
26  Diehl 1898, p. 44. [Grossman’s emphasis.]
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theory of value is’, Diehl cites the circumstance that ‘a principal representat-
ive of bourgeois political economy ... David Ricardo, likewise declared labour
the most suitable measure of value’. ‘Whether “labour” or “utility” is regarded
as the appropriate measure of value, how can that be decisive for the socialist
or individualist tendencies??? Diehl argues, quite differently from Marx in this
respect, that [Pierre-Joseph] Proudhon and [Karl] Rodbertus ‘assess’ the dis-
tribution of income that flows from the operation of value ‘according to their
ideal of fairness and, as they find it unfair, want a much fairer economic order
where the worker receives his full value ... This was far removed from Marx,
who never approached the critique of existing conditions on the basis of any
ideal of fairness’28

Diehl cannot conceive of a connection between socialism and the law of
value other than the ethical postulation of a fair distribution of income. Since
there is, however, no such postulate in Marx, Diehl denies a connection
between socialism and the law of value.

This view, subsequently widespread even among socialist writers, is fun-
damentally false. ‘The regulation of the total production by value?® is funda-
mental to capitalism. The law of value governs the entire economic process of
the capitalist mechanism and, just as its dynamic and developmental tenden-
cies are only intelligible on the basis of this law, its end — the breakdown — can
likewise only be explained in terms of it. That, in fact, is what Marx did. For that
reason, Diehl’s reference to Ricardo is irrelevant, because Ricardo was already
disquieted by the empirical fact of the fall in the rate of profit. ‘If Ricardo is
disquieted even by the very possibility of this, that precisely shows his deep
understanding of the conditions of capitalist production.° But a clear insight
into capital accumulation’s connections is completely absent in Ricardo. He did
not grasp the ultimate consequences of the law of value and could not therefore
attain a clear theory of breakdown. In this respect Marx found himself com-
pletely at odds with Ricardo.

The idea that ‘capitalist production begets, with the inexorability of a natural
process, its own negation’ was already enunciated in the first volume of Capital,

27  Diehl 1898, p. 42. [Grossman’s emphasis.
28  Diehl 1898, p. 43.

29 Marx 1981, p. 1020.

30  Marx198i, p. 368.
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in the chapter on ‘The Historical Tendency of Capitalist Accumulation’3! Yet
Marx did not explicitly state fow this ‘negating’ tendency works itself out, how
it has to lead to the breakdown of capitalism and the immediate causes that
bring about the economic downfall of the system. Turning to the correspond-
ing chapter in the third part of the third volume of Capital, on ‘The Law of the
Tendential Fall in the Rate of Profit’ (and the chapter in question is closely con-
nected with Marx’s earlier discussion of the accumulation process), is, at first,
very disappointing. The very causes that affect the process of accumulation also
produce the fall in the rate of profit. But is this fall a symptom of the breakdown
tendency? How does this tendency work itself out? Methodologically speaking,
this is where Marx should have demonstrated the breakdown tendency. This
failed to happen explicitly. Of course, there are clear steps in that direction. In
other words, Marx asks, ‘How then, should we present this double edged law of
adecline in the profit rate coupled with a simultaneous increase in the absolute
mass of profit, arising from the same reasons?32 ‘How are we to explain this,
what is it dependent on, or what conditions are involved in this apparent contra-
diction?’33 It seems that the decisive answer will now come. But it does not. This
is how doubt arose over Marx’s theory of breakdown and, simultaneously, that
there might be the possibility of a contradiction between the presentations in
the first and third volumes of Capital.

Already in 1872 a St Petersburg reviewer of the first volume of Capital wrote:
‘The scientific value of such an inquiry lies in the illumination of the special
laws that regulate the origin, existence, development, and death of a given
social organism and its replacement by another, higher one’3* And citing these
words in his postface to the second edition, with the remark that they are a
striking picture ‘of my own actual method’, Marx writes about the dialectical
method: ‘it includes in its positive understanding of what exists a simultan-
eous recognition of its negation, its inevitable destruction; because it regards
every historically developed form as being in a fluid state, in motion, and there-
fore grasps its transient aspect as well ... In this sense Eduard Bernstein was
correct in writing against Social Democracy’s dominant conception of the end
of capitalism and entirely in accord with Marx that, ‘If the triumph of social-
ism were truly an immanent economic necessity, it would have to be grounded
in some proof of the inevitable economic breakdown of the present order of

31 [Marx 1976b, p. 929. Grossman’s emphasis. |
32  Marx198i, p. 326.

33  Marx198s, p. 327. [Grossman’s emphasis. |
34  Marx1976b, p. 102. [Grossman’s emphasis. |
35  Marx1976b, p. 103. [Grossman’s emphasis. |
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society’. However, Bernstein goes on to append his own critical reservations:
‘This proof has never been adduced and neverwill be. Developments have taken a
different path, invarious respects, from what should have been the case if break-
down was unavoidable on purely economic grounds. But why does one have to
derive socialism from economic compulsion?’3%

In Marx’s theory of the ‘negation of the negation’ Bernstein could see only
‘the pitfalls of the Hegelian dialectical method’ and regarded it as a ‘remnant
of Hegelian contradiction dialectics’, a ‘scheme of development constructed by
Hegel', because Marx never explicitly proved the law of breakdown. The theory
of breakdown was, according to Bernstein, ‘a purely speculative anticipation
of the maturation of an economic and social development which had hardly
shown its first shoots’3” This critique was based entirely on the empirical fact
that the material position of certain layers of the working class had improved.
For Bernstein this was proof that ‘development ... has taken a different path’
to that predicted by Marx! As if Marx had ever denied the possibility that the
working class could improve its conditions during specific phases of capitalist
development!38

The same ‘facts’ that served Bernstein’s critique of Marx’s theory of break-
down clearly completely threw [Karl] Kautsky from his saddle. For how did
he answer Bernstein’s critique? If Kautsky had confined himself to showing
that, according to Marx, relative wages may fall even when real wages (meas-
ured in terms of products) rise, that even in this favourable case workers’ ‘social
poverty’ and their dependence on capital therefore grow, he would have con-
tributed to a deepening of Marx’s theory. But Kautsky, beyond that, rejected the
theory of breakdown;3° formally, by pointing out that the expression ‘breakdown
theory’ stemmed not from Marx but from Bernstein; substantively, with the
assertion that a special ‘theory of breakdown was never proposed by Marx and
Engels’40 Kautsky denied that Marx’s theory of breakdown, although it leaves

36  Bernstein 1899, (cf. Kautsky 1899b, p. 46). [Bernstein emphasised ‘immanent economic
necessity’ and ‘inevitable economic’; Kautsky only emphasised ‘economic compulsion’.]

37  Bernstein 1993, pp. 29, 31—2. [Bernstein only emphasised ‘economic’ and ‘social’]

38  Moreover, in his pre-revisionist days Bernstein was perfectly aware of this. In his polemic
against Julius Wolf, he defends the view that an improvement in the conditions of the
working class is compatible with the discussion in Capital, consequently such objections
against Marx are baseless since ‘his theory is by no means based on the idea of a permanent
decline of wages to some minimal level’ (Bernstein 1893, p. 539). [ Grossman’s emphasis. |

39  Itisnottrue, when Bukharin only claims that ‘The theory of catastrophe, of collapse, was
also greatly weakened by Kautsky in his controversy with the revisionists’ (Bukharin 2012,
p. 482). [Grossman’s emphasis. |

40 Kautsky 189gb, p. 42.
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open the possibility of temporary phases of improvements, asserts a tendency
for an eventual worsening in the working class’s conditions under capitalism
and not just in the sense of a growth of ‘social poverty’ but in the sense of
an absolute worsening of its economic conditions, hence growing economic
poverty. Kautsky placed the very opposite idea in the foreground. According to
him, Marx and Engels distinguished themselves from other socialists precisely
by the circumstance that they not only identified tendencies that worsen the
proletariat’s lot but also positive tendencies that raise the proletariat up, in the
course of its development. They identified ‘not just an increase in its poverty ...
but also an increase in its training and organisation, its maturity and power’#
‘The proposition that the proletariat gains in maturity and strength is not only
an essential component of Marx’s breakdown theory, it is even its characteristic
component.*? Thus Kautsky quietly ignored Bernstein’s compelling argument
that if the victory of socialism is an immanent economic necessity then society
as it exists must unavoidably go under for economic and not political reasons.
Only in his most recent book does Kautsky write anything directly about this,
something we will come back to later.#3

Yet the same Kautsky who, when dealing with Marx’s theory, placed the tend-
encies that raise the proletariat in the foreground would observe some years
later, as his review of [Mikhail Ivanovich] Tugan-Baranovsky’s book on ‘modern
socialism’ shows, that from a certain point these tendencies come to a standstill
and that a regressive movement seems to predominate. ‘The factors that gen-
erated rising real wages over the last few decades have already all decreased.**

Kautsky analyses all these factors. He shows particularly convincingly how
the trade unions have increasingly been pushed onto the defensive, while the
strength of the employers, united in associations, has expanded enormously.
‘All of which means that the period of rising real wages ceases for one section
of the working class after another, some even experience falling wages. And this
holds true not only for periods of temporary depression, but even for periods of
prosperity.45 Falling wages coupled with a simultaneous rise in the cost of liv-
ing and especially in food prices means that the living standard of the working
class deteriorates. Kautsky writes this himself a year later, in 1909: ‘It is worthy
of notice that even during the last years of prosperity, while industry was still
in full swing, and was even complaining of a lack of labour power, that the

41 Kautsky 1899b, p. 46.

42 Kautsky 1899b, p. 45.

43  Kautsky 1927;1988b; Kautsky 1927.

44  Kautsky 1908, pp. 546. [ Grossman’s emphasis. |
45  Kautsky 1908, p. 549. [Grossman’s emphasis. |
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workers were no longer able to raise their real wages — that is, their wages as
measured not in money, but in the necessaries of life — that they even declined.
This has been proven by private investigations in various sections of the work-
ers in Germany. In America we have an official recognition of this fact for the
whole labouring class.#6

Kautsky sees the facts but his discussion does not go beyond the empir-
ical. Having rejected Marx’s theory of breakdown, he finds it impossible to
integrate these facts into Marx’s theoretical system. He confronts them help-
lessly. So he concludes his remarks about impoverishment with general phrases
about ‘the movement of wages in the capitalist mode of production’ that say
nothing. Wages can rise for a certain period only then to fall for even longer
periods. Kautsky does not seek to examine the deeper causes that govern these
movements and their fundamental tendency, that is the actual core of Marx’s
scientific achievement.

In the ‘revisionism debate’ there was no real controversy between Bernstein
and Kautsky over the theory of capitalism’s economic breakdown, because both
abandoned Marx’s theory of breakdown on this important, indeed decisive,
point*” and only fought over less important points, that were, in part, merely
terminological. However, because Kautsky did not have the courage to come
out openly against Marx, because he preferred to interpret his own concep-
tion into Marx’s text and to appear in the guise of a defender of ‘true’ Marxist
theory against Bernstein’s attacks, his abandonment of Marx’s theory was not
noticed and the true nature of Kautsky’s position — his substantive agreement
with Bernstein, even as he superficially retained traditional Marxist termino-
logy — was obscured.

This remarkable result of the Bernstein-Kautsky controversy about Marx’s the-
ory of breakdown was not the only consequence of the fateful omissions in
the third volume of Capital’s exposition. As will be demonstrated, there has
been an absolute chaos of conflicting views to the present, quite irrespective
of whether the writers considered here are bourgeois economists or belong to
the radical or moderate wing of the workers’ movement. Both the ‘revisionist’
Tugan-Baranovsky and the ‘Marxist’ [Rudolf] Hilferding deny that there was

46 Kautsky 1909b, p. 92. Kautsky 1909a, p. 76. [Grossman’s emphasis. Kautsky emphasised
‘official recognition’ The published English translation lacks ‘that they even declined’]

47  As Rosa Luxemburg rightly emphasises, ‘capitalist collapse ... is the cornerstone of sci-
entific socialism) Luxemburg 2008b, p. 96.
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in Marx an idea of capitalist breakdown, the idea of absolute, unsurpassable
economic limits to capital accumulation, and replace it with the theory that
the unlimited development of capitalism is possible. It was Rosa Luxemburg’s
great historical contribution that she — in conscious opposition to and protest
against the distortions of the neo-harmonists — held fast to the fundamental
insight of Capital and sought to support it by proving that there is an absolute
economic limit to the further development of the capitalist mode of production.

Frankly, Luxemburg’s attempt to justify this conception has to be decis-
ively judged a failure. According to her account, capitalism simply cannot exist
without non-capitalist markets. If this was true, the tendency to breakdown
that stems from the impossibility of realising surplus value due to the lack of
sales markets would have been a constant feature of the capitalist mode of pro-
duction from its inception and it would thus be impossible to explain either
periodic crises or any of the characteristic features of the latest phase of capital-
ism that we sum up with the term ‘imperialism'’ Yet Luxemburg herself felt that
the breakdown tendency and imperialism only appear at an advanced stage
of capitalist development and have to be explained on that basis. ‘There can
be no doubt that the explanation of the economic root of imperialism must
especially be derived from and brought into harmony with the laws of capital
accumulation.*8 She, however, neither provided any such deduction nor made
any attempt in that direction. She derived the necessity of capitalism’s down-
fall not from the immanent laws of capital accumulation, from a particular
level of accumulation, but from the transcendental fact of the absence of non-
capitalist countries. While for Marx capitalism’s essential problem was bound
up with the process of production, Luxemburg displaces the decisive problem
from the sphere of production to that of circulation. Hence the specific form
in which she conducts her theoretical proof of an absolute economic limit to
capitalism verges on the idea that the end of capitalism is a distant prospect,
because a thorough capitalisation of non-capitalist countries is a task that will
take centuries.*® To write about the economic limits of capitalism here would

48  Luxemburg 2015b, p. 362. [Grossman’s emphasis. ]

49  Thus Luxemburg herself states that: ‘capitalist development still has a good way to go, as
the capitalist mode of production proper still represents only a very small fraction of total
production on earth. Even in the oldest industrial countries of Europe, there are still
alongside large industrial firms very many small and backward artisanal workshops, and
above all, much the greater part of agricultural production is not capitalist but still pur-
sued along peasant lines. There are also whole countries in Europe in which large scale
industry is hardly developed, local production still bearing a principally peasant and artis-
anal character. And finally, in the other continents, with the exception of the northern part
of America, capitalist production sites are only small and scattered points, while whole
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therefore only be a flight into a theoretical hereafter — even if it were conceded
that capitalism does move in the way indicated by Luxemburg.

Luxemburg’s conception is based on the assumption that capitalism will
come to a mechanical end. If the entire production of the globe is assumed to be
solely capitalist, ‘[t]hen the impossibility of capitalism clearly appears’.>° In the-
ory, a situation is anticipated, such as some revolutionaries see in every crisis,
through which the ‘automatic collapse of capitalism’ is hoped for. Here [Vladi-
mir Ilyich] Lenin had a deeper understanding when he said ‘revolutionaries
sometimes try to prove that the crisis is absolutely insoluble ... There is no such
thing as an absolutely hopeless situation’5' The specific form of Luxemburg’s
conception of breakdown has thus also contributed to describing the idea that
capitalism has an economic endpoint as incompatible with Marx’s idea of class
struggle, a regression into a quietist fatalism, in which there is no room for
working-class struggle. So Gustav Eckstein wrote, with obvious satisfaction in
an otherwise at least partly well-founded critique of Luxemburg’s book, that
‘Together with the theoretical foundations, fall the practical conclusions, above
all the theory of catastrophes, which Comrade Luxemburg constructed on the
basis of her doctrine concerning the necessity of non-capitalist consumers’>2

No other attempts were undertaken to examine the problem of ‘catastrophe’
(as the neo-harmonists deliberately labelled it). Some examples, which follow,
will illustrate the fantastic confusion that has prevailed to the present day on
this decisively important aspect of Marx’s theory.

2 The Conception of Breakdown in Previous Literature

We start with the discussion of Marx’s theory of breakdown by four luminaries
of bourgeois economics: the Russian-American Vladimir Gregorievitch Simk-
hovitch, a Professor at Columbia University in New York; the German Professors
Werner Sombart and Arthur Spiethoff; and the Frenchman Georges Sorel.
According to Simkhovitch, one of the most erudite critics of Marx, the break-
down theory forms the essential core of Marx’s theory. Marx’s sights were
primarily trained on the future of capitalist society, ‘the past was a piéce justific-

immense expanses of land have in part not even made the transition to simple commod-
ity production’ (Luxemburg 2013, p. 299). [ Grossman’s emphasis. |

50  Luxemburg 2013, p. 301.

51 [Lenin 1966, pp. 226-7.]

52 Eckstein 2012, p. 712. [Grossman’s emphasis. |
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ative’53 How, according to Marx, does the breakdown unfold? Simkhovitch cor-
rectly disputes the conception of Anton Menger that Marx’s socialism derives
from a moral interpretation of the theory of value: ‘making an ethical labour
theory of value the spring and centre of Marxism socialism’ simply wipes out
the distinction between the utopian socialists of the early nineteenth cen-
tury and modern scientific socialism.>* Like Diehl, Simkhovitch argues that
Marx’s notion of breakdown is anchored not in the theory of value but in a ‘his-
torically constructed’ proof. ‘The key to his socialist doctrine is the economic
interpretation of history with the class struggle doctrine following in its train.
Accordingly, the doctrine of modern so-called “scientific” socialism is found in
all its completeness in the Communist Manifesto, which contains no reference
to any theory of value!® So, while Bernstein, as we saw, evaluates Marx’s the-
ory of breakdown as a ‘scheme of development constructed by Hegel, derived
in a purely speculative manner from [Georg Wilhelm Friedrich] Hegel’s dia-
lectic of contradiction, for Simkhovitch it reflects and generalises the actual
circumstances and tendencies that prevailed empirically at the time the Mani-
festo was written. Marx’s theory of impoverishment was derived from those
circumstances, as was the pessimistic wage fund theory of the classical polit-
ical economists before Marx. This theory left absolutely no room for workers’
conditions to improve. And, although Marx contested the wage fund theory
in volume one of Capital, he ‘did not escape the dogmatic fascination of the
“economic law”. It is this circumstance which stamped Marx as a classical eco-
nomist’56

As from the start, so in Capital Marx ‘remained a typical classical free trader
in his theory’, even if in his attitude to practical issues of economic policy he
became ‘an inconsistent advocate of social control. Marx could only construct
his theories of impoverishment and breakdown thanks to his free trade attitude
to an unregulated economy. ‘He took it for granted that the capitalist mode of
production is based on non-interference and free trade, and, with exceptional
acumen he worked out its laws and tendencies, which pointed to a general cata-
clysm of capitalist society and to a social revolution.’” In fact, Marx developed
‘the economic principles of Ricardo, and the change of tableaus in Hegel’s his-
torical process he expected from the self destruction of capitalism’ Of course,

53  Simkhovitch 1913, p. 45. [‘Piéce justificative’ means ‘supporting evidence'.]
54  Simkhovitch 1913, p. 4.

55  Simkhovitch 1913, p. 6. [Grossman’s emphasis. |

56  Simkhovitch 1913, p. 108. [ Grossman’s emphasis. |

57  Simkhovitch 1913, p. 109.
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Marx lived to see the introduction of the 10-hour day and factory legislation
and held them in high esteem. ‘But it was too late; his theory was made up and
was fixed in his mind. As a theory, it was profound, but it was unrelated to the
transformation which was going on before his eyes.>8

Following this general characterisation of Marx’s theories of impoverish-
ment and breakdown Simkhovitch turns to a discussion of the specific ground-
ing of those theories by Marx. ‘The wage fund theory [of the classical polit-
ical economists] was not without influence upon Marx, especially since in the
ultimate result — the assumed impossibility of any rise of the working class —
Marx was entirely in accord with his contemporaries and predecessors. Thus,
in somewhat different words, Marx restates the classical theory ... Whereas the
classical political economists based that impossibility on Malthusian premises,
the ‘expansion and contraction ... of the population’, Marx did so by linking it
to the expansion and contraction of production.>® To support this view, Marx
used Andrew Ure’s theory of the effects of machines and how they ‘set work-
ers free’6% ‘Upon these facts ... Marx built his theory of wages and population.
From these data it followed that in industrial society a surplus population,
pauperism of the unemployed, and low wages of the employed are due to tech-
nical improvements.! By setting workers free, these lead to the emergence of a
reserve army, irrespective of the theory of value. The reserve army ‘acts as a dead
weight of pauperism upon the active industrial army ... Wages are depressed
and become insulfficient for the physical maintenance of the labourers’ famil-
ies’. ‘Machinery ... compels the labouring army ... to “surrender ...”” ‘because of
the competition of the industrial reserve’.6? According to Marx, so Simkhovitch
claims, ‘every rise in wages which will endanger the continual expansion of
capital is excluded’.53 With an arbitrary leap in thought, Simkhovitch jumps
from the descriptive part of Capital, where the effects of the introduction of
machinery are described, to the chapter on accumulation ‘[a]t the end of the
first volume of his Capital, summing up and giving an account of the general
historical tendencies of accumulation’. And since, in Marx’s description, ‘the
progress of accumulation sets free an ever greater mass of workers), the res-
ult is ‘an increasing misery of the working class,%* Simkhovitch then remarks,

58  Simkhovitch 1913, p. 110. [Grossman’s emphasis. |

59  Simkhovitch 1913, p. 115. [Grossman’s emphasis.]

60  Simkhovitch 1913, pp. 10-11. [Grossman’s emphasis. |
61  Simkhovitch 1913, p. 111. [ Grossman’s emphasis. |

62  Simkhovitch 1913, pp. 1m1-12.

63  Simkhovitch 1913, p. 115.

64  Simkhovitch 1913, p. 119. [ Grossman’s emphasis.]
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‘Such is the doctrine, a doctrine embracing a theory of population and a law
of wages, and formulating a tendency which leads inevitably and necessarily
to a social revolution and socialism. It is undoubtedly an ingenious doctrine’.
But it cannot be made compatible with the facts of reality. ‘Life in its devel-
opment has betrayed them and left them behind. And their value is now but
that of historical monuments.®> After this discussion of Marx’s theory, Simk-
hovitch thinks, criticising it is all too easy. It suffices ‘to test this doctrine by the
actual facts of economic life, i.e., by wage statistics, supplemented by examina-
tion of workers’ budgets.56 He cites some statistical data on wages and prices in
Germany, England and the USA and draws the conclusion that ‘the experience
of all industrial countries without exception shows a steady and unpreceden-
ted improvement in the conditions of the working class'.5” With this reference to
empirical data Simkhovitch imagines he has disposed not only of the theory
of impoverishment but also of Marx’s entire system, ‘Since Marx’s system can-
not without wrecking its theory disavow the doctrine of increasing misery of
wage earners’.%8 Self-satisfied, he closes his case with one sentence: ‘The tend-
ency which was to lead to a breakdown of our economic organisation not only
broke down itself, but developed a countertendency in exactly the opposite dir-
ection’.%9 Simkhovitch fails to notice that he has confused two things that have
nothing to do with one another and which, in Marx, exist independently of each
other. The empirical fact that workers are set free by machinery has nothing
to do with Marx’s theory of impoverishment or with the process by which
workers are set free, due to the general law of capitalist accumulation and
its historical tendency. While the displacement of workers by machinery that
Marx discusses in the descriptive part of his book is an empirical fact, Marx’s
theory of impoverishment and breakdown, as expounded in chapters 25 and
chapter 32,70 is derived deductively from the fact of capitalist accumulation, on
the basis of the law of value. Without Marx’s law of value, the theory cannot be
understood at all. Workers are set free by the introduction of better machinery,
which is a consequence of the technological relation M : L. It is an expression
of technological progress and as such will be found in any mode of produc-
tion, including a planned socialist economy. Marx’s theory of impoverishment

65  Simkhovitch 1913, pp. 119—20. [Grossman’s emphasis. |
66  Simkhovitch 1913, p. 128. [Grossman’s emphasis. |

67  Simkhovitch 1913, pp. 144—5. [ Grossman’s emphasis. |
68  Simkhovitch 1913, p. 128.

69  Simkhovitch 1913, p. 145.

70  Marx1976b, pp. 762870, 927—30.
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and breakdown, on the other hand, results from the fact that in the capital-
ist accumulation process means of production and labour power are applied
on the basis of value, i.e. in their value forms ¢ and v. These value forms result
in the necessity of valorisation, with all its consequences — insufficient valor-
isation, the reserve army etc. ‘The fact that the means of production and the
productivity increase more rapidly than the productive population expresses
itself, therefore, under capitalism, in the inverse form that the working pop-
ulation always increases more rapidly than the valorisation requirements of
capital.”!

So, when Simkhovitch asserts that Marx’s theory of breakdown has no rela-
tionship with the theory of value, he only proves that he fundamentally mis-
understands the breakdown theory developed at the end of the first volume of
Capital and in the corresponding chapter of the third. How else could he con-
ceive the strange idea of wanting to overturn a theoretical system with a few
statistics? The assertion that Marx reformulated the classical theory of wages,
that it was impossible for the working class to improve its living standards, and
merely expressed this in slightly different words also rests on ignorance and
misunderstanding. I have demonstrated the fundamental difference between
Marx’s and classical wage theory elsewhere.”? Far from contradicting Marx’s
theory of wages, the fact that the condition of the working class improves is
a conclusion that necessarily flows from it. We will later see that the capital-
ist mode of production’s tendency to break down remains quite unaffected by
this.

Werner Sombart’s treatment of breakdown theory is characterised by such
superficiality and almost incredible ignorance of the facts that it deserves to be
highlighted in this context and used to illustrate what a ‘theorist’ who counts as
an authority in the field of Marxism can come up with. According to Sombart,
‘the necessity of a proletarian revolution is directly grounded in two economic
theories in Marx’s system — crisis theory and the theory of impoverishment.
Both are designed to prove that capitalism itself generates tendencies that are
bound to lead to its downfall and transition to the future regime by means of
the self-evolving intermediate link of a violent political revolution by the pro-
letarian masses’.”?

‘Crisis theory or, in a more general formulation, the theory of catastrophe,
Sombart continues, ‘was first proposed in the Communist Manifesto and since

71 Marx1976b, p. 798. [Grossman’s emphasis. |
72 Grossman 2019e, pp. 157 et seq.
73 Sombart 1924, p. 395. [Sombart only emphasised ‘itself".]
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then, neither Marx and Engels themselves nor their successors have developed
it any further.”* For, according to Sombart, Marx’s theory of crises emerged in
the 1840s and 1850s ‘from the mood of the times. ‘That is when Marx’s sys-
tem emerged. But ‘this problem has not existed for a generation and more’!
‘The second pillar of Marx’s theory of revolution’ and breakdown, the theory
of impoverishment, ‘was likewise laid out in the Communist Manifesto and
was never developed any further after that'. Marx’s theory of impoverishment is,
according to Sombart, ‘again a product of the situation in which broad layers
of the English industrial proletariat found themselves during the 1840s. This,
it is undisputable, has long been contradicted by reality. The conditions of the
working classes have consistently improved.”®

It is a striking sign of Sombart’s theoretical innocence that in a two-volume
work on ‘Marxism), running to a thousand pages, Marx’s theory of accumula-
tion — the historical tendency of capitalist accumulation — is not mentioned
once in connection with the problem of the downfall of capitalism discussed
there! Sombart’s hopeless empiricism is evident in the way he tries to finish off
Marx’s theory. The two theories in question (of crisis and impoverishment) are
described as an expression of the ‘situation’ or ‘mood’ ‘of the times’ in a par-
ticular epoch. This epoch is relegated as far back into the past as possible and,
in the end, suffices to prove the weakness and untenability of the theory, since
both the ‘situation’ and the ‘times’ have long since changed. Even apart from
Sombart’s incapacity for theory, since every deduction counts as a scholastic
meditation for him, the discussion cited above teems with a blatant ignorance
of Marx’s work that is easy to demonstrate. Marx did not, according to Sombart,
develop the theory of crises any further, after its formulation in the Commun-
ist Manifesto! It suffices to glance at the dozens of important passages in the
first and third volumes of Capital and the relevant part of Theories of Surplus
Value which runs to a hundred pages.”® That Marx’s schematic depiction of the

74  Sombart1924, p. 395. [Sombart only emphasised ‘crisis theory’ and ‘theory of catastophe’.]
Sombart even presumes to remark that ‘Marx was the first’ ‘to deduce the ten-year dura-
tion of the business cycle from the ten-year life span of railroad tracks’ (Sombart 1927, 2,
p- 564)-

75  Sombart 1924, pp. 396, 397, 398. [ Grossman’s emphasis. |

76 ~ Marx 1989c, pp. 103—74. [Grossman referred to the volumes of Theories of Surplus Value
edited by Kautsky (Marx 1905-10a, 1905-10b, 1905-10¢ and 1905-10d), which reorganised
material extracted from Marx’s notebooks. The edition referred to here (Marx1988a,1989b,
1989¢,1991b and 1994) has left the structure and content of the notebooks intact.] That one
is scarcely dealing with an oversight on Sombart’s part here is shown by the way he mis-
characterises the three volumes of Marx’s Theories of Surplus Value as ‘Collection of notes.
Very scholastic), in the bibliography of Sombart 1927, 1, p. 127.
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capitalist reproduction process in the second volume of Capital was designed
to set out the conditions of its normal course, which insofar as they failed to
hold would be turned into just as many conditions of an abnormal, crisis-ridden
course of the reproduction process, is something about which Sombart knows
nothing.

We will see later that Marx’s theory of impoverishment was not formulated
from the ‘circumstances of the time’ but was a deduction that flowed logically
from his theory of value and accumulation.””

Arthur Spiethoff’s ‘discovery’ in the field of crisis theory is to explain crises
in terms of the overproduction of the means of production, in relation to
means of consumption. Consequently, Marx’s reference to the overproduction
of fixed capital in department I of his reproduction schema, already in the
second volume of Capital, must be concealed and his theory distorted. So Spi-
ethoff tries to present Marx’s theory as an underconsumptionist theory: the
final breakdown of capitalism is supposed to follow as a consequence of the
insufficient consumption of the broad popular masses. ‘The inner contradic-
tions of capitalist society’ arise, according to Spiethoff’s presentation of Marx’s
theory, from the fact that ‘capitalism’s productive powers unfold on an ever more
gigantic scale; the social possibilities for using them do not keep pace, by virtue
of the exploitation of the worker by the entrepreneur (the theory of immiser-
isation and underconsumption), so that the consequent, ever sharper crises
finally pose the choice between economic breakdown and a socialist order
(breakdown theory). The conflict between production and consumption, capital’s
technical capacity to produce outgrowing society’s powers of comprehension,
explodes the private capitalist order.”®

Where Spiethoff has found such a formulation in Marx he does not say. He
then, however, proves that Marx’s theory is false with reference to empirical
phenomena. ‘The actual course of development was quite different to the one
Marx supposed and ideas have therefore completely changed.’ Capitalism does
not suffer from restricted consumption, according to Spiethoff.

The sharpest market fluctuations are found in the sectors that produce
means of production, not in those that produce means of consumption.
The alternation of boom and slump that characterises free market capit-
alism culminates in rising and falling need for means of production. An

77  Irefer readers inclined to view Sombart not just as a theorist but also as a philosopher,
dialectician and historian to Pollock 1926.
78  Spiethoff 1919, p. 439. [Grossman’s emphasis.]
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economy’s advance, in the framework of free market economies, com-
prises rapid expansion of demand for means of production interrupted
by severe setbacks.”

Elsewhere Spiethoff repeats these ideas but adds some further elements of
Marx’s theory of crises to his discussion. In doing so he engages in an inad-
vertent self-criticism of his own earlier discussion and concedes its incom-
pleteness. ‘Marx’s starting point is the inclination of the rate of profit to fall’
Whether and what sort of connection there is between the tendency for the
rate of profit to fall and crises — this question so fundamental to understanding
Marx’s theory of crises — is silently omitted. Spiethoff circumvents this diffi-
culty by confining himself to a few quotations from Capital and then explaining
that [t]his version, in the third volume of Capital cannot have been conclus-
ive, for it represents an intolerable confusion between the general tendencies
that lead to the final breakdown of the capitalist economy and circumstances
that engender fluctuations’ Because Spiethoff does not grasp the logical rela-
tionship in the ‘confusion’ of these two elements, he passes over the real kernel
of Marx’s theory of crises and breakdown without any understanding of it and
interprets it as a theory of disproportionality and of underconsumption at the
same time and Marx is identified as a representative of the latter, alongside
Sismondi and Rodbertus. ‘The essential point in Marx is his explanation of
overproduction in terms of the lack of proportion in the production of goods
that is inseparably bound up with the capitalist economy because of social
underconsumption. His conception combines the theory of disproportion in
the production of goods with the theory of underconsumption, for the cause of
the disproportion that he certainly regards as inevitable is underconsumption.
If in this passage he maintains that overproduction arises from underconsump-
tion, Spiethoff contradicts himself further when he states, ‘Lack of proportion
in production, to a very large degree due to the society’s insufficient purchasing
power, leads, in a way that is not explained any further, to overproduction and
crises’80

We will later see that this exposition of Marx’s theory of crises and break-
down is completely false and consequently that the critique of it is irrelevant
to understanding Marx.

What Georges Sorel writes about Marx’s theory of breakdown only proves
that, for him, the economic side of Marx’s system remains a book with seven

79  Spiethoff 1919, pp. 440, 446.
80  Spiethoff 1925, pp. 65-6. [ Grossman’s emphasis. The section containing this discussion is
not included in Spiethoff 1953.]
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seals. Incapable of understanding Marx’s theory of accumulation and the
necessity of capitalism’s breakdown resulting from it, he tries to justify his own
lack of comprehension by raising it to the status of a general principle. In other
words, he asserts that Marx’s breakdown theory does not have to be under-
stood at all: it does not have to be taken too literally; the ‘final catastrophe’
in Marx is simply a ‘social myth) which rallies the proletarian masses for class
struggle.

The penultimate chapter ... in Volume 1 of Capital leaves no doubt as to
Marx’s position. He describes the general direction of capitalism by way
of hypotheses which would be suspect if they were applied literally to the
historic events of the times, and even more so if applied to present day
events. It could be said and it has been said that the revolutionary hopes
of Marxism were fruitless because its description of society had lost its
reality. Much ink has been spilled on the subject of the final catastrophe
which is to occur following a workers’ revolt. We must not take the text
literally. We are in the realm of what I call a social myth. We have a vivid
sketch that gives a clear idea of the change; but it is not possible to discuss
details as historically verifiable facts.

This view is entirely based on the assertion that ‘men of action would lose all
power of initiative if they reasoned with the rigidity of a critical historian’3!
Another version of bourgeois criticism of Marx’s breakdown theory which
can be mentioned is Toma$ Garrigue Masaryk. According to him, Marx and
Engels expected ‘a decay of the capitalist order even in their time ... and they
devoted a great deal of work to a plan for the new society’8? ‘In general Marx
believes that our epoch has a tendency to chronic sickness, decadence.®3 But
Masaryk wants to prove ‘the erroneousness of Marx’s catastrophe theory and
its effects on the living standards of the working class’®* How is this proof
constructed? ‘Marx predicted an early collapse of capitalist society, basing his
prediction of an apparent increase in the concentration of capital, a disap-
pearance of small trades and industries, and a progressive pauperisation of the
workers, all together pointing to a revolution. Where Marx is supposed to have
made the assertion that concentration of industry must lead to breakdown is

81  Sorel1961, p. 248. [Sorel only emphasised ‘social myth’]

82  Masaryk 1972 p. 208.

83  Masaryk 1899, p. 247. [Where Grossman quoted passages which are not in the abridged
translation of Masaryk’s book into English, the reference is to the original German text.]

84  Masaryk1899, p. 293.
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not stated. In fact, Masaryk’s own assertion is absolutely arbitrary and false.
Marx argued only that concentration would transform competitive capitalism
into monopoly capitalism. Marx derived the breakdown from entirely differ-
ent causes. But for Masaryk this assertion is an opportunity to score a cheap
victory. ‘Marx’s prediction’, Masaryk superciliously assures, ‘proved erroneous;
more exact economic statistics and history show that the middle class is not dis-
appearing precipitously, and in many areas not at all, and that the condition of
the workers is rather better than Marx had assumed.8 ‘Statistics and economic
history have great importance here. In other words, if it can be shown that
the proclaimed proletarianisation of the masses (disappearance of the middle
class, proletarianisation of the labouring masses down to their manifest decad-
ence etc.) is incorrect, then Marx’s theory of value and surplus value also fall.’86
Masaryk should actually have said that Marx’s theory of breakdown is thereby
also refuted because, in his view, Marx deduces the inevitability of breakdown
from the proletarianisation of the middle strata. Masaryk cites various authors
and statistical data which ostensibly show that the position of the working
class in England and other countries in the second half of the nineteenth cen-
tury improved and, further, that the proletarianisation of the middle strata did
not occur. ‘Marx’s theory of decadence is contradicted by demographic statist-
ics./87 ‘According to the [available] data, Marx’s reserve army and its degener-
ative influence on workers do not exist.®® Finally, even Marx is supposed to
testify in Masaryk’s favour and against himself: ‘Marx himself acknowledges
that the state can improve the situation of the working class through factory
legislation — the decadence that he described is thus precluded’®? There could
scarcely be an easier refutation of Marx’s system. Exactly how convincing the
‘facts’ are with which he imagines he refuted Marx is plain from [Theodor]
Vogelstein’s reference in 1914 back to the 22-year long depression (1873—95) that
followed the crash of 1873:

Everything the critics of capitalism ... had said was now confirmed by the
way events unfolded. The theory of impoverishment and the theory of the
industrial reserve army were, on the one hand in terms of the prevailing
economic system, on the other for the structure of the labour market of
that period ... seen to be confirmed once more. Above all, people were

85  Masaryk 1972 p. 210.

86  Masaryk 1899, p. 287.

87  Masaryk 1972 p. 236.

88  Masaryk 1899, pp. 294-5.
89  Masaryk1899, p. 292.
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convinced that crises become ever more frequent, depressions ever more
prolonged, and periods of boom ever shorter, more artificial and fraudu-
lent.9°

Masaryk was incapable of presenting theoretical arguments against Marx’s the-
ory of accumulation and breakdown.

Schumpeter also repeats the usual banalities, which have already become
dogmas, against Marx. According to him,

the theory of underconsumption ... was propounded by Marx with special
emphasis. This theory explains crises by a discrepancy between the pro-
ductive capacity and the purchasing power of society. This discrepancy
results from the fact that the workers in consequence of their “immiser-
isation” were less and less able to take over that part of the social product
that had been produced for the satisfaction of their demand.®!

As the various authors discussed above have only devoted more or less short
essays or a few pages to the problem with which we are concerned, Robert
Michels takes a special place, to the extent that he has devoted a large book
to the question of impoverishment and breakdown.®? He previously under-
took ‘deeper studies’ on the subject and also wrote, in Italian, about Marx’s
theory ‘sulla miseria crescente’ and its origins.93 In his book Michels proposes
to finally settle ‘the question of Marx’s contribution to the theory of impover-
ishment’ once and for all and to show, ‘against a tendency that seeks to por-
tray Marx’s work in the social sciences as erratic scribble) that Marxism has
been ‘scientifically overvalued and, remarkably enough, not just by its disciples

9o  Vogelstein 1923, p. 419. [Grossman’s emphasis. ]

91  Schumpeterigsg, p.151. Schumpeter complains about the form that the discussion of Marx
has taken in Germany, where a ‘a number of well drilled writers with the zeal of religious
orthodoxy’ stand in the service of Marx, see every opponent as a criminal and ignoramus,
and confront every counter argument with scornful laughter (Schumpeter 1954, p. 119). It
is only that Schumpeter, in doing so, overlooks the fact that not many ‘counter arguments’
of opponents can be observed — and our review of the literature, though confined to the
‘better writers) confirms this sufficiently. It is therefore apparent that objections raised
four decades ago migrate from one book to another and are made out to be fixed truths,
that require no verification, even though most critics have scarcely bothered to read any-
thing more than the first volume of Capital, and although today sources that have since
been gradually published make possible an entirely different insight into the essence of
Marx’s theory than was the case forty years ago.

92  Michels1928.

93  [Michels 1922. ‘Sulla miseria crescente’ means ‘on increasing impoverishment..]
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but also in part by its opponents’. This can only be explained, according to
him, by the ‘crass ignorance’ that prevails about Marx’s great predecessors and
contemporaries.®* The confrontation of the ‘theory of impoverishment pro-
posed’ by Marx®® with the seventeenth- and even eighteenth-century writers
exhumed by Michels supposedly provides proof that Marx was scarcely ori-
ginal.

Much that arouses admiration for him today was the common heritage
of political economy and, even more, the social science of his day. Most
of Marx is to be found not only among the socialists but also among con-
temporary liberals and clerical writers. A great deal goes back ... to earlier
centuries.%

‘In 1691, John Locke ... already had a certain presentiment of the existence of a
reserve army and its tendency to become impoverished.9”

In direct contradiction with the above assertion, that Marx took over the
theory of impoverishment from writers of the eighteenth and the start of nine-
teenth century, is the other assertion that ‘the theory of impoverishment and
catastrophe is today essentially a reflection in theory of the specific relations
in which the young industrial countries of Europe, England above all, found
themselves before the outbreak of the February [1848] revolution in Paris’. ‘All the
same, Michels continues, Marx was in many ways in advance of most of his
predecessors. ‘What were only isolated observations, empirical accidents, even
episodes, in his predecessors, appear in Marx with the causal connectedness
and overall plasticity of a system.98

But what ‘causal connectedness’ Marx incorporated into what ‘system’, about
this Michels utters not even a dying word, as he is incapable of any theoret-
ical analysis. Michels clearly thinks that independent thinking, thoughts at all,
are superfluous for a scholar and can be replaced by ‘erudition’, meaningless
excerpting from older and more modern authors. He knows only two perspect-
ives from which economic phenomena can be considered - the political and
the historical. He allots theory no place in the system of knowledge. To the
objection of one French reviewer that, in assessing the veracity of a theory,
the question of its origins is of secondary importance, Michels replies that this

94  Michels 1928, pp. 194-5, 202.

95  Michels 1928, p.198.

96  Michels 1928, p. 195.

97  Michels1928, p. 55.

98  Michels 1928, pp. 195, 196. [ Grossman’s emphasis. |
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objection ‘is only valid from the angle of economic policy ... The history of the
origins of a theory includes its scientific justification’. Whether a theory is true
or false is only ‘very interesting politically’.99

Is it amazing that, with such an attitude to theory, Michels is incapable
of grasping the simplest elements of theory with conceptual clarity and, in
an unbearable muddle, fills hundreds of pages of his book with things that
have absolutely nothing to do with Marx or with Marx’s ‘theory of impov-
erishment'? Overcome by a veritable paroxysm of poverty, Michels sees in
anyone at all who has written about poverty, anywhere in the world, at any
time, a ‘predecessor’ of Marx. What does it have to do with Marx’s theory of
impoverishment if various sources as early as the seventeenth century refer to
‘mass agrarian impoverishment’ and to ‘impoverished peasant cultivators’ in
France or if Michels himself writes many pages about the connections between
poverty and high taxes and ‘poverty as the effect of a false method of taxation),
about ‘the impoverishing tendencies caused by the large estate owners’ dispos-
session of the peasantry’!90 about the misery in the countryside in the years
before the French Revolution, about the wretchedness of the journeymen who
strove for independence, indeed even about ‘proletarian strata’ cast onto the
streets by ‘sudden impoverishment of the nobility, the clergy, upper official-
dom and a section of the bourgeoisie’?!%! What does it have to do with Marx’s
theory of impoverishment if the French Revolution, by overturning fashion,
eliminating lace and bows, rich and brightly coloured fabrics, adopted a purit-
anical simplicity and deprived many artisans of bread,'°2 if aspects of poverty
resulted from the change in the form of state, the demise of the aristocratic
regime, if Michels, alongside an economic theory of impoverishment, men-
tions physiological, psychological and demographic theories as well,1°3 finally
writing about the ‘poverty of the rich’ etc.,'%* chattering about all manner of
subjects in a cheerful motley and discerns ‘premises’ of an emerging theory of
impoverishment and the ‘onset of theory’ absolutely everywhere?1%> Because
Michels has overlooked the specific features of Marx’s theory of impoverish-
ment, its derivation from the specific moments of the capitalist reproduction
process, because he takes an amorphous ‘poverty’ (the difference between rich

99  Michels 1928, p. vi. [Grossman’s emphasis. ]
100 Michels 1928, pp. 2-7,18.

101 Michels 1928, pp. 26, 28, 29—30.

102  Michels 1928, p. 30.

103 Michels 1928, pp. 24, 127, 226.

104 Michels 1928, p. 169.

105 [Michels1928, pp.15,17.]
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and poor) as the object of his examination, he can trace the predecessors of
Marx back into the seventeenth century and even further to the church fath-
ers and antiquity, for the ‘problem of poverty’ is as old as the world. Finally,
because Michels has no notion of the real ‘theory of catastrophe’ that Marx
elaborated and consequently fails to notice the objective moments which Marx
declared are bound to lead to dissolution of the capitalist mechanism in the
course of capital accumulation. So, for him, ‘poverty’ itself, so-called ‘immiser-
isation, is the sole source of Marxist socialism’s revolutionary hopes. It accel-
erates the arrival of socialism and the faster it occurs, the faster can the victory
of socialism be expected, because impoverishment, ‘in the strictly Marxist-
Hegelian sense) leads to the resistance of the poor, which not only various
revolutionaries, like Geog Biichner and Carlo Pisacane, but also Marx him-
self have repeatedly asserted.1°¢ But Michels notes that Marx wanted to prove
too much. What point, he asks, would workers’ trade union struggles have if it
was really their belief that the best precondition for social revolution was to
be found in poverty? Would they not have to devote their greatest efforts to
ensuring that workers end up in even deeper poverty? And yet Michels has to
admit that Marx himself supported trade union struggles to improve the condi-
tion of the working class, that Marx spoke of rising wages and thus ‘his theory
of impoverishment did not have an entirely absolute character’1°? What does
Michels conclude from this? Perhaps, that his presentation of Marx’s theory
of impoverishment, as positing an ever more encompassing deterioration in
workers’ conditions, is manifestly false? In that case, his whole book would
really be redundant. So he has no other explanation than to write that ‘there
was an indisputable contradiction’ in Marx when he expected trade union
struggles to improve workers’ conditions.108

And again, because he regards ‘poverty’ as an innate feature of Marx’s theory
of catastrophe, Michels runs into ‘problems’ that are worthy of accompanying
his conception of the theory of impoverishment. He writes, ‘It is striking that,
in proposing his theses, Marx made almost exclusive use of English ... theoret-
ical material. The empirical material itself was exclusively English’. ‘Why?’ asks
Michels. Surely the situation in Germany at that time ‘would also have sub-
stantially contributed to the illustration of the theory of impoverishment' In
Germany ‘the literature on poverty (workers’ poverty literature) ... massively
expanded in the 1830s and 18405199 Should the conclusion from this not be

106 Michels 1928, pp. 124-5.
107 Michels 1928, pp. 127, 178.
108 Michels 1928, p. 127.

109 Michels 1928, pp. 181, 183.
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that Marx’s theory of impoverishment was precisely not about ‘poverty’ but,
on the contrary, even more about the advanced state of capitalist development
in England? Why, then, did Marx anchor his theory of breakdown not in the
parts of his book where he presents the laws that determine wages or illustrates
existing poverty but rather, precisely, in the chapter where the historical tend-
ency of capital accumulation is portrayed? But it would be pointless to expect
an answer from Michels.

Even stranger than the interpretation of Marx’s theory of breakdown by
bourgeois economists was its discussion in the Marxist, socialist literature.

The oldest representative of the theory that explains the breakdown of cap-
italism in terms of a lack of non-capitalist markets is Heinrich Cunow, who
already developed this idea 30 years ago in an article in Neue Zeit, ‘On Break-
down Theory’, and placed it at the centre of theoretical discussion.!’® Marx’s
diagnosis of capitalism’s developmental tendencies was correct, according to
Cunow. Only in the tempo of development did Marx err, because he regarded
the market outlets of his day as given. Capitalism’s ability to conquer new mar-
kets for capital and industrial products in recent decades weakened its tend-
ency to break down.!! The expansion of foreign markets ‘not only created an
outlet that could absorb constantly recurring ... over abundance; it also dimin-
ished the tendency towards the outbreak of crises’? That is the only way
of explaining why, during this temporary phase, alongside the capitalists, the
workers too could extract some advantage (though not to the same degree).!!3
If no new markets abroad had been won, England would ‘long ago have faced a
conflict between the absorptive capacities of its domestic and external markets
and the gigantic growth of its capitalist accumulation’ ‘Only the expansion of
colonial possessions in the 1870s and 1880s, with their constantly growing con-
sumption, created a breather for English capital and industrial power.’* Bern-
stein’s arguments may not always be wrong but Bernstein, like the revisionists
in general, tends to generalise the specific effects of economic tendencies dur-
ing a distinct phase of development and project them unaltered onto all stages),
thus also into the future, ‘without raising the question of whether conditions
exist for the further expansion of the world market in proportion with the expan-
sion of production’’> Cunow stresses that this ‘extension of industrial and even

110 Cunow 1898, pp. 424—-30.
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112 Cunow 1898, p. 426. [Grossman’s emphasis.|
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more of the capital markets cannot grow in the future as much as during recent
decades. The temporary character of today’s economic situation ... is strikingly
obvious [here]'1!6 The preceding analysis results in the important perspective
that this situation is unsustainable in the long run, as ‘the certain end’ of the fur-
ther expansion of market outlets ‘is already forseeable’. While England enjoyed
a near monopoly on the world market as an industrial country, down to the
1870s, since then Germany and the North American Union have emerged as
industrial competitors. The industrialisation of India, Japan, Australia and Rus-
sia followed; and presumably China will industrialise soon too. The inevitability
of a breakdown intimately depends on the decrease in market outlets. ‘The only
question is ~ow long the capitalist mode of production can survive in particular
countries and under what circumstances the breakdown will occur 7

Luxemburg took over this theory word for word 15 years later and tried to
deepen it theoretically.!18

The theory of breakdown presented by Cunow, later defended by Luxemburg
and her followers, like Fritz Sternberg, is the only one that Arthur Braunthal
discusses and critically opposes. He knows of no other breakdown theory and
regards it as incompatible with the conception underlying Marx’s system. For
‘the theory of breakdown is an extremely pessimistic theory of development’!1
Admittedly, there are in Marx, especially the ‘young Marx’, indications of a crisis
theory that can create the impression that ‘he regarded crises as the very con-
tradictions which, as they intensified and became less resolvable must result in
the collapse of the capitalist economy. And, finally, it was Marx who advanced
the theory of impoverishment'120 All these ideas are only ‘hinted’ at in Marx.!?!
But, ‘if consistently elaborated ... they could well be expressed in a theory that
expects development towards socialism to come about from the internal eco-
nomic breakdown of capitalism and intensified impoverishment of the work-
ers that drives them to despair’ But Braunthal regards this conception of the
young Marx as the antithesis of the ‘contrasting ideas’ of the ‘more mature’
Marx. Braunthal foregrounds the tendencies towards growing concentration

116 Cunow 1898, p. 425. [Grossman’s emphasis. |

117 Cunow 1898, p. 427. [Grossman’s emphasis. |

118 Cunow himself later, during the World War, abandoned his breakdown theory: capitalist
expansion could count on such a massive reservoir of ‘third persons’ that only utopians
could seriously talk about proletarian revolution. It was not capitalism that broke down
but one’s faith in the imminent victory of socialism. Capital has by no means fulfilled its
historical mission and the end of capitalist development is still not foreseeable.

119 Braunthal 1927, p. 42.

120 Braunthal 1927, p. 7.

121 [Braunthal 1927, p. 5.]
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and centralisation of capital and the polarisation between classes. ‘Develop-
ment towards socialism is not to be expected from breakdown and impover-
ishment but on the contrary from a growing polarisation of the two classes and
of the economy.’?2 In the end, Braunthal is also inclined to reject breakdown
theory (always understood as Luxemburg’s theory) because it seems incompat-
ible with Marx’s theory of class struggle. ‘For any work in the present, the theory
of breakdown incontrovertibly leads to rank passivity’

If breakdown theory is thought through to its logical conclusion, the pro-
letariat’s present tasks would consist only of organisational and intellec-
tual-spiritual preparation for the revolution. On deeper understanding,
any activity immediately directed to the present, to improving the pro-
letariat’s lot, any class struggle for present goals is basically useless. For
development tends to the impoverishment of the proletariat. There is,
ultimately, no point in opposing this development.!23

[Nikolai] Bukharin’s account of breakdown theory can hardly be regarded as
a serious response to the problem dealt with here and considered as more
than nebulous terminology about ‘contradictions’ Bukharin rips apart all the
threads that tie the breakdown of capitalism to tendencies of economic devel-
opment. His theory of breakdown is as follows: ‘Capitalist society is a “unity of
contradictions”’. The process of movement of capitalist society is a process of
the continual reproduction of capitalist contradictions. ‘The process of repro-
duction is a process of the expanded reproduction of these contradictions. If
this is so, it is clear that these contradictions will blow up the entire capital-
ist system as a whole.’?4 Satisfied with the results of his analysis, Bukharin
then proclaims, ‘We have reached the limit of capitalism’. ‘Even this general ...
explanation of the collapse of capitalism postulates a limit which is in a certain
sense [!] objective. The limit is given to a certain degree by the tension of capit-
alist contradictions.'?5 ‘Its increasing size and growing intensity will unavoid-
ably lead to the collapse of capitalist rule. 26 On this Bukharin decrees, ‘It is a

fact that ... we have entered into the period of the collapse of capitalism, no
less’127

122 Braunthal 1927, p. 7. [Grossman’s emphasis.]

123 Braunthal 1927, p. 43.

124 Bukharin 1972, p. 264. [Grossman emphasised ‘blow up’.]

125 Bukharin 1972, pp. 264-5. [ Grossman emphasised the first use of ‘limit’ and ‘objective’.]
126 Bukharin 1972, p. 265. [Grossman’s emphasis. |

127  Bukharin 1972, p. 260.
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The exactitude of Bukharin’s analysis is amazing! He obviously believes that
mere assertions will do by way of proof. Hence, Bukharin forgets to specify the
identifiable markers that allow recognition of the particular extent of the ten-
sion in the contradictions at which breakdown becomes ‘unavoidable’, ‘inev-
itable’ and which can, theoretically, be determined. And yet that is precisely
the job of a true theory of breakdown, a task whose solution Marx did in fact
provide.128

Bukharin calls his ‘contradiction’ terminology ‘dialectical’ The lack of any
concrete argumentation, the incapacity to present a rigorous theoretical ana-
lysis is concealed by the phrase ‘dialectical’ and that is how the problem is
‘solved’. Bukharin’s assertion that it is a fact that we have entered a period
of breakdown may well be true; but the issue is precisely to explain this fact
in causal terms, to prove the necessity of breakdown under capitalism the-
oretically! Bukharin has not done that, however. Finally, it is not surprising
that, in relation to the question of the nature of this sharpening of contrac-
tions, Bukharin refers to his book Politics and Economics of the Transformation
Period, where his hopes regarding the breakdown of capitalism are linked to
a ‘second round’ of imperialist wars and the colossal destruction of productive

forces caused by war.129

The breakdown [according to Bukharin] is an inevitable consequence of the
disintegration of the economy, which comes about through war, namely the fact
that through war ‘the real bases of social production get narrower with every
cycle of production of social capital so that reproduction, instead of being pro-

128 Bukharin obviously prefers to disguise the inadequacy and inaccuracy of his form of argu-
mentation by complicating the problem; as though the necessity of the breakdown is
better demonstrated if instead of one cause for the breakdown several are cited! Against
Luxemburg’s false but at least clearly formulated breakdown theory which explains cap-
italism’s downfall in terms of the contradiction between the conditions of production of
surplus value and the conditions of its realisation, Bukharin objects ‘But one must not
start from one contradiction but from a number of them ... The contradiction between
production and consumption, the contradiction between different branches of produc-
tion, the contradiction between industry and an agriculture limited by rent, the anarchy
of the market and competition, wars as means of competition — all that is reproduced on
an expanded scale in the course of capitalist development’ (Bukharin 1972, p. 266). [Gross-
man emphasised ‘in the course of capitalist development’.] But the point is not to produce
a long list of contradictions but to demonstrate theoretically that they necessarily come
to a head and that capitalism will be in no position to resolve them in any way. There is
not a trace in Bukharin of such a demonstration.

129 Bukharin 1972, p. 267. [Grossman mistakenly cited a higher page number than exists in
the German original of Bukharin 1979.]



THE DOWNFALL OF CAPITALISM IN PREVIOUS DISCUSSIONS 85

gressive, is regressive.!3° From the standpoint of the capitalist system, such a
contraction of the base of reproduction is possible, so long as it happens solely
atthe expense of s. Not so when it also grips fixed capital c and the consumption
of labour power v.13! If this regressive reproduction is long lasting and deepens,
in other words, transgresses certain limits, crisis turns into breakdown and the
disintegration and collapse of the whole system begins. The process of disinteg-
ration, which starts in a few spheres, quickly grips all the system’s spheres, the
capitalist mentality of obedience to those in power evaporates, and the process
of disintegration spreads from production to the army and administration as
well.132 ‘[ T]hen the social apparatus of production bursts apart, the barricades
go up between the classes. 133

This ‘theory’ of the breakdown, which is nothing but a formulation of Rus-
sia’s specific experience of the War, is equally valid for all the other capital-
ist states!'3* Today, according to Bukharin’s conception, theoretical heads do
not have to be broken over the causes of capitalism’s breakdown, because real
developments in Russia have already told us what is involved.

Today we are able to watch the process of capitalist collapse not merely
on the basis of abstract constructions and theoretical perspectives. The
collapse of capitalism has started. The October Revolution [in Russia in
1917] is the most convincing and living expression of that.135

As to the causes of this collapse in Russia, he declares ‘The revolutionisation
of the proletariat was doubtless connected to the economic decline, this to the
War, the War to the struggle for markets, raw materials and spheres of invest-
ment, in short with imperialist politics in general'!36 Russia’s breakdown is
supposed to reflect the dialectical opposition between the productive forces
and their capitalist shell in the course of capital accumulation, in other words,
the self-transcendence of capitalism of which Marx spoke in the discussion of
his theory of accumulation!

According to Bukharin, the collapse of capitalism flows from the disintegra-
tion of the economic base but this disintegration does not occur for economic

130 Bukharin 979, p. 82.

131 Bukharinig7g, p. 87.

132 Bukharing7g, p. 88.

133 Bukharin 1972, p. 264.

134 Bukharin 1979, pp. 88-9.

135 Bukharin 1972, p. 266. [Grossman’s emphasis. |
136  Bukharin 1972, p. 266.
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reasons, according to the inexorable economic laws embedded in the capit-
alist mechanism, but because of war, because of an extra-economic force,3
which exerts a destructive influence on the apparatus of production from the
outside. It would be useless to search in Bukharin for any other cause of cap-
italism’s breakdown than the annihilation of productive forces by war. A nice,
economic, ‘objective’ limit to capitalism! For Bukharin, the cause of breakdown
does operate within the economy but transcends it. For Marx, by contrast,
breakdown is an immanent result of the economic laws of the capitalist mech-
anism.

If Bukharin expects the breakdown of world capitalism to emerge from a
‘second round’ of imperialist wars then it must be counterposed that wars are
not peculiar to the imperialist stage of capitalism, that they stem rather from
the very essence of capitalism in all its phases and that they have always accom-
panied capitalism since its first appearance on the historical stage. From its
birth to the present, capitalism has always been war-like, originally in the form
of commercial capital, C-M-C, and then with the definitive subordination of
all production and market relationships to industrial capital, M—C-M.138 The
history of capitalism is the history of uninterrupted trade and economic wars.
Connecting war solely to the imperialist stage, misunderstands this feature of
capitalism.

Amalfi, which was the first of the Italian city states to show early signs of cap-
italist development and entered into trade relations with Syria, Palestine and
Egypt, had already lost her independence by 1130 and her fleet by 1135. Her com-
petitors, the Pisans, invaded Amalfi, destroyed her fleet and plundered the city.
From the twelfth century on there was a protracted struggle between the victor
Pisa and her new rival Genoa. Both powers did their best to drive each other out
of Syria and Palestine, seized one another’s goods and set fire to each other’s
factories,'3? until Pisa, economically debilitated, was finally defeated militar-
ily, in the battle of Meloria in 1284. In 1290 the Genoans destroyed the harbour
of Pisa, Portopisano, and blocked the mouth of the Arno River.1*° But scarcely
had it freed itself from Pisa’s competition than Genoa began a long, new war. A
new economic struggle between Genoa and Venice began. Both cities domin-

137 For, while war is likewise conditioned by the economy and necessarily bound up with the
capitalist mode of production, nonetheless it is not itself an economic law.

138 [The circuit of commodity capital is commodities—money—commodities; ‘the general
formula’ for the circuit of capital, under developed capitalism, is money—commodities—
money. See Marx 1976b, pp. 200 et seq., 257.]

139 [‘Factories’ here means ‘trade establishments in foreign lands’]

140 Heyd 1879 [pp. 11, 207, 208, 390, 519—20].
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ated markets through their commercial fleets and by establishing factories but
also by concentrating banking and money dealing business in their own hands.
Each destroyed the other’s factories, plundered its trade goods and blockaded
its harbours. Already in the thirteenth century the two cities embarked on a
bloody colonial war, which sucked the whole of Syria and the Mediterranean
into the conflict, and this only ceased when their common enemy, the Sara-
cens,'*! conquered Antioch and Tripoli.

With the emergence of the modern, territorial great powers in the six-
teenth century the same policy was continued. Thanks to the larger territorial
and demographic base and greater concentration of power of those states
compared with the Italian city states, it only gained in strength and weight.
An unbroken series of trade and colonial wars began among the European
powers.}*2 The second half of the seventeenth century was full of wars between
Holland and England for economic supremacy. The eighteenth century is noth-
ing but a series of wars between Holland and France, France and England,
Holland and England. In the 150 years preceding 1790, England spent 66 years
fighting wars with the purpose of destroying its economic rivals.

If one expects the breakdown of capitalism to happen because of war, it is
absolutely impossible to understand why capitalism has not already collapsed,
despite many centuries of wars; why, on the contrary, it has developed even
further despite those wars. History shows that defeat in war has often led to
the ruin of a state, brought down a ruling party, but that has never threatened
the prevailing system as such, if it was not already ripe for collapse thanks to
internal causes. Later we will show that far from threatening capitalism, wars —
despite the losses they inflict on individuals — prolong the existence of the cap-
italist system as a whole. The facts also prove that after every war capitalism
experiences an upturn.

Georg Charasoft’s grasp of the problem is no deeper than Bukharin’s. He
likewise fails to advance a clear conception of the real relationships. Chara-
soff correctly believes that the theory of breakdown that Marx famously laid

141 [In this context, ‘Saracens’ were Middle Eastern Muslims. ]

142 ‘The discovery of gold and silver in America, the extirpation, enslavement and entomb-
ment in mines of the indigenous population of that continent, the beginnings of the
conquest and plunder of India, and the conversion of Africa into a preserve for the com-
mercial hunting of blackskins, are all things which characterize the dawn of the era of
capitalist production ... Hard on their heels follows the commercial war of the European
nations, which has the globe as its battlefield. It begins with the revolt of the Netherlands
from Spain, assumes gigantic dimensions in England’s Anti-Jacobin War, and is still going
on in the shape of the Opium Wars against China, etc. (Marx 1976b, p. 915) [Grossman’s
emphasis. |
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down at the end of the first volume of Capital is most closely connected with
the fall in the rate of profit: ‘All the propositions of the theory of breakdown are
essentially intended to be different expressions of a single fundamental fact —
that is the fall in the rate of profit.143

The fall in the rate of profit is, according to Marx, the expression of the fact
that, with the advance of technology, an ever smaller mass of living labour is
required to set the same capital, i.e. dead labour, into motion. ‘With the devel-
opment of technology capitalism approaches its natural demise.’ For the end
of the capitalist economic order, therefore, ‘the sole fact of any relevance [is]
that, with the unstoppable development of the productive forces of society,
the rate of profit must fall and capitalism can no longer be sustained’!#* The
competition and concentration of capitals intensify, ‘overproduction becomes
unavoidable, the reserve army builds up with the force of a natural law and the
final catastrophe emerges with the same theoretical certainty with which one
might predict a solar eclipse’145

But Charasoff disputes the correctness of Marx’s thinking and this on two
grounds. First, because the notion of breakdown is constructed on the law of
the tendency for the rate of profit to fall, Charasoff contests the fact of this
fall.1*6 The law, in his opinion, is obviously a mistake.*” Then, however, and
this is where Charasoft’s lack of understanding is apparent, he contests the
derivation of breakdown, at all, from the tendency for the rate of profit to fall.
‘But conceding’, he writes, ‘that the fall in the rate of profit is an incontestable
truth of the first order, what follows from this in the final analysis?"**® Charasoff
thus senses that, according to Marx, the breakdown of capitalism is connected
with the falling rate of profit; he cannot, however, show what this connection
is. So he has not proceeded beyond general formulations about the breakdown
of capitalism and has not demonstrated the economic necessity of this break-
down from the laws of the system itself. Hence Charasoff ends up with the usual
phrases about the ‘final revolt of the enslaved but educated working class, the
bright conflagration in whose flames the whole of humankind ... will be reborn
to anew life in a higher form’!49 And indeed ‘the fall [in the rate of profit] has to
be consciously produced’ by increasing the working class’s demands for higher

143 Charasoff 1910, p. 3.

144 Charasoff 1910, p. 49.

145 Charasoff 1910, p. 4.

146 Charasoff 1910, pp. 294-97.

147 Charasoff 1910, pp. 184, 216.

148 Charasoff 1910, p. 299. [ Grossman’s emphasis. |
149 Charasoff 1910, p. 53.
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wages. Only in this way will the ‘fatalistic character of Marxism’, according to
which socialism is ‘mainly to be expected to arise from the external collapse
of capitalism and not from the conscious intervention of the people with an
interest in it, be overcome.l5% The workers’ conscious reduction of the rate of
profit is the necessary precondition for economic progress, through which the
working class achieves the possibility of Yoluntary accumulation’. From now on
the workers take on the historical mission of perfecting the forces of produc-
tion instead of the capitalists and can say to them ‘Now we know how you do
it. So now we are doing it ourselves.’5! ‘As soon as the capitalist rate of profit
really begins to fall under the influence of wage increases determined by the
[workers’] need for independent accumulation, also then and only then will the
general crisis no longer be awaited.’52

[Louis] Boudin also believes in the inevitable downfall of capitalism. ‘Accord-
ing to Marx, the capitalist system of production and distribution is so full of
inherent contradictions, that its own development, if the laws of its own exist-
ence are permitted to freely assert themselves, will lead to its ultimate and
speedy destruction.’53 He states correctly that ‘this inevitable breakdown can
only be understood and explained by the aid of the Marxian theory of value’154
‘The purely economico-mechanical breakdown of the capitalist system will res-
ult, according to the Marxian theory, from the inherent contradictions of the law
of value’, he writes. But we would search Boudin in vain for proof of this. He only
offers a description of the concentration and centralisation of capital that flows
from competition, in which the bigger capitalists beat the smaller. This reduces
the number of capitalists. Boudin’s whole analysis culminates in the following
claim: if this capitalist tendency were to operate unhindered, ‘A stage would be
reached when, by reason of lack of numbers, the capitalists would really cease
to be a social class, as a social class presupposes a certain minimum of num-
bers [!], and the loss in quantity would turn, for the capitalists, into a loss of
the quality of their position as a social class’15% From the economic, Boudin sud-
denly jumps to the political. And this is supposed to be proof of capitalism’s
economic breakdown, as the necessary result of Marx’s law of value! We see that
Boudin does not go beyond generalities. It is not surprising, therefore, that he
finally falls back on Cunow’s theory of the need for non-capitalist markets as

150 Charasoff 1910, pp. 316, 317, 318. [ Grossman’s emphasis. |
151 Charasoff 1910, pp. 321, 328. [ Grossman’s emphasis. |
152 Charasoff 1910, p. 313. [Grossman’s emphasis. |

153 Boudin 1907, p. 148. [Boudin emphasised ‘will lead’ ]
154 Boudin 1907, p. 152. [Grossman’s emphasis. |

155 Boudin 1907, p. 163. [Grossman’s emphasis. ]
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a precondition for capitalism. The industrialisation of non-capitalist countries
is, he affirms, ‘the beginning of the end of capitalism’!¢ The sale of the sur-
plus product created under capitalism becomes impossible. ‘It is the inability
to dispose of that product that is the chief cause of the temporary disturbances
within its bowels, and which will lead to its final breakdown.157

It is obvious that both Tugan-Baranovsky and also the socialist neo-
harmonists, Rudolf Hilferding and Otto Bauer, are completely hostile to the
idea that capitalism could be economically impossible. Tugan-Baranovsky
states, ‘The socially available productive forces constitute the absolute barriers
for increasing production; capital continuously attempts to reach these limits
but it fails! Capital never reaches those limits,!>® at least so long as the expan-
sion of production proceeds proportionally in different spheres of production.
Tugan-Baranovsky therefore writes that ‘the capitalist economy cannot at all
break down for purely economic, whereas it must for ethical reasons’15% Else-
where, he claims that ‘There is, therefore, no occasion to suppose that capit-
alism will some day die a natural death; it will be destroyed by the conscious
willing efforts of man, by that social class which has been the foremost object
of capitalistic exploitation — the proletariat’160

Tugan-Baranovsky expresses this idea because he is opposed to the materi-
alist conception of history and grounds socialism in morality, in the conscious
will of the working class, divorced from the objective course of economic devel-
opment. Yet the same idea is taken over from Tugan-Baranovsky by Otto Bauer,
Rudolf Hilferding and Karl Kautsky, although they claim to stand on the ter-
rain of historical materialism. So Tugan-Baranovsky is the true theoretician
of Marx’s epigones. According to Bauer, objective limits are indeed imposed
on accumulation by the current size of the population, i.e. the scope of accu-
mulation does not depend on the arbitrary whims of capitalists. Within the
limits set by population growth, however, unfettered accumulation does occur.
Of course, in reality accumulation is accompanied by violent crises but only
because the limits on accumulation set by a given growth in population are
not adhered to; because, in relation to population, either overaccumulation
or underaccumulation of capital occurs. But these periodic crises cannot res-
ult in enduring but only transient disruptions of the equilibrium of capitalist

156 Boudin 1907, p. 244. [Boudin emphasised the whole phrase.]

157 Boudin 1907, p. 235. [Grossman’s emphasis. |

158 Tugan-Baranovsky 2000, p. 75. [Grossman’s emphasis. |

159 Tugan-Baranowsky 1904, p. 304 et seq. [The ‘quotation’ is Grossman’s summary of Tugan-
Baranovsky’s argument. |

160 Tugan-Baranowsky 1910, p. 96. [Grossman’s emphasis.
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accumulation. ‘The periodic alternation of prosperity, crisis, and depression is
the empirical expression of the fact that the mechanism of the capitalist mode of
production automatically generates overaccumulation and underaccumulation,
with the accumulation of capital adjusting again and again to the growth of pop-
ulation.16!

‘There exists, in the capitalist mode of production, a tendency for the adjust-
ment of capital accumulation to the growth of population.162

We see that the crises about which Otto Bauer writes are transient phenom-
ena within the mechanism of capitalism, which are always overcome on their
own, automatically, so that capitalism can expand without limits. The idea that
fully developed capitalism is economically impossible and thus its inevitable
end is completely foreign to Bauer. He knows no such economic endpoint for
capitalism. ‘It will succumb to the indignation to which it drives the masses."63
Bauer makes no connection between the law of the tendency for the rate of
profit to fall and the breakdown of capitalism. Entirely entranced by the har-
monious equilibrium of capitalism, Bauer did not see this connection.

Hilferding advocates the same conception. He too is obsessed with the equi-
librium of the reproduction schemas. Crises are a ‘reality’ only because ‘pro-
duction is unregulated’. If capital were distributed proportionately among indi-
vidual branches of industry there would be no overproduction. ‘It isimpossible,
however, to conceive how that can happen if production is carried on in the
right proportions. In that eventuality capitalism could expand without limits,
production can be expanded indefinitely without leading to the overproduction
of commodities’.!64 If Hilferding refers, on occasion, to the breakdown of the
prevailing system, he hastens to add that it will be ‘political and social, not eco-
nomic; for the idea of a purely economic collapse makes no sense’165

When, consequently, [Ludwig von | Mises, a representative of bourgeois eco-
nomics, sees in the modern organisation of trade and credit threats to the
continued existence of capitalism and formulates the proposition that ‘the
development of the means of circulation must inevitably lead to its breakdown,
in which fact Mises sees a path ‘which will lead beyond the individualist organ-
isation of production and distribution to new, possibly collectivist forms of
organisation of social economy’'6¢ Hilferding derides ‘this latest breakdown

161 Bauer 2012b, p. 740.

162  Bauer 2012b, p. 739.

163 Bauer 2012b, p. 743.

164 Hilferding 1981, p. 241. [Grossman’s emphasis. |

165 Hilferding 1981, p. 366. [ Grossman’s emphasis. |

166 Mises 1912, pp. 472, 476. [ Grossman’s emphasis.] In the second edition (English translation
1953) the words cited were deleted.
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theorist'!67 Far from leading to the breakdown of capitalism, the credit system
is [for Hilferding] a means of transferring the ready-made mechanism of pro-
duction from the hands of the capitalists into those of the working class.
Capitalism will not break down for economic reasons, rather it will yield to
the working class’s political will to power, whereby the dispossession of the fin-
ancial oligarchy, through the concentration of industry and finance capital, will

become extremely easy.

167
168

The tendency of finance capital is to establish control of production
... The socialising function of finance capital facilitates enormously the
task of overcoming capitalism. Once finance capital has brought the most
important branches of production under its control, it is enough for soci-
ety, through its conscious executive organ — the state conquered by the
working class — to seize finance capital in order to gain immediate con-
trol of these branches of production ... Even today, taking possession of
six large Berlin banks would mean taking possession of the most important
spheres of large scale industry.168

Hilferding 1912, p. 1027.

Hilferding 1981, pp. 367-8. [Grossman’s emphasis. ] In his May 1927 speech to the Kiel Con-

ference of the Social Democratic Party, Hilferding clarified his position as follows:
I have always rejected every theory of economic breakdown. In my opinion, Marx too
proved itto be false. After the War such a theory was chiefly represented by the Bolshev-
iks, who believed that we were now on the verge of the immediate collapse of the
capitalist system. No such collapse followed. We have no grounds to regret that. We are
of the view that the downfall of capitalism is not to be fatalistically awaited, nor that it
will emerge from the inner laws of this system, but must be the willed, conscious action
of the working class. Marxism has never been fatalistic, on the contrary it has embod-
ied the greatest possible activism. (Hilferding 1927, p. 7) [This version of the speech,
published immediately after its presentation, differs from that in the minutes of the
Congress and published as a pamphlet, Hilferding 2017, p. 568. Grossman emphas-
ised Marx too’ and ‘nor that it will emerge from the inner laws of this system’. Hilferding
emphasised all of ‘must be the willed, conscious action of the working class’]

With the same logic, Hilferding could argue that the conscious drive of workers who seek

to raise wages by strike action proves that there are no economic laws that determine

wages. At the Conference of the Verein fiir Sozialpolitik in Vienna, in 1926, Hilferding again

came back to the issue. Claiming with irony that in every period of capitalism since the

seventeenth century the cry has resounded that now, however, capitalism is at its end, he

said:
If that is how we see things, then precisely from the left we will reject the notion that
the breakdown of capitalism comes about mechanically in the sense that there are no
longer any precapitalist markets available. I think that in saying this I am fully in agree-
ment with the theories of Karl Marx, to whom a theory of breakdown has always been
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This whole conception corresponds to the dream of a banker aspiring for
power over industry through the credit system. It is the Blanquist tactic of the
surprise attack,!69 translated into economics.!7°

So the breakdown of capitalism was either completely rejected or grounded
voluntaristically in political, extra-economic moments. No economic proof of
the inevitable breakdown of capitalism was ever adduced by the theoreticians
of this idea. Bernstein even believed that no such proof could be adduced. And
yet, as Bernstein, already in 1899, and subsequently Tugan-Baranovsky correctly
emphasised, the question has extraordinary significance for the whole concep-
tion of Marxism.

From the viewpoint of the materialist conception of history, social devel-
opment as a whole is determined by economic development. It is not the con-
sciousness of humans that evoke social revolutions, but the contradictions of
material life, the conflicts between the productive forces of society and the rela-
tions of production.

falsely ascribed. In fact the second volume of Capital shows that under capitalism pro-

duction is always possible at ever higher levels. I have often thought it is not so terrible
that the second volume is so little read, for under certain circumstances it could be
read as a paean to capitalism. (Hilferding 1926, pp. 113-14) [Grossman’s emphasis. |

169 [Louis-Auguste Blanqui identified the insurrectionary actions of an elite as decisive for
the achievement of socialism. ]

170 How deeply the ethical grounding of socialism has sunk roots in Social-Democratic circles
is shown by a (in this context) very interesting lecture Professor Paul Hermberg gave to the
Sozialistische Studentengruppe in Leipzig. He explained that:

In the years after the War the capitalist economy stabilised more and more stongly
and the belief that capitalism would collapse “on its own” proved to be wrong all along
the line. Anyone ... who has the requisite economic knowledge will today have to be
convinced that the prevailing economic order has proved capable of surmounting the
severe crises of the past few years. Many ideas of past years have consequently broken
down and many have become confused about what they previously believed and are
toying with the idea of whether it’s not possible, already today within the framework
of capitalism, to push through the sort of changes that will make it possible for the
labour movement to come to terms with the system.
Hermberg then shows that this is an illusion. Management of the economy in the interests
of the working class, ‘economic democracy is only attainable if the present social order
is replaced by another one’. But how can that become possible, as he himself indicated
earlier that capitalism will not break down ‘on its own’ and has, rather, shown itself cap-
able of overcoming acute crises? All the same, ‘we should not despair about eventual
success’ The magic ingredient that will get him there is that old device of all utopians, from
[Robert] Owen and William Thompson to Proudhon: la Justice! ‘Knowledge that today’s
economy knows no justice is the strongest guarantee that capitalism will be replaced by
another economic order’ (Hermberg 1928, pp. 5-6).
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In order to demonstrate the inevitable breakdown of the capitalist eco-
nomy and its unavoidable transformation into a socialist one, it is neces-
sary to provide a rigorous proof that beyond a certain stage it is impossible
for capitalism to continue. Once that impossibility is established, the inev-
itable transformation of capitalism into its opposite is proved and social-
ism has been brought out of the realm of utopia into that of science.

This was the entire, natural tendency of Marx’s and Engels’s line of
thought, insofar as they sought to ground their socialist convictions in
the perspectives of their philosophy of history. To lay bare the purely eco-
nomic impossibility of capitalism’s continued existence — that had to be
the chief task for them.'"!

Did Marx actually do that? Tugan-Baranovsky, Hilferding and Otto Bauer write
that he did not. But in the course of this enquiry, it will be demonstrated that
Marx provided all the elements necessary for this proof.

3 The Final Abandonment of Marx’s Theory of Accumulation and
Breakdown by Karl Kautsky

We have seen how Marx, responding in the postface to the second edition of
Capital to the words of a St Petersburg reviewer, formulated the task of sci-
ence as including, in its positive understanding of what exists, a simultaneous
recognition of its negation, its necessary downfall.'”? Despite all the attempts
to deny it by some theorists, the existence of this theory of breakdown in
Marx appears to me beyond doubt. The theory of breakdown confronts the
problem of demonstrating the economic causes which necessarily bring about
the downfall of the capitalist mode of production. Moreover, Marx’s theory of
breakdown is, as will be shown, a necessary presupposition of his theory of
crises and is tightly bound up with it. The solution of both problems is given
in Marx’s law of accumulation, which is the principal idea in Marx’s Capital
and is thus itself anchored in Marx’s law of value.

Several bourgeois theorists have even seen this clearly. Friedrich Muckle, for
example, writes that Marx’s breakdown theory ‘stands in the closest connec-
tion with ... the general tendencies of development and, as these in the final

171 Tugan-Baranowsky 1905, pp. 209-10. [ Grossman’s emphasis. |
172  Marx 1976b, p. 103.
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analysis are explained by the theory of value, the idea of a socialist social order
... is based on that underlying insight ... on an economic fact ... that portends
the guarantee of a lasting triumph: the inevitability of capitalism’s breakdown
resulting from the unfolding of an immanent tendency and the possibility of
erecting from its ruins a soaring social system whose magnificent edifice is con-
structed on socialist pillars. In the combination of these two components lies
the most outstanding feature of Marx’s system.73

And it is precisely this principal idea in Capital, this characteristic feature of
Marx’s theoretical system that Kautsky rejects in his most recent book.1”# Kaut-
sky has distorted the essential bases of Marx’s theories many times before, as I
show elsewhere. But previously that always happened in the guise of defend-
ing them. When Kautsky ‘defended’ those theories, ostensibly against revi-
sionist attacks or bourgeois writers, he smuggled his own ideas into Marx’s
work and thus distorted Marx’s ideas. These simple means just made it pos-
sible to overlook the essential differences between Marx’s theory and Kautsky’s
constructions interpreted into it. For decades Kautsky was the source from
whom the rudiments of Marxism were learnt, his was the ‘official’ comment-
ary on Capital. The whole world saw Marx’s system through Kautsky’s spec-
tacles; Marx’s texts were read through these spectacles. That is how a theory
arose that can more accurately be described as Kautskyism rather than Marx-
ism. Only in the book mentioned does Kautsky discard his previous method
and emerge openly as an undisguised opponent of the principal idea in Cap-
ital.

In a chapter titled ‘The Undermining of Capitalism Kautsky asks, ‘Will the
capitalist mode of production come to an end in a way similar to the feudal
one that preceded ... it?'75 This idea Kautsky designates an ‘assumption’ from
which ‘Marx and Engels ... were not able to stay entirely clear[!] Even today, it is
very widespread in socialist circles’”® Here we have a typical example of Kaut-
sky’s distorting method. An attempt is made to create the impression that at
one time Marx and Engels had supported the conception of the inevitable eco-
nomic end of capitalism but soon made an effort to free themselves from it,
without, however, ever fully succeeding. Passed over in silence was the reality
that this was not a matter of some immature conception, subsequently cor-
rected by Marx himself, but rather the fundamental idea of Marx’s theory of

173  Muckle 1920, pp. 109-10.

174 Kautsky 1927; abridged translation Kautsky 1988.

175 Kautsky 1988, p. 418.

176  Kautsky1927, p. 539;1988, p. 419. [ The second sentence is not in the abridged English trans-
lation. Grossman’s emphasis. |
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accumulation and crisis, developed in the famous chapter on the ‘General Law
of Capitalist Accumulation), in the first volume of Capital, and in the corres-
ponding chapters in the third volume’s part on ‘The Law of the Tendential Fall
in the Rate of Profit’1"”

Kautsky did pose the question of whether capitalism would meet the same
fate as feudalism. ‘Won't it also finally assume forms that make it a barrier to
further economic development, indeed to prosperous economic life in general,
so that saving society from economic ruin will make overcoming capitalism as
necessary as that of feudalism once was?178 Kautsky answers in the negative.
Indeed, he states that ‘even Marx and Engels, at least in their beginnings, were
not able to stay entirely clear of’ this idea. According to Kautsky, however, the
notion of breakdown is contradicted by the facts. With absolutely the same
arguments as those of Marx’s bourgeois critics — Simkhovitch, Sombart, Muhs —
Kautsky emphasises that Marx’s theory of impoverishment is an empirical
inference from the conditions prevailing in the 1840s. ‘In the first half of the last
century, this assumption could appeal to the evidence of the frightful devasta-
tion inflicted on the working class by industrial capitalism, wherever it was able
to wreak its havoc without restraint.’ Kautsky refers to the Communist Mani-

festo’s description of pauperism in England and writes ‘That was correct for
English conditions at the time it was written’!”® But after 1847, Kautsky contin-
ues, England saw the repeal of the Corn Laws, the introduction of the 10-hour
working day and the start of a new era of expanding industry and trade union-
ism. There was, therefore, no longer any question of growing impoverishment;
on the contrary, the numbers of the poor declined. ‘At the same time, in indus-
tries covered by the Factory Acts the condition of the working class improved
substantially.8° Political means also contributed to improvement in the eco-
nomic situation of the workers. ‘Under the condition of growing democracy,
the proletariat in large cities gains control more and more of their government
and is able, even in the midst of capitalist production, to improve the living con-
ditions, especially the housing conditions, of their population to such a degree
that the level of its general health is noticeably raised.’ Kautsky concludes, ‘We
therefore can no longer say today that the capitalist mode of production ... is
bringing about its own end through its mere economic development'!8! Kautsky’s
argument is based entirely on the fact that the position of the working class

177 [Marx 1976b, pp. 762-870; Marx 1979, pp. 317-75.]
178 Kautsky 1927, p. 540. [Grossman’s emphasis. |
179 Kautsky 1988, p. 419. [Grossman’s emphasis. ]
180 Kautsky 1927, p. 541. [Grossman’s emphasis. |
181 Kautsky 1988, p. 419. [ Grossman’s emphasis. |
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has improved since it was described in the Communist Manifesto. And from this
fact he draws the conclusion that Marx’s theory of the development of the pro-
ductive forces under capitalism is untenable, especially Marx’s fundamental
conception that, from a certain stage, capitalism becomes an impediment to
the development of the forces of production, instead of developing them. To
Marx’s theory Kautsky counterposes the very opposite conception: ‘If earlier
methods of exploitation ultimately ruined the productive forces, although they
had for a while promoted them, industrial capital tends to augment them’'182 A
few pages after mentioning the gains made by the English working class dur-
ing the 20 years after the Communist Manifesto was written, Kautsky states,
‘on the basis of this experience, in the first volume of Capital of 1867 Marx
already expressed views very different from those he had held in 1847.83 He
wants to create the impression that Marx changed his views and eventually,
when he wrote Capital, abandoned the theory of impoverishment in the Mani-
festo. We have, however, shown that the essential elements of Marx’s theory
of impoverishment and breakdown were first presented in Capital, not in the
Communist Manifesto. Marx could do this even though, at the same time, he
acknowledged that the position of the working class had improved, because he
did not derive the inevitable impoverishment of the working class under cap-
italism from the empirical conditions of England in the 1840s, but deductively,
from the ‘nature of capital, from the nature of the law of accumulation pecu-
liar to it. The impoverishment of the working class and the growth of a reserve
army are certainly not the primary facts from which the breakdown is derived;
they emerge, rather, at a specific stage, as the necessary consequence of capital
accumulation. That is the primary cause that ultimately leads to the economic
failure of capitalism, thanks to insufficient valorisation of the accumulated
capital. It is entirely characteristic of Kautsky that he neither recognises Marx’s
theory of accumulation and breakdown, as formulated in the chapters on the
‘General Law of Capitalist Accumulation’ and ‘The Tendential Fall in the Rate of
Profit, nor mentions them, and instead attacks a theory of impoverishment and
breakdown that Marx never espoused. This is especially apparent in the way
he combats Luxemburg’s breakdown theory in a chapter entitled ‘The Limits
of Capital Accumulation’!8* Against Luxemburg he writes ‘Here, then, there is
again a hypothesis that attempts to deduce the final economic failure of capit-
alism as an unavoidable necessity, from the conditions of its circulation process

182  Kautsky 1927, p. 539. [ Grossman’s emphasis. |

183 Kautsky 1927, p. 541; and Kautsky 1988, p. 419. [ The first phrase in not in the abridged trans-
lation. ]

184 Kautsky 1927, pp. 546—52; Kautsky 1988, pp. 421-2.
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despite or rather because of its expansion of the productive forces, in opposi-
tion to Marx who proved the exact opposite in the second volume of Capital 185
According to Kautsky, then, in the second volume of Capital Marx is supposed
to have proved the possibility of the unfettered development of the product-
ive forces under capitalism! In this connection Kautsky relies on a quotation
... from Luxemburg herself, from which it follows that she believes Marx’s
reproduction schemas in fact allow for the possibility that ‘pure’ capitalism
can develop in long-run equilibrium, without external, non-capitalist markets.
To the same end, Kautsky finally cites Otto Bauer’s reproduction schema, by
means of which Bauer, according to Kautsky, delivered the ‘most significant
critique’ of Luxemburg’s theory.!86 Bauer defends the thesis that unlimited
accumulation, hence also the unlimited development of the productive forces
under capitalism are possible and presents it as expressing Marx’s own concep-
tion.187

For his part, Tugan-Baranovsky was the first to express the idea that the
reproduction schemas at the end of volume two of Capital demonstrate Marx’s
conviction that crisis-free, unlimited development of the productive forces
was possible under capitalism. Tugan-Baranovsky was critical enough to be
aware of the contradiction between this harmonist reading of the reproduction
schemas and the fundamental ideas of Marx’s theory. He therefore attempts,
at least formally, to resolve the contradiction. He admits that Marx never oth-
erwise expressed the fundamental equilibrium thesis that allegedly underlies
the reproduction schemas, that the schemas therefore stand in complete isol-
ation from the other parts of Marx’s system and in opposition to them. Of
Marx, Tugan-Baranovsky writes: ‘Ses célébres schémas sont restés privés de
leur couronnement logique, comme un corps complétement étranger dans le
systeme harmonieux du marxisme ... [L]es déductions logiques qui en résul-
tent et que Marx a complétement négligées, sont en contradiction manifeste
avec les idées qu’il professait avant la construction de ses schémas.'®8 Since it is
hard to attribute such an obvious contradiction to an acute thinker like Marx,
Tugan-Baranovsky makes an effort to find a special explanation for it. And he
finds the explanation of this alleged contradiction not in the possibility that

185 Kautsky 1927, pp. 546—7. [ Grossman’s emphasis. |

186  Kautsky 1927, p. 547.

187 Bauer 2012b, pp. 728-9.

188 Tougan-Baranowky 1913, p. 203. [‘His celebrated schemas remained bereft of their own
logical culmination, like a body that is completely foreign to the harmonious system of
the Marxists ... The logical deductions that flow from them and that Marx completely
neglected are in manifest contradiction with the ideas he professed before constructing
his schemas.]
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his harmonist conclusions from the schema are perhaps false but, on the con-
trary, believes he has found it in the notion that the system laid out before the
construction of the reproduction schemas is an earlier draft of Marx’s theory,
which Marx himself regarded as superseded. It is only the circumstance that
Capital remained a torso that explains why Marx did not draw the general con-
clusions that result from his analysis of the schemas and accordingly never
reworked the earlier parts of his theory. ‘L analyse de Marx est restée inachevée
etil n’a pu en profiter lui-méme pour en tirer des conclusions générales. 89
Consequently, Tugan-Baranovsky sees the contradiction between his har-
monist interpretation of Marx’s reproduction schemas and the whole of the
rest of Marx’s system and tries to both explain it and bridge the gap. Now,
insofar as he accepts Otto Bauer’s theory, Kautsky rejects any notion of a final
limit to capitalist accumulation and stands on the same ground as Tugan-
Baranovsky’s theory of proportionality, which Kautsky himself had combated
25 years earlier.'% Bauer took over that theory, which in essence goes back
to Jean-Baptiste Say. But, while Tugan-Baranovsky, as we have seen, wants to
bridge the contradiction between such an interpretation of Marx’s reproduc-

189 Tougan-Baranowky 1913, p. 203. ['Marx’s analysis remained incomplete and he himself
could not profit from it to draw general conclusions’]

190 In his series of articles on ‘Crisis Theories, Kautsky criticises Tugan-Baranovsky’s assur-
ance that, ‘with the proportional distribution of social production, there is no other limit
to the expansion of the market than the forces of production, which society has at its
disposal’ (Kautsky 1902, p. 140). [Kautsky emphasised all words after ‘there is’; Tugan-
Baranowsky 1901, p. 231, emphasised the entire passage.] Against this Kautsky states: ‘If this
were true, England’s industry would have to grow all the faster, the greater its resources
of capital. Instead, it comes to a standstill and growing capital migrates abroad, to Rus-
sia, South Africa, China, Japan, etc. ... According to our theory this development ... is
already demonstrated, in that the capitalist mode of production has its own limits beyond
which it cannotgo’ (Kautsky 1902, p.140). [ Grossman’s emphasis. Grossman mistranscribed
‘demonstrated’ (‘bezeugt’) as ‘limited’ (‘begrenzt’).] To be sure, Kautsky does not locate
these limits in the insufficient valorisation that flows from the actual movement of cap-
ital accumulation but in the fact that the productive forces expand more rapidly than the
world market and therefore in a lack of sales outlets. A quarter century later this concep-
tion of Tugan-Baranovsky, against which he had earlier polemicised, is taken over without
any reservations. In his ‘Foreword’ to the popular edition of the second volume of Capital,
he writes that in the second volume Marx ‘shows that one of the most important causes
of crises, of interruptions in the circulation process of capital, is to be found in the occa-
sional [!] disruptions of proportionality experienced in production’ Kautsky demonstrates
further proof of his Marxist depths, however, when he derives crises from progress in the
division of labour.

When relations are simple, without an extensive division of labour, the economic
mechanism is readily apparent and retaining the correct proportionality in production
is not difficult ... By contrast, the difficulties in preserving such proportionality under
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tion schemas and the entire content of the rest of Marx’s theory, it is typical
of Kautsky, just as of Bauer and Hilferding, that they are simply unconcerned
about and do not even attempt to explain it. When it becomes apparent that
their interpretation of the reproduction schemas is incompatible with Marx’s
system of thought, they just abandon Marxist theory and hold fast to their
harmonist views, passing over with colours flying to the camp of adversaries,
whom they successfully combated for two generations. In complete contra-
diction with his own past theory, Kautsky states that proportionality among
the individual branches of production is the condition of the unrestricted nor-
mal expansion of capitalism. Crises are only temporary disruptions caused by
the lack of proportionality in the composition of individual branches of pro-
duction. ‘As soon as this proportionality is significantly disrupted, the whole
mechanism of production comes unstuck, it plunges into crisis. This is precisely
why the whole economic apparatus is again constricted, even if those affected
suffer greatly. The correct proportionality is always re-established and produc-
tion continues’!®! And, Kautsky believes, production can then continue forever
in the way just described. He rejects the various moments that are often cited
to support the idea of the breakdown of capitalism, e.g. the growing mismatch
between industrial and agricultural accumulation, thus between departments
I and 11 in the schema etc. On the basis of none of these causes ‘do we have
to expect a collapse or a failure of the capitalist economy, a catastrophe that
would compel its replacement with another, higher one’192

With this harmonist interpretation of Marx’s reproduction schemas, Kaut-
sky’s art of interpreting his own views into Marx reached its endpoint. Still,
despite all attempts of this sort, the fundamental idea in Capital, laid out in the
famous chapter on ‘The Historical Tendency of Capitalist Accumulation’, can-
not be remodelled into its opposite. So, finally, his true colours become appar-
ent and Kautsky decides to openly describe this notion as false. While he had
earlier suggested that the notion of breakdown was an idea of the young Marx,
which the more mature Marx abandoned, that the Marx of 1867 wrote very dif-
ferently in Capital from the way the Marx of 1847 had written in the Communist
Manifesto, now finally even the mature Marx is combated and abandoned with

capitalism mount as the division of labour becomes vast ... Under these circumstances,
indispensable proportionality is hard to preserve ... which had inevitably to lead to a
crisis. (Kautsky 1926, pp. xxii—xxiii) [ Grossman’s emphasis. |
Does Kautsky seriously mean that in a socialist economy, the division of labour will be less
advanced than it is under capitalism?
191 Kautsky 1927, p. 548. [Grossman’s emphasis. |
192 Kautsky 1988, p. 424.
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a welcome openness: ‘Consequently, we must also modify the comments with
which Marx, in the famous chapter on “The Historical Tendency of Capital-
ist Accumulation”, concludes his Capital’®3 ‘But we can no longer follow Marx
entirely when he goes on to add: “[t]he monopoly of capital becomes a fet-
ter upon the mode of production which has flourished alongside and under it.
The centralisation of the means of production and the socialization of labour
reach a point at which they become incompatible with their capitalist integu-
ment. This integument is burst asunder.”’1%4 Kautsky claims that he too expects
the abolition of private property. ‘It is not from the conflict between the pro-
ductive forces, for the application of which the capitalist mode of production
has become too restrictive, and capitalist property that we expect the end of
capitalism; we do not expect this end only when “the monopoly of capital” has
become “a fetter upon the mode of production.” We believe that we have every
reason to be confident that this end will be reached sooner’. And the reason, of
course, is that ‘The proletariat has come close to becoming the ruling class in
some decisively important major states’195

But does Kautsky [do more than] confine himself to adducing any proof
that capitalism can temporarily fulfil the task of developing the productive
forces and that the breakdown of capitalism is therefore a problem of the dis-
tant future? Absolutely not. He does cite a passage from Marx that might be
construed in that way: ‘No social formation is ever destroyed before all the pro-
ductive forces for which it is sufficient have been developed’19¢ But Kautsky
proposes that this passage cannot be applied to capitalism at all.'®7 The cap-
italist mode of production assumes a special place in this respect. It was only
true of earlier societies, e.g. feudal society which ‘in the period of its downfall ...
was no longer capable of any further development of the productive forces, but
rather hindered any further development ... Industrial capitalism, however, is a
system of exploitation quite different from its predecessors’198 While in earlier
modes of production the rule of the propertied class ‘resulted in the decay of
the forces of production at their disposal, after they had extracted from them
what there was to extract. Industrial capitalism, on the other hand, leads to an
ever more rapid development of the productive forces’. ‘|[E]conomic tendencies

193 Kautsky 1988, p. 456. [Marx 1976b, p. 930.]

194 Kautsky 1988, p. 456. [Marx 1976b, p. 929. Grossman’s emphasis. |

195 Kautsky 1988, p. 456.

196 [Marx1987b, p. 263.]

197 ‘Inview of the development of the last few decades, this statement is no longer applicable
to us’ (Kautsky 1988, p. 456).

198 Kautsky 1988, p. 455.
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counter to this development, which would necessarily bring it to a halt, cannot
be expected to arise out of capitalism itself’19° Therefore the question under
discussion, of ‘whether such an obstruction has to flow from the nature of cap-
ital and its accumulation ... must be decisively answered in the negative'.20°

Kautsky was not content, however, with simply abandoning Marx’s theory
of the final economic end of capitalism. He evolved into an unconditional,
unrestrained, 100 per cent admirer of capitalism, as an economic power which
emerged from the ravages of the World War and the post-war era stronger than
it had been before. While even Sombart in his latest book about advanced cap-
italism discusses symptoms of capitalism’s old age (though without being able
to explain them), Kautsky writes,

Should the catastrophe [of the World War] not bring about the break-
down of capitalism? Could such a complicated, delicate, exhausted pro-
ductive mechanism as the capitalism survive such massive disruption? ...
The disruption was on a scale that exceeded even the worst expectations
and fears. Yet capitalism did not break down. It turned out that its elasti-
city, its capacity to adjust to new conditions, was much stronger than its
delicateness. It survived the ordeal of the War and is today, considered
from the purely economic standpoint, more solidly established than ever. It
has recovered, in spite of the greatest follies of governments and short-
sighted capitalists and landed proprietors after the War, in spite of the
insanity of the Treaty of Versailles and of its sanctions, in spite of infla-
tions and obstacles to trade of all kinds.20!

199 Kautsky 1988, p. 456. [ Grossman’s emphasis. |
200 Kautsky 1927, p. 623. Kautsky provides a retrospective overview of changes in the concep-
tion of Marx’s theory of breakdown:
In the 1880s there were not a few economic commentators who anxiously foresaw cap-
italism’s twilight of the gods. In the 1890s this mood in the bourgeois world transformed
into one of dulci jubileo: capitalism had been secured once and for all. That is when so
called “revisionism” emerged. Even among socialists to whom this sort of “revision of
Marxism” seemed absurd, there were many who were haunted by the frightening ques-
tion of whether, thanks to the consolidation of cartels, instead of socialism a new form
of capitalism could emerge, a sort of feudalisation of capitalism, with the cartel mag-
nates at the top, like feudal lords. Rosa Luxemburg’s counter arguments proved to be
inadequate.
And Kautsky then concluded: ‘Viewed from a purely economic perspective, capitalism’s inev-
itable failure could not be proved’ (Kautsky 1927, p. 558). [Grossman’s emphasis. ‘Dulci
Jjubileo’ means ‘sweet jubilation’]
201 Kautsky 1927, pp. 558—9. [Grossman’s emphasis. The words ‘survived’ and those following
are in the abridged English translation, Kautsky 1988, pp. 424-5.]
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Kautsky’s faith in the economic future of capitalism, his optimism and
enthusiasm for it are carried so far that, like Bernstein, he concludes his remarks
with the assertion that capitalism is capable of surmounting all obstacles, that
not only has the proof of the economic inevitability of capitalism’s breakdown
not been established but that no such proof can be adduced. In Kautsky’s
polemic with Bernstein on the issue of revisionism it was also, in the end,
Bernstein who emerged victorious on this question. Kautsky does concede that
certain changes in world capitalism, which are matters of serious concern, have
occurred. Capitalism’s centre of gravity has shifted from Europe to the USA.
The pessimism that has arisen about this, however, according to Kautsky, only
concerns the future of Europe, but ‘not the future of capitalism, insofar as it
rests on purely economic observations'. ‘It has demonstrated in practice in the
most impressive fashion its ability to survive and to adapt to the most diverse,
even the most desperate situations. There are no arguments of economic the-
ory that could call its vitality into question.?°? Three decades earlier, Kautsky
writes, ‘I expected chronic crisis. Since then capitalism has survived so many
crises, has shown its capacity to adapt to so many new, often quite astonishing
and extraordinary challenges that today it seems to me, from a purely economic
point of view, far more capable of survival than it was half a century ago’2°3

Itis sad to watch such a highly qualified writer reject his entire life’s work at a
single stroke, in the evening of his active life. And how does Kautsky support the
weighty conclusions, which modify the essential core of Marx’s theory? Only
the empirical fact that capitalism has so far succeeded in surviving, despite
various threats, and the theoretical argument that the reproduction schemas,
as Otto Bauer interprets them, know no limits to the expansion of the product-
ive forces and thus no economically inevitable end of capitalism.

The conclusions to be drawn for the cause of socialism from Kautsky’s argu-
ment are nothing other than an abandonment of scientific socialism. If there is
no economic reason why capitalism must unavoidably fail, then socialism can
supersede capitalism not for economic reasons but only as a result of extra-
economic — political, psychological or ethical — causes. In that case, the mater-
ialist basis of the argument for the inevitability of socialism, grounded in and
derived from the economy, is abandoned. Kautsky himself senses this: ‘The situ-
ation would really be hopeless for socialism if it based its expectations solely
... on the assumption that the progressive accumulation of capital will spontan-
eously produce its own limits’ Kautsky denies that such a limit exists. He does not

202  Kautsky 1927, p. 559. [Grossman’s emphasis. |
203 Kautsky 1927, p. 623. [Grossman’s emphasis. |
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accept Marx’s theory that from a certain point the accumulation of the product-
ive forces is constricted instead of developing further. To the extent that Kaut-
sky abandons the basic principle of Marx’s theory, he has to look for another
basis for socialism, one that has nothing to do with Marx’s materialism. Yet
Kautsky retains this expression, obviously in the expectation that his readers
will fail to notice the difference in the content of the same term. How can the
victory of socialism come about, he asks, ‘if capitalism proves itself to be eco-
nomically vigorous?’ And his unabashed response: ‘[t]he prospects of socialism
do not depend on the possibility or necessity of a coming collapse or decline of
capitalism, but on the expectations we may entertain that the proletariat will
gain sufficiently in strength, that the forces of production will grow sufficiently
to supply an abundance of goods for the masses of the people ... finally, that
the necessary economic knowledge and conscience will develop in the work-
ing classes that guarantee a fruitful application of these productive forces by
the working classes. Those are the preconditions of socialist production.204

Kautsky displaces the question from economics to politics, from the realm
of economic laws to the realm of justice. If an unrestricted expansion of the
productive forces is possible under capitalism, then the problem of production
can be regarded as essentially solved, capitalism can look back on its achieve-
ment with pride. Consequently, distribution becomes the decisive problem and
socialism regresses three quarters of a century to its historical starting point, to
Proudhon and his demand for just distribution. But the problem of distribution
is nothing but the problem of production itself, seen from another angle. If that
has essentially been solved then the boundless expansion of productive forces
is possible and guaranteed under capitalism, and, through the inner logic of
the standpoint adopted, the problem of distribution can only be solved in the
framework of the existing mode of production, whether Kautsky wants that or
not. Abandoning the foundations of materialism leads inescapably from social-
ism to reformism.

A stronger working class will, according to Kautsky, replace capitalism with
socialism, even though, economically speaking, there are no reasons why cap-
italism will fail. Why, then, should the foundations of the existing economic
order be shaken? Where is the certainty that the working class, having become
the decisive class, will define its goal as the abolition of capitalism? Would
it not, perhaps, prefer to reconcile itself with the existing order? Why should
workers take action against capitalism if it is not only capable of boundlessly
expanding the productive forces and actually develops them but also allows

204 Kautsky 1988, pp. 425-6. [ Grossman’s emphasis. |
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workers to share the fruits of that development, constantly improves their con-
ditions of life and secures increasing protection for them via social reforms?
Capitalism is doing all that, as Kautsky today assures us,2%% and yet the working
class will bring about socialism. For, according to Kautsky, despite all the devel-
opment of the productive forces, despite all the improvements in the working
class’s conditions and despite all the advances in social legislation, class ant-
agonisms become progressively sharper, not milder under capitalism, so that
the conscious intervention of the working class is an inevitable consequence.
Kautsky lists a series of subsidiary factors that will lead to this sharpening of
class antagonisms. ‘On this, not on the accumulation of capital or the growth
of crises, in fact, hinges the fate of socialism.”206 Kautsky fails to notice here that
he is moving in circles. If the causes of sharper class antagonisms listed by him
are economically conditioned, then the inevitable breakdown of capitalism is,
from his own standpoint, proved, with only this difference that the causes of
breakdown cited by Marx (advancing accumulation and its consequences in
insufficient valorisation, crises) are replaced by other causes. Or — and this is
the other alternative — these causes are not economically conditioned, in which
case the growth of class antagonisms under capitalism is traced back to the
pure consciousness of the working masses, divorced from the economy. And
this is, in fact, the final basis of Kautsky’s socialism: the realisation of socialism
comes about purely voluntaristically, through the conscious will of workers,
without any failure of capitalism, conditioned by the economy, and despite
improvements in the proletariat’s conditions of life.

The abandonment of socialism’s materialist foundations, the abandonment
of Marx’s theory of breakdown is apparent in Kautsky in another, characteristic
way: the question of when socialism will be realised. It is obviously no acci-
dent but the expression of an inner logic that all critics of Marx (even though,
by abandoning Marx’s theory, they have already renounced the prospects of
socialism in theory, because they are unable to ground its objective inevitabil-

205 In the The Road to Power it was completely different. Kautsky asserted there that ‘social
reform ... has not gotten on’ He showed how in Britain and western Europe the prolet-
ariat could achieve ‘a little labour legislation, where industrial capital did not absolutely
and entirely rule in state and society, where the little capitalists, land holders and a portion
of the intellectuals still stood in sharp antagonism to it’ This was the case in Britain in the
1840s. ‘Continental Europe lingered far behind’. The 1880s and early 18gos ‘brought a few
small advances’ for the working class in Germany and France. ‘That was all! Since then
no progress has been made worth speaking about ... In the field of labour legislation, and
also in every field of social reform, complete stagnation reigns’ (Kautsky 1909b, pp. 82—3).
[Grossman’s emphasis. |

206 Kautsky 1988, pp. 426—7.
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ity) want to make this and other renunciations more attractive, by claiming to
be able to bring about socialism in the way they have described sooner than
would be possible in the way presaged in Marx’s theory of breakdown. This is
true of [Franz] Oppenheimer,2°7 for example, of Fritz Sternberg,2°® and now of
Kautsky as well. The whole controversy over whether there are objective lim-
its to capitalist development thus appears unimportant to Kautsky. ‘No matter
how much the limits on the development of productive forces within the cap-
italist mode of production are thought about’,2%? it will never come to practical
experience of those limits. /[ T]he victory of the proletariat will occur before any
of the limits can be reached that some of our theorists have set for the devel-
opment of the productive forces within capitalism.”210
207 About Marx’s theory and himself, Oppenheimer writes: ‘As a deeply respectful student of
the great master, we want to offer the thanks due to this powerful theory by showing that
the structure of my own ideas is almost completely built on the foundations that Marx
himselflaid out ...  only differ from Marx in that I view the internal organisation and shape
of this future socialism differently from him. And I differ from present day Marxists only
in that I believe in a much faster realisation of this human ideal than even the most devoted
of them ... if only we have the will that leads to the goal’ (Oppenheimer 1913, pp. 100-1).
208 See Grossman 2019e, p. 138.
209 Kautsky 1927, p. 623.
210 Kautsky 1988, p. 456. [Grossman’s emphasis. |
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The Law of Capitalist Breakdown

1 Is There a Theory of Breakdown in Marx?

Even if Marx did not delineate the law of breakdown coherently in one place,
he did specify all the elements required for it, so that it can be developed as a
self-evident consequence of the capitalist accumulation process on the basis of
the law of value and is so obvious and clear that, once demonstrated, it needs
no further proof.

First, however, is it true that the term ‘theory of breakdown’ stems from
Bernstein and not from Marx? Is it true that Marx never spoke of a crisis that
would strike capitalism’s death blow, that ‘Marx never and nowhere wrote even
a single word that might be interpreted in this sense’, that this ‘absurd idea’ was
foisted onto Marx by the revisionists?! To be sure, Marx referred only to break-
down and not to the theory of breakdown, as he did not write about the theory
of value or the theory of wages, but just developed the law of value and the
law of wages. So, if we are entitled to speak of Marx’s theory of value or the-
ory of wages, we are also entitled to speak of Marx’s theory of breakdown. The
part [of the third volume of Capital] on ‘The Law of the Tendential Fall in the
Rate of Profit, which demonstrates how the accumulation of capital develops
‘not in proportion to the rate of profit’ but ‘in proportion to the impetus that
it already possesses)? states that ‘[t]his process would entail the rapid break-
down of capitalist production, if counteracting tendencies were not constantly
at work alongside this centripetal force, in the direction of decentralisation’3

So Marx notes that the centripetal forces of accumulation would bring about
the breakdown of capitalist production if counteracting tendencies were not
operating beside it. But the operation of these counteracting tendencies does
not abolish the effect of the original breakdown tendency; the latter does not
cease to exist; what Marx does offer is an explanation of why the breakdown
tendency does not assert itself ‘rapidly’. To deny this fact is to distort the clear
sense of Marx’s words.

1 Kautsky 1908, p. 608.
[Marx 1981, p. 353.]

3 Marx 198, p. 355. [ Grossman’s emphasis. In editing Marx’s manuscript for the third volume of
Capital (Marx1992a, p. 315), Engels substituted Zusammenbruch’ (‘breakdown’) for ‘zum Klap-
pen bringen’. The published English translation of the manuscript (Marx 2016, p. 350) renders
this as ‘shake’ but a better literal translation would be ‘fold up’, ‘close up’ or even ‘bang shut']

© RICK KUHN 2022 DOI:10 1163/9789004449978 005
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But, for us, it is not at all a matter of ‘words’ which ‘might be interpreted
in this sense’. The entire direction in which Kautsky drags Marx’s theory proves
where the interpretation of words leads. For us the question — given that Marx’s
sentence does have a meaning — consists of the following: how can accumula-
tion entail the breakdown of capitalist production, if we initially abstract from
the counteracting tendencies that Marx refers to? That is the problem we have
to solve!

2 Preliminary Methodological Remarks. Economic Coordinate
System: The Necessity of Simplifying Assumptions. The
Assumption of Constant Prices as the Starting Point for the
Analysis (Constant Value of Money. Equilibrium State of the
Capitalist Mechanism, under Which Prices Coincide with Values.
Exclusion of Competition)

Our task consists of showing how the capitalist reproduction process, as a res-
ult of causes arising from the economic process itself, necessarily takes the
form of cyclical, therefore periodically recurring movements of expansion and
contraction, and finally leads to the breakdown of the capitalist system. If the
investigation is to be fruitful and to lead to exact results, a method that can
ensure this exactitude must be chosen. The first thing to do is generate clarity
about the object of the analysis.

What is the characteristic, determining condition of the course of capit-
alist reproduction? Lederer sees this in the fact of price movements in the
course of the business cycle, the fact that in periods of upswing all prices
of commodities and labour power rise, as they fall during crisis and depres-
sion. His way of posing the problem is therefore: how can a general increase
in prices occur during the upswing? The expansion in the scope of produc-
tion which characterises booms is, according to Lederer, only possible due to
price rises. These, therefore, have to be explained first. Lederer regards the
creation of additional credit as the sole stimulus to price increases; this is there-
fore ascribed the leading role in shaping the course of the business cycle.#
It is different with, for example, Spiethoff. He writes that ‘Expanding invest-
ment is the mark and effective cause of the upswing.5 ‘The upswing gener-
ally lasts several years. Its conceptual characteristics are rising investment and

4 [For example, Lederer 1925 and Lederer 1928.]
5 Spiethoff 1953, p. 85.
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the expansion of indirect consumption.® Not a word is said here about price
increases. We could with equal justification choose many other features, from
the Harvard Institute” or any other model of the business cycle, as ‘character-
istic), without, however, advancing one step further in elucidating the problem.
For the issue is not which commonly occurring appearances are ‘character-
istic’ or ‘typical’ of the business cycle but which are necessary, conditioning
it. That price rises in fact, as a rule, occur during the upswing does not mean
that they are necessarily connected with it. The smoke that emerges when a
modern firearm is discharged, even if it commonly occurs, is only a concom-
itant feature and has no causal connection either with the mechanism of the
weapon or with the process of the discharge. Lederer’s problem, how a gen-
eral price increase can happen so that an upswing becomes possible, is as false
as the question of how to bring about smoke so that a projectile is fired. If it
is assumed that rising prices are a necessary precondition of upswings, then
the upswings in the United States of America, which sometimes occurred not
only without price rises but on the contrary even with falling prices, are baff-
ling.8 The faulty starting point is apparent. Both rising prices and the extension
of productive facilities are in themselves matters of indifference to the cap-
italist entrepreneur. The capitalist process of production is a dual one: it is
a labour process for the production of commodities, of products; and simul-
taneously a valorisation process to achieve profits, surplus value. But only the
latter constitutes the essential driving force of capitalist production, deciding
its life and death, while the production of goods is only a means to an end, an
unavoidable malum necessarium for entrepreneurs.® Entrepreneurs will only
carry on and expand production if, by doing so, they can expand their profits.
The expansion of productive plant, accumulation, is merely a function of valor-
isation, of the magnitude of profit. But the price level, in itself, is also a matter
of indifference for entrepreneurs. It is not rising prices that determine their
behaviour but profits. These, however, flow from the difference between two
factors, price and costs. With stable or even falling prices profits can also grow, if
cost reductions are greater than the fall in prices. These considerations already
show that the question of rising prices is, in principle, a matter of complete

Spiethoff 1953, p. 78. [ Grossman’s emphasis.]
[The Harvard University Committee on Economic Research. ]
Marschak 1927, pp. 390 et seq., Altschul 1927, p. 235.

© o O

‘[TInthe capitalist mode of production the labour process appears only as a means towards
the process of valorisation, Marx 1976b, p. 711. ['Malum necessarium’ means ‘necessary
evil’]
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indifference for both theory and practice.l® Management of production is a
function of valorisation. When profits expand, it is expanded; when they disap-
pear, valorisation is suspended. Both can occur with constant, falling or rising
prices.

Of these three possible price situations, the assumption of constant prices,
as the simplest case, is the one most appropriate for theoretical purposes, on
the basis of which the other two more complicated cases can be examined
later. The assumption of constant prices thus constitutes a provisional the-
oretical fiction, on methodological grounds. It is, so to speak, an economic
coordinate system, a stable reference point, from which all the variations in the
extent of profit during the production and accumulation process can be pre-
cisely measured. The fundamental problem to be clarified is the question of
how the relationship between profits and capital accumulation is constituted. Do
profits remain constant, grow or, on the contrary, become ever smaller, in the
process of accumulation? The problem, therefore, consists of determining the
variations in surplus value, in the course of accumulation. The answer to this
question will also provide the explanation of the wave-like movements, con-
junctural oscillations in the course of capital accumulation.

These considerations underlie Marx’s analysis: ‘Since the production of
exchange value - its valorisation — is the immediate aim of capitalist produc-
tion, it is important to know how to measure it'! In order to establish whether
the capital advanced has grown during its circuit of continuous, cyclical move-
ment through all phases of production and circulation, or to know by how
much it has grown in the process of accumulation, the final magnitude has to
be compared with the initial magnitude, that is, capital at the end of its circuit
with the same capital at the beginning.!2

10  Lexis, therefore, correctly notes that ‘A general rise in prices is in itself not necessarily
bound up with an expansion of production, but in fact always occurs because at the start
of the movement supply cannot keep up with insistent demand and because very soon
the costs of production increase because of wage rises’ (Lexis 1913, p. 197). [Grossman’s
emphasis.] Marx also sees the cause of price rises only in this uneven expansion of the
individual branches of production: ‘when surplus capital is produced at a very rapid rate
and its reconversion into productive capital increases the demand for all the elements of
the latter to such an extent, that actual production cannot keep pace with it; this brings
about a rise in the prices of all commodities, which enter into the formation of capital’
(Marx 1989c, p. 126).

11 Marx 1989c, p. 227. [Grossman’s emphasis. Marx emphasised ‘exchange value’] Also see
Marx 1981, p. 476: ‘Capital manifests itself as capital by its valorisation ... The surplus value
or profit produced by it ... is measurable only in comparison with the value of the capital
advanced.

12 Marx 1978, p.185: ‘This sequence of metamorphoses of capital in process implies the con-
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This comparison of the magnitudes of value advanced and gained, which
forms the basis of any rational capitalist calculation, is only possible because,
under the capitalist mode of production, value exists as an independent, object-
ive magnitude, which can be ascertained on the market, in the form of the costs
of factors of production and the prices of the end products. As it is objectively
ascertainable on the market, value constitutes both the basis of capitalist cal-
culation and a form of appearance, from whose explanation any theoretical
analysis has to start. Mises states that

Valuation can only take place in terms of units, yet it is impossible that
there should ever be a unit of subjective use value for goods. Marginal util-
ity does not posit any unit of value, since it is obvious that the value of two
units of a given stock is necessarily greater than, but less than double, the
value of a single unit. Judgements of value do not measure; they merely
establish grades and scales.!®

All attacks by psychological economics on the objective ‘conception’, against
the ‘objective theory’ of value confuse what has to be explained with the
explanation, and overlook the fact that objective value (price) is not a the-
oretical notion but an empirical appearance that has to be explained. Marx
correctly refers to this in his polemic against [Samuel] Bailey, who must be con-
sidered a forerunner of the modern subjective theory of value.* With biting
scorn, in a letter to [Ludwig] Kugelmann of 11 July 1868, Marx emphasises the
confusion among economists between the empirical appearance of value and
the ‘notion of value) that is, the theory which has to explain this appearance. A
reviewer of Marx’s Capital, who had doubts about what should be understood
by the term ‘value), is criticised in the following words: ‘The unfortunate fellow
does not see that, even if there were no chapter on “value” at all in my book, the
analysis I give of the real relations would contain the proof and demonstration of
the realvalue relation. The chatter about the need to prove the concept of value
arises only from complete ignorance ...

tinuous comparison of the change in value brought about in the circuit with the original
value of the capital’ [Grossman’s emphasis. ]

13 Mises 2012, p. 9. [Grossman’s emphasis. |

14  ‘The comparison of value in one period with the value of the same commodities in a later
period is no scholastic illusion, as Mr Bailey maintains, but rather forms the fundamental
principle of the circulation process of capital’ (Marx 1989c, p. 126). [Marx only emphasised
‘comparison’.] See Marx 1978, p. 185.

15  Marx 1988b, 84. [Grossman’s emphasis.]
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From the very beginning of the free market capitalist economy, attempts
were made to grasp numerically the autonomous character of value, which
imposes itself on us, in its objectivity, as something externally given, independ-
ent of us. [Heinrich] Sieveking tells us, Individuals [sought] to contrast their
businesses, as independent entities whose inner motion and laws of transform-
ation would have to be understood, from themselves ... The rational compre-
hension of the economy was powerfully promoted by the emergence of book-
keeping16

For Sombart, the year 1202 is even a ‘turning-point in world history’ and ‘the
year modern capitalism was born, for ‘in this year Leonardo Pisano [Fibonacci]
published his Book of Calculation, which laid the theoretical foundations for the
most important property of capital, namely its “calculability”’1” Before the thir-
teenth century no account books were kept. Everything commercial businesses
needed by way of documentation had to be handled by the notary and we only
know anything about how merchants conducted their businesses in the early
Middle Ages from private commercial papers, contracts etc. that were drafted
by notaries. This calculation of the yield on the value originally invested is,
however, the vital condition for the existence of capital. ‘Its identity with itself
is established in the capitalist’s ledger, or in the form of money of account.’®
‘[A]s value in process ... it is only ideally that capital exists in the shape of
money of account, at first in the head of the commodity producer, capitalist
or otherwise. By way of book-keeping ... the movement of capital is registered
and controlled. The movement of production, and particularly of valorisation
... thus receives a symbolic reflection in the imagination’1®

The changes a given capital value has experienced in the course of its circuit
are expressed as prices in money, which serves as the measure of value required
for the comparison.2°

16 Sieveking 1921, pp. 96—7. Wherever the possibility of comparing the originally advanced
value ran into problems that was always likely to have detrimental consequences for the
business concerned, just as today capitalist enterprise is impossible without rational book-
keeping. Early capitalism in Florence suffered from the disastrous circumstance that, for
example, ‘the bankers of Florence in the Middle Ages, because of their ignorance of the
Arabic numerals, quite regularly, and even when dividing their own estates, made “mis-
calculations” ... and ... it is almost the exception to find completely “correct” calculations’
(Weber 2012, pp. 38-9).

17  Sombart 1902, p. 392. [Translator’s interpolation. Fibonacci 2002.]

18  Marx1978, p. 233.

19  Marx1978, p. 211

20  Inthe different circuits of value

in which it alternately assumes and loses the form of money and the form of commod-
ities, but preserves and expands itself through all these changes, value requires above
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And, with respect to this measure of value, Marx proceeds from the fictitious
assumption, which forms the basis of his analysis, that the value of money is
constant.?!

At first glance, this appears all the more surprising as Marx, in his polemic
against Ricardo not only emphasised the factual variability of the value of gold,
as of any other commodity,?2 but also proved that if Ricardo’s dream of an
‘invariable measure of value’?® were to come true, then gold would not be of
use as a measure of value. Marx shows that ‘Gold must in principle be a vari-
able value, if it is to serve as the measure of value,2* since, in principle, only
properties that are qualitatively identical can be compared (measured). Thus
the weight of one object can be measured in comparison with the weight of
another or changes in temperature through the changes of the volume of air or
aliquid etc. The same holds for changes in the values of commodities. ‘Gold is
the measure of value because its value is variable.?> Marx consciously recalls
that through his analysis of money in A Contribution to the Critique of Political
Economy, ‘the problem of finding an “invariable measure of value” [was] elim-
inated’26

And yet, for all that, Marx makes the assumption that the value of money
is constant! The seeming contradiction has a methodological explanation. In
empirical reality, factually, the values of all commodities are variable, the value
of gold included! But science needs invariable measures. ‘The interest in com-

all an independent form by means of which its identity with itself may be asserted.

Only in the shape of money does it possess this form. Money therefore forms the start-

ing point and the conclusion of every valorisation process. (Marx 1976b, p. 255)
[Grossman’s emphasis. | Cf. Marx 1981, pp. 465-6, 515-16.

21 ‘Henceforth we shall assume the value of [money] as a given factor’ (Marx 1976b, p. 214).
[Grossman substituted money, ‘Geld’, for gold, ‘Gold’, in Marx’s original text.] ‘Here we
always assume that the value of money itself remains constant. [Marx 1976b, p. 683. Gross-
man’s reference for the quotation, Marx 198gb, p. 262, is wrong but the following phrase is
on that page: ‘... assuming the value of money to be constant ..."]

22 ‘It is true that the value of money varies, whether as a result of a variation in its own value,
or of a change in the value of commodities’ (Marx 1976b, p. 230).

23 Ricardo 1912, pp. 27 et seq.

24  Marx1987b, p. 306. [Marx emphasised ‘variable’] Cf. Marx 1989c, p. 320: ‘In order to meas-
ure the value of commodities ... it is not necessary that the value of the commodity in
terms of which the other commodities are measured, should be invariable. (It must on
the contrary be variable ... because the measure of value is and must be a commodity
since otherwise it would have no immanent measure in common with other commodit-
ies). [Marx emphasised ‘value’ and ‘immanent’.

25  Marx1987b, p. 309.

26 Marx 1989c, p. 320.
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paring the value of commodities in different historical periods is, indeed, not
an economic interest as such but an academic interest.??

From historical surveys of the development of thermodynamics we know
that once Galileo [Galilei] (in 1592) used changes in the expansion/contrac-
tion of air to study temperature, a reliable measure of changes in temperature
was only established through the fundamental work of [Guillaume] Amontons
with the discovery of two fundamental points (water’s boiling point and abso-
lute zero) for the liquid used as the measure of variations in temperature.?8
That established the constant points with reference to which changes in tem-
perature levels could be compared.??

Now, there are no such constant reference points for gold as the measure
of value. So an exact measure of the fluctuations in the value of commodities
would be impossible. For, on the one hand, if the value of money fluctuates in
a different proportion to changes in the values of particular kinds of commod-
ities, then it would not be possible to determine or to measure exactly how far,
say, the increases in the price of a concrete commodity have been caused by
changes in its own value and how far they have come about due to changes
in the value of money. In the case of money having variable value, it would,
in Marx’s precise investigation of the size of surplus value, be hard to determ-
ine whether the growth in value (price) mentioned was not something merely
apparent and simply caused by changes in the value of money. ‘There would be
no real change in the capital value in any case such as this, but simply a change
in the monetary expression of the same value and surplus value.? ‘This is so
even with a purely nominal change in value, the rise and fall of tokens of value,
as long as other factors remain the same.’!

27  Marx1989c, p. 320. [Marx only emphasised ‘economic’.]

28  Mach 1986, pp. 10-13.

29 It is worth noting in this context that further advances in thermodynamic theory were
always most closely connected with the elaboration of ever more accurate methods of
measurement and that repeated efforts were made in this direction. ‘The development
of thermometry from the use of the first air thermometer (probably in 1592) to the
attainment of considerable clarity in points of principle in this domain (1817) covered an
interval of some 225 years. Manifold were the paths entered upon, and again and again
were they forsaken and retrodden ..." (Mach 1986, p. 44). In comparison, how backward
economic theory appears. It is so poor in really new methods of investigation and has
never even appreciated those methods that were already in existence, as the examples
of Quesnay’s tableau [i.e. economic table, see Quesnay 1962] and Marx’s reproduction
schemas show.

30 Marx 1981, p. 237.

31 Marx 1981, p. 236.
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On the other hand, if the value of money varies in the same proportion as
the values of all other commodities, e.g., due to changes (rises or falls) in pro-
ductivity — a limiting case in theory, which can scarcely occur in reality — then
there would be large absolute changes in the real relations of production and
wealth. But these actual changes would be invisible from the outside, because
the proportional relations of commodities’ values would remain unchanged.
The index of value would not register the actual changes in productivity or
social wealth.32

Thus it was valid to substitute the ‘power of abstraction’ for the missing con-
stants (Marx), in keeping with Galileo’s words, ‘Measure what is measurable,
and make measurable what is not so0’.33 In order to be able to determine, for
example, the influence of changes in productivity on the production of value
and surplus value, Marx is forced to conduct his inquiry on the assumption
of an ‘unchanged value of money’34 ‘For example, if gold and silver or corn
were such commodities [with an invariable value], then it would be possible to
establish, by comparison with them, the rate at which other commodities are
exchanged for them, that is, to measure exactly the variations in the values of
these other commodities in gold, silver or corn ... Stated in this way, the prob-
lem therefore presupposes from the outset that in the “measure of value” we are
dealing simply with ... a commodity which, because its value remains invari-
able, would function as the money in terms of which the theoretician makes
his calculations.3> The assumption that the value of gold (money) is constant
is thus a methodological postulate of the theoretical analysis, whose purpose
is to provide an exact measure for determining variations in the value of indus-
trial capital in the course of its circuit.

This methodological assumption of a constant value of money is, moreover,
one of the oldest tools of economic theory. Ricardo already based his analysis
on the assumption that the value of gold is constant or that ‘equal quantities of
labour ... could at all times obtain ... equal quantities of gold’36 Similar consid-

32 ‘If some factor were to cause the productivity of all types of labour to fall in equal degree,
thus requiring the same proportion of additional labour for the production of all commod-
ities, then the value of all commodities would rise, the actual expression of their exchange
value remaining unchanged, and the real wealth of society would decrease, since the pro-
duction of the same quantity of use values would require a larger amount of labour time’
(Marx 1987b, p. 282). [Marx emphasised the second use of ‘all’]

33 [The false attribution of this statement to Galileo apparently first occurred in 1868. See
Kleinert 2009. ]

34  Marx198i, p. 238.

35 Marx 1989c, pp. 320-1.

36  Ricardo 1912, p. 47.
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erations apparently motivated Augustin Cournot’s model of ‘reduced money’,3”
and also underlie the postulates of modern theorists like Schumpeter, Irving
Fisher and others.38

The same motives give rise to Marx’s premise that ‘Henceforth we shall
assume the value of gold as a given factor,3® which recurs in all the volumes
of Capital. ‘Any scholarly investigation of the relation between the volume of
means of circulation and movements in commodity prices, Marx writes, ‘must
assume that the value of the money material is given.*® Thus he also sees
[David] Hume’s erroneous methodological starting point as the source of all
the mistakes in his theory of prices and money. In this, Hume confines his ana-
lysis to epochs that exhibit huge upheavals in the value of money.

The variability of the measure of value, of money, is, however, only one of the
causes of changes in prices. They can also stem from causes which lie on the
commodity side. In relation to changes in price, two cases can be distinguished.
On the one hand, from a social point of view, they may be the consequence of
real changes invalue. Only these are of interest to Marx initially and he wants to

37  So Cournot writes in his fine methodological remarks: ‘But if no article exists having the
necessary conditions for perfect fixity [in its value], we can and ought to imagine one,
which, to be sure, will only have an abstract existence. It will only appear as an auxiliary
term of comparison to facilitate conception of the theory, and will disappear in the final
applications. In like manner, astronomers imagine a mean sun endowed with a uniform
motion, and to this imaginary star they refer, as well the real sun as the other heavenly
bodies, and so finally determine the actual situation of these stars with reference to the
real sun’ (Cournot 1927, p. 26).

38 [T]t is clear that constancy of the monetary value is of upmost necessity for many of
our discussions ... We reduce all variables, which we are dealing with, by means of the
monetary value to the common denominator, and thereby make a comparison of the
same possible. If the denominator is constant, then everything is infinitely simpler than
if it changes (Schumpeter 2010, pp. 343—4). [ Grossman’s emphasis. |

Irving Fisher pursues the same goal in his The Purchasing Power of Money, with his sugges-
tions for the stabilisation of the dollar’s value, according to which, in place of the actual
dollar with its fixed weight [of gold] but variable purchasing power, there should be a
‘compensated dollar’ that has a variable weight but fixed purchasing power (Fisher 1922,
PP- 319-48, 494-5).

39  Marx1976b, p. 214.

40  Marx 1987b, pp. 391-2. [Grossman’s emphasis.| By formulating the problem in this way,
Marx already critically anticipated, by two generations, Fritz Schmidt’s attempt to derive
business cycle fluctuations from changes in the value of money, as a result of which illus-
ory gains and losses arise. Schmidt fails to notice that the problem is precisely to explain
the economic cycles independently of changes in the value of money and that the stand-
ard, fictitious assumption that the value of money is constant, has been made in theory
ever since Ricardo, with the purpose of eliminating all illusory losses and gains from the
investigation (Fritz Schmidt 1926).
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measure them. On the other hand, these changes in price may be deviations of
prices from values, in which case, however, the total mass of value, from a social
point of view, is unchanged, as price rises in one sector of society correspond to
falls in the others. The task that Marx set himself, of measuring the increase in
surplus value above the initial magnitude of capital advanced, necessarily leads
him to exclude price fluctuations of the latter type. Price fluctuations which are
deviations from the mid-line of value are the result of changing configurations
of supply in relation to demand. But if it is assumed that supply and demand
balance out then prices coincide with values. Proceeding from such methodo-
logical considerations, Marx takes equilibrium between supply and demand both
on the market for commodities and the labour market as the starting point of his
analysis, in order to subsequently address the more complicated cases of price
changes. Production does expand but initially it expands proportionally in all
branches so that their equilibrium is not disrupted. Later, the case in which
production does not expand proportionally in all branches, i.e. when there are
disruptions and displacements in the equilibrium of supply and demand, and
thus also in the configuration of prices, can therefore be considered.

And it is only under these simplifying assumptions of an hypothetical equi-
librium state, expressed in Marx’s reproduction schema and as the economic
coordinate system which constitutes the starting point of his analysis — because
all of the factors of the mechanism are precisely defined at the outset of the
analysis — that every change can also be measured precisely at the appropriate
later point in the analysis. The investigation has a mathematical-quantitative
character. Only on the basis of this methodological device is an exact analysis of
the accumulation process conducted and the question of how variations in the
magnitude of surplus value come about, in the course of capital accumulation,
answered.*! Can accumulation proceed limitlessly, without the reproduction
process, i.e. from the capitalist point of view the valorisation process, faltering?

41 It is truly astonishing that Oppenheimer, otherwise such a sharp thinker, entirely over-
looks the powerful methodological significance of Marx’s schemas and wonders whether
Engels ‘really did a service to the great thinker’ when he published these ‘most painstaking
efforts of private reflection’ The whole division of the annual product into its component
parts ¢ + v + s, which Marx encapsulates in his tableau économique ‘was never anything
other than an auxiliary device for the deduction of surplus value. The deduction failed ...
‘It is truly time for this device [of Marx], together with its consequences, to disappear from
economic theory’ (Oppenheimer1928, pp. 310, 311). Marx did not need any ‘device’ in order
to ‘deduce’ surplus value, because the latter is a fact and, not since the days of scholasti-
cism, have facts required ‘proof’ Marx did not set out to prove the fact of surplus value with
the help of his methodological device but rather to present a precise calculation of vari-
ations in the magnitude of surplus value in the course of accumulation. Oppenheimer is
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Simply to say ‘yes) even regarding this as self-evident, when the question can
only be answered on the basis of an analysis, is to misunderstand the ques-
tion completely. So, at the Vienna meeting of the Verein fiir Sozialpolitik, for
example, Professor [Michael] Kroll stated, ‘If exchange of goods really were to
take place at equilibrium prices, i.e. prices at which supply and demand are in
equilibrium, there would be no cyclical fluctuations, since supply would match
demand and all products would be sold’#2 If enterprises’ profitability declines
or vanishes, for him it is clear that wages are ‘too high’,*3 even when they have
not changed. Why were they not too high previously? What does ‘too high’
mean when there is no theoretical ‘normal case’, such as that represented in the
reproduction schema, to serve as a basis for comparison? Where all elements
are variable, it is impossible to assess or to recognise the influence of any indi-
vidual factor. Shallow empiricism, which looks down on all theory, should be
mindful of [Charles] Darwin’s words: ‘without speculation there is no good and
original observation’#4 The causal relation between falling profitability and the
wage level, which Kroll asserts, cannot be assumed to be self-evident and must
be proved first. It is therefore a requirement of a scientific analysis to start from
the theoretical case in which wages are always constant over a period of accu-
mulation and to investigate whether, in such a case too, profits disappear in the
course of accumulation. If this actually occurs, then it would be a logically exact
proof that the collapse of profitability, crisis, has no causal connection with the
level of wages but is rather a function of capital accumulation. The assump-
tion of equilibrium, constant prices, is nothing other than the application of
the method of variation applied to the business cycle so that all other fluc-
tuations, induced by changes in price, the volume of credit etc., are excluded
from the analysis and so that the influence of a single factor only, the impact of
the accumulation of capital on changes in the magnitude of surplus value, can be
investigated.

That is, in fact, the premise of Marx’s analysis of crises. ‘The general condi-
tions of crises, in so far as they are independent of price fluctuations ... must be
explicable from the general conditions of capitalist production.*3

hopelessly confused on this point. Consequently, it is not too surprising that lack of clarity
about the tasks and method of Marx’s research necessarily led Oppenheimer to misunder-
stand its results as well, as will be demonstrated.

42 Kroll 1926, p. 216. [Grossman’s emphasis. |

43  Kroll1926, p. 214.

44  [Darwin 1898, p. 465.]

45  Marx 1989c, p. 145. [Grossman emphasised ‘independent of’. Marx emphasised ‘general
conditions’ and ‘price fluctuations’] It is amusing to see Hilferding putting so much effort
into explaining the turn from boom to crisis in terms of accidental increases in com-
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According to Marx, crises can result from changes in prices. As such, they
do not interest him; they are special crises. Marx takes ‘capital in general’ as
the object of his analysis, i.e. he is only interested in those crises that neces-
sarily arise from the nature of capital as such, from the essence of capit-
alist production, ‘which are peculiar to it as capital’*® This essence is only
apparent, however, if we disregard competition, that is through ‘the examin-
ation of capital in general, in which prices of commodities are assumed to
be identical with the values of the commodities’*” The identity of value and
price is only possible if the apparatus of production is in a state of equilib-
rium. Marx proceeds from an assumption of this sort. The same holds for credit.
Credit crises are possible and do occur. But the question is: are crises neces-
sarily connected with credit? On methodological grounds, credit is initially
excluded, to examine whether crises still occur. Marx writes: ‘In investigat-
ing why the general possibility of crisis becomes a reality, in investigating the
conditions of crisis, it is therefore quite superfluous to concern oneself with

modity prices and wages, which lead to a fall in the rate of profit. With prosperity there
is an increase in the demand for labour power whose price rises. There is a gradual
rise in interest rates above their normal level, which also entails a reduction in busi-
ness profits. At the peak of prosperity, a shortage of labour power can occur, regardless
of wage struggles. Too intensive use of constant capital, e.g. from too great an expan-
sion of the time during which machinery operates, the employment of unskilled workers,
all this can also lead to disruptions and therefore to reduction of the profit rate, until
‘finally’ the crisis appears ‘[a]t the moment when the tendencies toward a falling rate of
profit, described above, prevail over the tendencies which have brought about increases
in prices and profits’ (Hilferding 1981, p. 261). Hilferding polemicises against the ‘bar-
baric confusion’ of the economists who attempt to explain business cycle phenomena
in terms of changes in the rate of interest (Hilferding 1981, pp. 285-6). But that con-
ception strikes him as barbaric not because changes in the rate of interest are adduced
as the basis of explanation but because there are ‘still other’ price changes that con-
tribute to bringing about the crisis. The neo-harmonists glorify the equilibrium schema
not because it is an excellent methodological instrument for analysis but because, con-
fusing the method of investigation with the phenomena that have to be investigated,
they think they can derive capitalism’s tendency to equilibrium from the equilibrium
schema. They simply throw this schema into the waste paper basket, however, as soon
as they prove themselves incapable of explaining the real phenomena of crises with
its help and at that point import a deus ex machina [arbitrary contrivance] from out-
side, a series of contingent circumstances, price changes, etc., which are supposed to
explain the occurrence of crises. Theorists like Hilferding have no clue that all precise
research has to start with analysis under constant prices and ‘normal’ relations, and that
the upswing as well as the crisis have to be explained independently of all changes in
prices.
46 Marx 1989c, p. 143.
47  Marx1989c, p. 145. [Grossman emphasised prices’.]
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the forms of crisis which arise out of the development of money as means of
payment [credit]. This is precisely why economists like to suggest that this obvi-
ous form is the cause of crises.*®

If we have shown that even in a such a state of equilibrium, without changes
in prices and without credit, the business cycle or, as Marx puts it for the sake
of brevity, ‘crises™? are not only possible but necessarily occur then that proves
that crises are not necessarily connected with changes in prices and credit.
‘That is to say, crises are possible without credit.>°

Bourgeois economics tries to explain the movement of market prices in
terms of the decisive factor of competition, i.e. the changing relationship
between supply and demand. Why, however, does competition exist? Is it
necessary under capitalism? These questions are not posed. Competition be-
comes a qualitas occulta,> which is simply accepted and acquiesced to, without
exploring its causes. ‘There is only competition in industry’, Sternberg believes,
‘because the law of increasing returns applies there and individual industrial-
ists strive to seize markets from each other by cheapening their commodities.’>?
Why must they ‘seize’ markets from each other? Why are there no outlets for
the increasing returns in industry? None of this is logically necessary or self-
evident. To assume this is to assume from the very start what has to be proved
by the analysis! And all other phenomena are to be ‘explained’ by such an unre-
searched, mystical because uncomprehended power. ‘It [competition] compels
industrialists to accumulate capital), Sternberg goes on to state. Marx’s aph-
orism is thus fully applicable to Sternberg: ‘Competition, in other words, is

48  Marx 1989c, p. 145. [Grossman emphasised ‘form’. Marx also emphasised ‘possibility of
crisis) ‘reality’, ‘forms), ‘conditions’, ‘means of payment’ and ‘obvious’.]

49  Ithasbecome commonplace in bourgeois economics to identify Juglar (1862) as the first to
research business cycles. Schumpeter asserts, for example, that ‘the wave like fluctuation
in business and not the crisis itself appears to be the fundamental thing’ is a perspective
which stems from Juglar (Schumpeter 1949, pp. 214, 223). Does Schumpeter really mean
to suggest that a perspective is novel if it talks about a wave motion instead of a cycle
or a circuit? In his polemic against Proudhon in 1847, Marx already wrote: if it is a mat-
ter of the deduction of general laws in the analysis of capitalism, ‘We must always take
the average of from six to seven years, a period during which modern industry passes
through the successive phases of prosperity, overproduction, crisis, thus completing the
inevitable cycle’. And a few pages later he refers to ‘the cycle), ‘within a given time which
recurs periodically’, ‘pass[es] through the successive phases of prosperity, overproduction,
stagnation, and crisis’ (Marx 1976¢, pp. 458, 462). [ Grossman’s emphasis. Editor’s interpol-
ation.]

50  Marx1989c, p. 144. [Grossman’s emphasis. |

51  [‘Qualitas occulta’ means ‘hidden force’]

52 Sternbergig7i, p.15.
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burdened with explaining all the economists’ irrationalities, whereas it is sup-
posed to be the economists who explain competition.>3

But ‘a scientific analysis of competition is possible only if we can grasp the
inner nature of capital, just as the apparent motions of the heavenly bodies
are intelligible only to someone who is acquainted with their real motions,
which are not perceptible to the senses’>* ‘It is one of the tasks of science to
reduce the visible and merely apparent movement to the actual inner move-
ment.% But how can the ‘inner nature’ of capital be grasped? Marx’s answer is
that, since each ‘commodity owner [tries] to sell his commodity as dear as pos-
sible ... the inner law operates only by way of their competition ... which is how
divergences are mutually counterbalanced’5® In empirical reality the inner law
of capitalism enforces itself through the mutual cancellation of deviations of
supply and demand, which means nothing other than that the mechanism can
remain in equilibrium only through this counterbalancing. ‘The real inner laws
of capitalist production clearly cannot be explained in terms of the interaction
of demand and supply.5? The inner law only emerges in the state of equilib-
rium. ‘If supply and demand coincide ... [the] price of the commodity is then
governed by the inner laws of capitalist production, independent of competi-
tion’58 The law which ‘governs competition’ has to be discovered.>® The ‘inner
law’ only enforces itself in empirical reality through the constant deviation of
prices from values. To gain a theoretical understanding of the law of value,
its notional realisation must be assumed, i.e. all deviations from it must be
abstracted away. This does not mean that competition is ignored; rather, it is
grasped in a latent state, that is to say in the special case where its scales are
in equilibrium, where supply and demand balance each other exactly. Only
in this ‘normal case’ do the ‘inner laws’ of capitalism assert themselves, i.e.
all economic categories — value, wages, profit, ground rent, interest — appear
in their ‘pure’ ‘normal’ forms, as ‘independent categories’ that correspond to
their ‘concept’.6® These categories and the laws that govern them can only be
understood ‘assuming the capitalist mode of production in its normal condi-

53  Marx198s, p. 1005. [Grossman’s emphasis. |

54  Marx1976b, p. 433. [Grossman’s emphasis. ]

55  Marx 198y, p. 428. [Grossman’s emphasis. |

56  Marx 198y, p. 1020. [Grossman’s emphasis. |

57 Marx 1981, p. 291.

58  Marx 1981, p. 477. [Grossman’s emphasis. |

59  Marx198i, p.1004.

60  [The Hegelian term ‘concept’ (‘Begriff’), sometimes translated as ‘notion’, means the truth
of a thing expressed in its emergence and development.]
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tion’8! ‘This is precisely the normal situation that is under analysis here.52 This is
the starting point of Marx’s analysis. He writes, ‘Let us finally assume that the
value component of the commodity product that is formed in each sphere of
production by adding a new quantum of labour, i.e. a newly produced value
... breaks down always in the same proportions into wages, profit and rent, so
that the wages actually paid, the profit actually realised and the actual rent
always coincide directly with the value of the labour power, with the portion
of the total surplus value accruing to each independently functioning portion
of the total capital by virtue of the average rate of profit and with the limits to
which ground rent is normally confined on this basis. Let us assume in other
words that the distribution of the social value product and the regulation of
production prices takes place on the capitalist basis, but in the absence of com-
petition.63

This is the fundamental assumption that underpins both Marx’s analysis of
capitalism in general and of capital accumulation in particular. Only on this
methodological basis is it possible to ask: what is the effect of capital accumula-
tion on the process of reproduction? Can the equilibrium which is presupposed
be sustained in the long run or do new moments, which disrupt equilibrium,
emerge in the course of accumulation? If the latter occurs then this proves
that disruptions in the course of process of reproduction and accumulation
are independent of all changes in values (prices), whether of money or of com-
modities, and therefore require a different explanation.

3 The Equilibrium Theory of the Neo-Harmonists. Otto Bauer’s
Reproduction Schema

In approaching the problem posed above, I want to refrain from construct-
ing any schemas of my own and demonstrate the true state of affairs using
Otto Bauer’s reproduction schema (see Table 1).64 Mathematicians will find
the information required in the formulae below. In chapter 1 we saw the neo-
harmonists Hilferding, Bauer and others, drawing on Tugan-Baranovsky to
freshen up Say’s old theory of proportionality, in order to prove that capitalism
contains unlimited possibilities of development. Hilferding had already used

61 Marx 198y, p. 882. [Grossman’s emphasis. |

62  Marx198i, p. 8go.

63  Marx 1981, p. 1009. [Grossman’s emphasis.|

64  [Rather than reproducing some erroneous figures originally provided by Bauer and Gross-
man, those in this table, the subsequent table derived from it and the following paragraphs
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the reproduction schemas for this purpose, even though they were not fit to
illustrate his argument convincingly.

There is no doubt that the reproduction schema constructed by Bauer, in
response to Luxemburg's theory, represents a decisive advance over all similar,
previous attempts.55 Kautsky showers effusive praise on him, when he states
that Bauer ‘provided the most significant critique’ of Luxemburg’s theory, refer-
ring to Bauer's reproduction schema, just mentioned.6¢

TABLE 1 Bauer’s reproduction schema
Year Department c v k a, a, AV k/s% (a.+a,)/s % s/(c+v) %
1 I 120,000 50,000 37,500 10,000 2,500 220,000 75.00 25.00

11 80,000 50,000 37,500 10,000 2,500 180,000 75.00 25.00

I+11 200,000 100,000 75,000 20,000 5,000 400,000 75.00 25.00 33.33
2 I 134,667 53,667 39,739 11,342 2,586 242,000 74.05 25.95

11 85,333 51,333 38,011 10,658 2,664 188,000 74.05 25.95

I+11 220,000 105,000 77,750 22,000 5,250 430,000 74.05 25.95 32.31
3 I 151,133 57,533 42,028 12,834 2,671 266,200 73.05 26.95

11 90,867 52,717 38,509 11,366 2,841 196,300 73.05 26.95

I+11 242,000 110,250 80,538 24,200 5,513 462,500 73.05 26.95 31.30
4 I 169,597 61,612 44,363 14,492 2,756 292,820 72.00 28.00

11 96,603 54,151 38,991 12,128 3,032 204,905 72.00 28.00

I+11 266,200 115,763 83,354 26,620 5,788 497,725 72.00 28.00 30.31
[where

¢ = constant capital

v = variable capital

k = capitalists’ consumption

a, = surplus value accumulated as constant capital

a, = surplus value accumulated as variable capital

AV =value of annual production

s =surplus value =k + a, + a,

k/s = capitalists’ consumption as a proportion of surplus value
(a. + a,)/s = accumulated capital as a proportion of surplus value
s/(c+v) = rate of profit]

Bauer succeeded in constructing a reproduction schema which, apart from a
few mistakes of no concern to us here,5” meets all the formal requirements

were calculated in a spreadsheet, using formulae which seem to be those that Bauer and
he used. They also confirm Grossman’s conclusions. See the Appendix for Bauer’s original
table.]

65  [Bauer 2012b.]

66  Kautsky 1927, p. 547.

67  Bauer always assumes a constant rate of surplus value, despite the assumption of a pro-
gressively higher organic composition of the functioning capital. The other errors in
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which could be imposed on such a schematic model and exhibits none of the

defects that Luxemburg accused Marx’s schemas of having:

1. Ittakesaccountof incessant technological advances, i.e. the development
of the productive forces and exhibits an ever higher organic composi-
tion of capital.® Consequently, what Luxemburg calls the ‘cornerstone
of Marx’s theory’ is preserved.

Bauer’s analysis do not result from the construction of his schema as such but rather from
lack of clarity about the methodological tasks and presuppositions of such a schematic,
i.e. simplified representation of a complicated reality. This is precisely why the schema
itself and its usefulness in the analysis of capitalism under fictitious, simplifying assump-
tions must be distinguished from Otto Bauer’s false analysis, which confuses the fictitious
course of capital accumulation in the schema with the course of capital accumulation in
reality. Luxemburg’s opinion that Bauer’s theory of accumulation ‘for the Social Demo-
cratic movement is a scandal’ (Luxemburg 2015b, p. 435) can therefore be shared while
the significance of the reproduction schema is recognised.

68  Accumulation on the basis of a constantly higher organic composition of capital means
that from the surplus value s that is obtained every year the entrepreneurs, after deduct-
ing a definite part, &, for their personal consumption, deploy a progressively larger part
towards the formation of additional constant capital (a,) and a relatively smaller part
towards the formation of additional variable capital (a, ). Thus with the exception of price
rises which, however, are not a necessary symptom of an upswing, the schema exhibits
all the signs that Hahn describes as ‘essential features’ of the upturn: rising demand on
markets for goods, expansion of capital investment, an increase in the level of employ-
ment (Hahn 1928, pp. 156—7). That capital formation is only possible if the entrepreneur’s
‘savings’ are used for the two components mentioned, additional constant and additional
variable capital, should count as a widely recognised truth today, after Marx in Capital
exposed Adam Smith’s ‘stupid blunder’ that the whole newly formed capital goes into the
payment of workers’ wages and refuted it with the full incisiveness of his critique (Marx
1976b, p. 736; Marx 1978, p. 449). Spending all newly formed capital on workers’ wages
would mean that it was entirely consumed by workers in the form of means of consump-
tion, consequently that no accumulation, no investment in durable new facilities would
be possible! 150 years after the appearance of Adam Smith’s work, his ‘stupid blunder’
seems to have become fashionable again, without being subjected to criticism from any
quarter! So Bendixen affirms that ‘liquid capital, stemming from savings and amassed in
the banks, and placed at the disposal of entrepreneurs is consumed by them and their
workers, thus that the whole revenue devoted to capital formation is spent on workers’
wages! (Bendixen 1912, p. 163). And, most recently, Sombart, with the patent malice that is
peculiar to him, pounces on ‘Marx’s monstrous reproduction theory’ which dares to assert
that the (additional) capital applied in the course of the year has to be expended not just
on wages but also on means of production, such as machinery, raw materials, etc. That
is an ‘error. Sombart writes, ‘The whole capital that is freshly applied in the course of a year
goes into wages for workers’ (Sombart 1927, 1, pp. 475—6). After all the wages have been con-
sumed from one year to the next it remains an unexplained mystery how the amassing of
capital, accumulation, is possible at all. But what Marx said about the practical use made
of Smith’s blunder by his successors is equally true of the position taken by Bendixen and
Sombart: ‘it goes without saying that political economy has not failed to exploit, in the
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2. Bauer’s model also avoids Luxemburg’s objection to Marx’s schema that
‘There is no visible rule to this accumulation and consumption’.6° There
is no arbitrariness here; there are definite rules that accumulation has to
comply with: constant capital grows twice as fast as variable capital, the
former by 10 per cent a year, the latter by only five per cent.

3. Although the capitalists increase their consumption in absolute terms,
given the growth in productivity and the growing mass of surplus value, a
progressively greater portion of the surplus value can be devoted to accu-
mulation.

4.  Furthermore, Bauer’s schema preserves completely even accumulation
in both of its departments, as required by Luxemburg. While, in Marx’s
schema, department I always accumulates half its surplus value, as
opposed to accumulation in department 11 which is determined by no
visible rule and is erratic, in Bauer’s schema both departments annually
devote the same percentage of surplus value to accumulation.

In year 1, 25.00 per cent is capitalised, 75.00 per cent consumed.
In year 2, 25.95 per cent is capitalised, 74.05 per cent consumed.
In year 3, 26.95 per cent is capitalised, 73.05 per cent consumed.
In year 4, 28.00 per cent is capitalised, 72.00 per cent consumed.”

5.  Finally, the rate of profit actually falls in Bauer’s schema, in accordance
with Marx’s law of the tendential fall in the rate of profit, as a consequence
of the rising organic composition of capital, and in year1is 33.33 per cent,
in year 2 32.31 per cent, in year 3 31.30 per cent, in year 4 30.31 per cent etc.

It is no wonder Luxemburg prudently preferred to explain that ‘I will not of

course go extensively into the calculations carried out in Bauer’s “Tables”. The

centrepiece of his position, and of his critique of my book, is a theory that
population growth is the basis for accumulation — a theory that he opposes to
my view and that, by itself, has nothing to do with any schematic quantitative
presentations.™

In fact, the harmonist theory of population on which Bauer bases his schema
of the accumulation process is a ruthless and obvious abandonment of Marx’s
theory of population, completely incompatible with the fundamental theor-
ies of Marxism. Luxemburg’s devastating critique of it is fully justified. But in

interests of the capitalist class, Adam Smith’s doctrine that the whole of that part of the
net product which is transformed into capital is consumed by the working class’ (Marx
1976b, p. 738).

69  Luxemburg 20154, p. 8.

70  Luxemburg 20154, p. 80. [Grossman points out on page 235 et seq. that it is not crucial
for the coherence of such a schema that, in each year, the rate of accumulation in both
departments is the same. ]

71 Luxemburg 2015b, p. 387. [Grossman’s emphasis. |
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and of itself, Bauer’s reproduction schema has ‘nothing to do’ with his theory
of population, there is no necessary connection between them. Disentangled
from his theory of population, Bauer’s reproduction schema was all the more
suitable to serve as the illustrative starting point in the examination of the
accumulation process and it was, in any case, appropriate to engage in a more
detailed critical appraisal of this schema.”?

4 The Conditions and Tasks of the Analysis Using the Schema

Hence, the following examination is entirely based on Bauer’s assumptions, for
a fruitful, immanent critique is only possible when opponents are refuted from
their own standpoint. From the standpoint of our problem, it is not there-
fore simply a matter of explaining periodic crises under capitalism, periodic
expansion and contraction, as well as their causes but of the question: what
are capital accumulation’s general developmental tendencies? Initially excluding
conjunctural disorders means assuming the best possible scenario for capital-
ist production from the outset of the analysis, namely that accumulation takes
place on the basis of a moving equilibrium, as expressed in Bauer’s schema.
Under these assumptions, Luxemburg’s criticism that ‘for Bauer ... the ques-
tion of markets and commodities ... does not exist at all’ even though ‘a dis-
proportion between production ... and the market’ ‘obviously result, in the
real world’,”2 loses all theoretical justification and significance. For Marx con-
sciously worked out the problem of accumulation and the whole analysis in the
first volume of Capital under the assumption that commodities sell at their val-
ues, which can only occur when supply exactly matches demand, that is when
they are in balanced equilibrium. For, according to Marx, the developmental
tendencies of capital accumulation should be examined under the conditions
most favourable for the existence of capitalism where, initially, disruptions
caused by disparities between supply and demand are consciously excluded.

72 The critique we make of Bauer’s schema starts from completely different perspectives:
it demonstrates, first, that his schema only reflects and can only reflect the value side of
the reproduction process, that it cannot describe the real process of accumulation in its
value and use value aspects. Secondly, Bauer’s mistake lies in conceiving of the schema
as an illustration of the actual processes under capitalism and forgets the simplifications
that are necessarily inherent in it. These serious shortcomings, however, do not reduce
the significance of Bauer’s schema, so long as the process of reproduction is initially con-
sidered from the value side alone and the analysis is consciously conducted under the
most favourable conditions for the existence of capitalism, that is under the assumption
of equilibrium between production and sales.

73 Luxemburg 2015b, p. 420. [Grossman’s emphasis. |
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The disruptions due to disparities between supply and demand belong to the
sphere of competition. They can only explain deviations from the ‘trend line’
of capitalism, that is from the fundamental line of its developmental tendency,
but never the trend line itself. That is what, according to Marx, the ‘illusion of
competition’ consists of and, precisely for that reason, he everywhere excludes
fluctuations in competition from his analysis when he examines general tend-
encies. Luxemburg is aware of this when she deals with the commodity labour
power? but entirely overlooks it in relation to other commodities, although in
both cases the same methodological principle underlies Marx’s analysis.

Once we have established the general developmental tendencies, it is easy to
explain the periodic deviations from the fundamental line of development and
thus periodic crises. So the Marxist theory of accumulation and breakdown, at
the same time, also has to be a theory of crises.

With Bauer, we assume a capitalist mechanism in which constant capital
amounts to 200,000 and variable capital to 100,000. The other assumptions are
that constant capital amounts to 120,000 in department 1 (means of produc-
tion) and 80,000 in department 11 (means of consumption); that the variable
capital, in contrast, is equally divided between the two spheres of production;
further that constant capital expands by 10 per cent a year and variable capital
only by 5 per cent, the rate of surplus value is 100 per cent and the rate of accu-
mulation in the two spheres of production does not change from year to year.”

Proceeding from these assumptions, Bauer has constructed a reproduction
schema which, in his opinion, manifests perfect equilibrium year after year —

74 In the first volume of Capital, Marx ‘explicitly assumes that the price of labour power, i.e.
the worker’s wage, remains equal to its real value; in other words, the demand for labour
power and its supply remain in equilibrium’, writes Luxemburg (Luxemburg 2015b). [Lux-
emburg only emphasised ‘equal’] In other words, however, this means that a state in which
no reserve army exists is assumed.

75  Bauer 2012b, p. 729. In empirical reality, goods are not exchanged between the spheres
of production, symbolically represented in the schema, at their values but at prices of
production. For the problem of the developmental tendency of capital accumulation in
our total, fictitious mechanism, the distinction between values and prices of production
loses all meaning. On the basis of Marx’s theory of value — which of course underlies the
whole reproduction schema — all prices of production have, in the end, to be traced back
to values, to the extent it is not a matter of individual spheres but of their totality. And the
sum total of prices of production cannot be greater than the sum of the values, originally
present and determined by socially necessary labour time. To the extent that the sum of
these prices of production is smaller, thus to the extent that devaluations occur, we will
subsequently consider their effects separately (see below, pp. 319 et seq.). [Bauer (2015b,
p- 727) also explains the allocation of additional investment, which involves a transfer of
accumulated surplus value from department 11 to department I, between the two depart-
ments of production. |
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that is, on an expanded scale — despite capital accumulating every year and
the absence of non-capitalist markets, in which the surplus value can be ‘real-
ised’. With this schema, Bauer believes he has established ‘an impeccable basis
for investigating the problem posed by Comrade Luxemburg’?6 He refutes her
theory of the need for non-capitalist countries for the realisation of surplus
value; surplus value can be realised completely under capitalism. The capit-
alist mechanism creates a market through capital accumulation itself, so long
as capital grows in proportion with the population, at a given level of labour
productivity. As for the question of whether there is any insuperable limit to
capital accumulation, Bauer’s discussion yields a negative answer. ‘However,
this equilibrium condition between accumulation and population growth can
be maintained only if the rate of accumulation grows sufficiently rapidly that,
despite the increasing organic composition of capital, variable capital increases
at the same rate as the population.

But can the rate of accumulation grow so rapidly in the long run? Bauer
never posed this decisively important question, even once! Bauer assumes that the
pivotal issue in the debate for the past century and the real thema probandi’®
is self-evident, as if the rapidity of the growth in the rate of accumulation
depends solely on the will of the capitalists! If the rate of accumulation grows
in step with population, capitalism can develop its productive forces, there-
fore its apparatus of production too, without limit. It follows that capitalism
will not collapse because unfettered accumulation is an objective economic
impossibility but will be overthrown by the political struggle of the worker
masses more and more schooled for socialism by political and trade union
experience.

Thus, if the stated proportion is maintained, there is no objective limit to,
no economic endpoint of capitalism, at which the breakdown of the capitalist
mode of production would be inevitable. Only through petty daily, educational
activity can the masses be educated to socialism; it can only be a product of
their conscious will.

Tugan-Baranovsky already warned that such a conception signifies the aban-
donment of the materialist conception of history. If it was possible for cap-
italism to maintain equilibrium, if it was possible for capitalism to develop
the productive forces without limit, then important psychological factors that
generate dissatisfaction in the working class would be absent. If hope for

76 Bauer 2012b, p. 729.
77  Bauer 2012b, p. 737. [Grossman’s emphasis. |
78  [‘Thema probandi’ means ‘problem to be solved’]
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the downfall of capitalism depends solely on the political struggle of masses,
educated to socialism, then ‘the centre of gravity of the whole argument is dis-
placed from the realm of economics into that of consciousness’”

Luxemburg wrote in similar terms 12 years later: ‘If we ... assume ... the eco-
nomic infinity of capitalist accumulation, then the vital foundation on which
socialism rests will disappear. We then take refuge in the fog of pre-Marxist sys-
tems and schools, which attempted to deduce socialism solely on the basis of
the injustices and evils of today’s world and the revolutionary determination of
the working classes.’8° The tremendous methodological significance of Bauer’s
reproduction schema will, therefore, be grasped once it has allowed us to shed
more light on the problem that concerns us here.

5 Why Were the Classical Economists Disquieted by the Fall in the
Rate of Profit despite Growth in the Mass of Profit?

So we have constant capital growing at 10 per cent a year, which expresses tech-
nological progress, twice as fast as the annual increase in population of five per
cent growth in variable capital. The part of surplus value reserved for the indi-
vidual consumption of the capitalists (k) represents a relatively ever smaller
percentage of surplus value, falling from 75 per cent in year 1 to 72.02 per cent
in year 4, but it grows in absolute terms even though accumulation increases
from year to year, establishing the capitalists’ aims and motives in expanding
production.

Are not Otto Bauer’s harmonist conclusions confirmed by his table above?
For it could be said, on the basis of Bauer’s schema, that the fall in the rate of
profit is of no concern, since the absolute mass of profit can and does grow des-
pite the fall in the rate of profit, as soon as ‘growth in the total capital ... takes
place more rapidly than the fall in the rate of profit’8! ‘The same development
in the social productivity of labour is expressed, with the advance of the cap-
italist mode of production, on the one hand in a progressive tendency for the
rate of profit to fall and on the other in a constant growth in the absolute mass
of surplus value or profit appropriated.82 ‘The number of workers employed by
capital ... hence the mass of surplus value it produces, and the absolute mass of

79  Tugan-Baranowsky 1904, p. 274.

80  Luxemburg 2015b, p. 376.

81  Marx 1981, p. 330. [Grossman’s emphasis. |
82  Marx 198y, p. 329. [Grossman’s emphasis. |
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profit it produces, can therefore grow, and progressively so, despite the progress-
ive fall in the rate of profit. This not only can but must be the case ... on the
basis of capitalist production.’83

If this is so, however, the question arises: why should capitalists be so wor-
ried when the rate of profit falls, expressed in an ever-diminishing fraction, if
the absolute mass of their profit grows? To ensure that it grows, all they need
is to accumulate assiduously and to do so more rapidly than the fall in the rate
of profit. To accumulate and to accumulate more and more therefore appears
here to be the solution that saves the situation, ensuring receipt of an ever-
increasing mass of profit!

Why then was classical economics dominated by disquiet, ‘horror at the fall-
ing rate of profit'?8* Why, in Ricardo’s view, is this law the ‘bourgeois “twilight
of the gods” — the ‘day of judgement'?8> Why the ‘dread of this pernicious
tendency ... among Ricardo’s disciples’?86¢ Why does Marx refer to ‘the great
importance that this law has for capitalist production’?8” Why does he write
that ‘the law of the falling rate of profit ... hangs ominously over bourgeois pro-
duction’,®® while the vulgar economists invoke the growth in the absolute mass
of profit as ‘a kind of consolation’ for the falling rate of profit?8® We find no
answer to any of these questions in the existing Marxist literature. Where does
the importance of the law of the falling rate of profit lie? Is it really a threat to
the capitalist mode of production?

Otto Bauer's reproduction schema appears to prove the opposite. For, in this
schema, not only does the part of surplus value allocated to accumulation (a,
+ a,) grow, from 25,000 in year 1 to 32,408 in year 4 (see Table 1 on page 123),
but the share allocated to the consumption of the capitalist class (k) also grows,
from 75,000 in year1 to the height of 83,354 in year 4. In this way, the actual aim
of the capitalist mode of production — the hunt for surplus value — is accom-
plished. True, this part does fall from 75 per cent in year 1 to 72.00 per cent in
year 4. But this decline is of no concern to the entrepreneur so long as both
the accumulation fund as well as the fund for the capitalists’ consumption rise
absolutely because the total capital grows faster than the rate of profit falls.
In percentage terms, it [the rate of profit] approaches zero as a mathematical

83  Marx 1981, p. 324. [Marx only emphasised ‘must’ and both instance of ‘can’.]
84  Marx198i, p. 350.

85  Marx1989c, p. 172.

86  Marx1989c, p. 169.

87  Marx198s, p. 319.

88  Marx1989c, p. 169. [Marx emphasised ‘law of the falling rate of profit’.]

89 Marx 1981, p. 330.
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limit, without ever being able to reach it. But this formulation, this way of cal-
culating profit, does not prevent its absolute increase, when the total capital
grows faster than the rate of profit falls.

And yet precisely by means of Bauer’s schema, we will demonstrate that
there is an economic limit to the accumulation of capital, that Bauer’s harmon-
ist conclusions about the possibility of unfettered expansion of capitalism are
banal fallacies.

6 The Views of the Classical Economists on the Future of Capitalism.
Ricardo and John Stuart Mill

The almost incredible blindness, it could be said, of Marx’s epigones to the
essence of Marx’s theory of breakdown, presented above, should be all the
more surprising because the theory did not emerge fully formed and all at once
but, according to Marx, represented only the final stage of a long development.
Marx linked his theory directly to those of the classical economists and took
over specific elements from them, even if in a sharply modified and deeper
form. At any rate, tracking the genesis of this theory will give us insight into
its essence and character. For both [Adam] Smith and Ricardo were pessim-
ists when it came to the future of capitalist society. Ricardo already came to
the conclusion that there must necessarily be a fa/l in profits due to the rising
costs of necessary means of subsistence. ‘The natural tendency of profits then
is to fall” As, however, profit is the sole basis for capital accumulation, it fol-
lows that ‘without [this] motive there could be no accumulation ... Their [the
farmer’s and manufacturer’s] motive for accumulation will diminish with every
diminution of profit, and will cease altogether when their profits are so low
as not to afford them an adequate compensation for their trouble and the risk
they must necessarily encounter in employing their capital productively. ‘Long,
indeed, before this period, the very low rate of profits will have arrested all accu-
mulation.%° Ricardo, however, discussed this tendency to breakdown merely
as a theoretical possibility, without reckoning with its immediate realisation,
as the tendency for profits to fall, caused by the rising cost of subsistence, is
constrained by ‘countertendencies’ ‘This tendency, this gravitation as it were
of profits, is happily checked at repeated intervals by the improvements in
machinery, connected with the production of necessaries, as well as by discov-

9o  Ricardo 1912, pp. 71, 73 and 71-2. [Grossman’s emphasis. The second interpolation is the
translator’s. |
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eries in the science of agriculture.®! But, on the other hand, Ricardo expressed a
certain disquiet in relation to the more distant future of capitalism and foresaw
a time when the tendency in question could become disastrous for its contin-
ued existence. ‘If our progress should become more slow; if we should attain
the stationary state, from which I trust we are yet far distant, then will the per-
nicious nature of these laws become more manifest and alarming.92 Hence it
is precisely in Ricardo that we find, as Marx writes, ‘horror at the falling rate of
profit’; hence, in his view it is ‘the bourgeois twilight of the gods.

Ricardo’s theory of breakdown derives from the insufficient valorisation of
capital at fairly advanced stages of capital accumulation. The actual phe-
nomenon, the tendency for the rate of profit to fall, was identified correctly by
Ricardo but his explanation was the natural law of the declining productivity
of the soil. Marx only had to develop the theory further and revise it critically
by replacing the natural law with a social one, arising from the specific nature
of the capitalist mode of production.

The theory of breakdown already acquired a more mature form in John Stu-
art Mill’s work,? i.e. the theory that ‘the progress of [capitalist] society must
“end in shallows and in miseries”’.%* However, it appears in Mill beset by the
distortions of a false theory of wages (the wage fund theory), a false theory
of ground rent, an erroneous conception that fixed capital has no influence
over the level of the rate of the profit% and finally by lack of clarity about
the decisively important role of profit for the existence of the capitalist mode
of production. All this obscures the genuine significance and implications of
breakdown theory for capitalism.

John Stuart Mill asks, ‘Towards what ultimate point is society tending by
its industrial progress?’96 His answer is that capital — assuming an isolated
economy — has a tendency to decline to a definite minimum [rate of profit]
required for capital accumulation. {WJhen once it is reached, no further
increase of capital can for the present take place’ and the capitalist economy
will have ‘attained ... the stationary state'9” The difference between Mill’s con-
ception and that of Ricardo and his disciples is that the latter saw in this
tendency what Marx calls the ‘bourgeois twilight of the gods’, ‘the day of judge-

91  Ricardo 1912, p. 71.

92  Ricardo 1912, p. 63.

93  Mill189o pp. 48491

94  Mill189o, p. 495.

95  Mill189o, pp. 486, 492—-3.

96  Mill189o, p. 494. [Grossman’s emphasis. |
97  Mill189o, p. 485. [Grossman’s emphasis.]
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ment’, while Mill accepts it with a Stoic sense of calm and equanimity. ‘I cannot,
therefore, regard the stationary state of capital and wealth with the unaffected
aversion so generally manifested towards it by political economists of the old
school’98 From the standpoint of his petty-bourgeois reformism, he wants to
alleviate capital’s disquiet with the remark that ‘a stationary condition of cap-
ital ... implies no stationary state of human improvement’,®® on the contrary
it makes possible a state of society in which ‘no one is poor, no one desires
to be richer’190 In his utopianism, thoroughly at odds with reality, Mill seems
to have forgotten that the accumulation of capital is an essential condition of
capitalist production, that capitalists have not the slightest interest in human
improvements) but are interested solely in the level of profitability. In this
respect Ricardo and his school showed a more correct understanding of capit-
alism’s conditions of existence than Mill.

If these obviously essential points are disregarded, it must be conceded that
Mill had a much greater insight into the breakdown tendency and its causes
and also into many of the counteracting moments which weaken it. Under the
preliminary assumption of unchanging technology, he developed his ‘funda-
mental proposition’ that ‘it would require but a short time to reduce profits
to the minimum, if capital continued to increase at its present rate, and no
circumstances having a tendency to raise the rate of profit occurred in the
meantime. The expansion of capital would soon reach its ultimate boundary'.
Under such circumstances, ‘there would be great difficulty in finding remuner-
ative employment every year for so much new capital, and ‘that there would
be what used to be termed a general glut'!9! ‘The difficulty would not consist
in any want of a market With a proportional distribution of the total cap-
ital across individual branches of industry, they would provide markets for
each other. The problem would be finding new opportunities for the invest-
ment of this capital ‘without submitting to a rapid reduction of the rate of
profit’102

For if a constant population is assumed from the start, wages would have to
rise due to the growth of capital seeking investment opportunities, while ‘There
being no more labour than before, and no improvements to render the labour
more efficient, there would not be any increase of the produce’. Under such

98  Mill189o, p. 496. [Grossman’s emphasis. ]
99  Mill189o, p. 498.
100 Mill189o, p. 496.
101 Mill 1890, p. 485. [Grossman’s emphasis. |
102 Mill 1890, p. 486. [Grossman’s emphasis. |
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circumstances, further growth with the ‘same gross return’ would make no
sense.103

But even in the case of an expanding population, ‘An augmentation of cap-
ital, much more rapid than that of population, must [likewise] soon reach its
extreme limit, unless accompanied by increased efficiency of labour (through
inventions and discoveries, or improved mental and physical education).104

Of course, this ‘extreme limit’ is only that under the assumptions made
above and can be delayed or extended somewhat if there are ‘counteracting
circumstances’1%5 Mill enumerates the circumstances that counteract abso-
lute overaccumulation: 1) worsening conditions for workers; 2) devaluation or
destruction of capital; 3) improvements in production technology; 4) foreign
trade, to the extent that it delivers the elements of production, raw materials
and means of subsistence less expensively; finally 5) export of capital to the
colonies or to foreign countries.'°¢ We will examine these circumstances later
in more detail.

Whoever compares the relevant points in the third volume of Capital, which
deal with the tendential fall in the rate of profit and insufficient valorisation
as a consequence of the overaccumulation of capital, with Mill’'s breakdown
theory, described here, will immediately realise that Marx’s theory of break-
down set out from Mill’s. Nor can there, consequently, be any doubt!%? that

103 Mill189o, p. 486.
104 Mill 1890, p. 486. [Grossman’s emphasis. |
105 Mill 1890, p. 487.
106  Mill 1890, pp. 487—90.
107 Yet in Luxemburg one finds not one syllable about this theory of breakdown in Marx’s
work. When one of her critics in the Dresdner Volkszeitung [possibly Anonymous 1913,
although the author’s point is that made by Luxemburg and accepted from her by Gross-
man] argued that ‘capitalism will eventually collapse “because of the falling rate of profit”’
(Luxemburg 2015b, p. 499), she made fun of him without noticing that in doing so she was
at the same time also abandoning Marx’s breakdown theory. She wrote:
One is not too sure exactly how the dear man envisages this — whether the capital-
ist class will at a certain point commit suicide in despair at the low rate of profit, or
whether it will somehow declare that business is so bad that it is simply not worth
the trouble, whereupon it will hand the key over to the proletariat? However that may
be, this comfort is unfortunately dispelled by a single sentence of Marx, namely the
statement that for ‘big capitals, the mass of profit outweighs the rate’. Thus there is
still some time to pass before capitalism collapses because of the falling rate of profit,
roughly until the sun burns out. (Luxemburg 2015b, p. 499) [The seriously mistrans-
lated quotation from Marx has been replaced with the accurate translation in Marx
1981, p. 368.]

It is scarcely possible to find a better example of the complete collapse of Marxist think-

ing than these words. And it is precisely about these words of Luxemburg that Bukharin
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Marx provided deeper foundations for Mill's theory and made it consistent with
his own law of value. In its external organisation it already displays the same
logical construction one finds in Ricardo and Mill. Marx, too, deals with the
problem in two stages, first the tendency towards breakdown then the counter-
acting tendencies, and refers to the fact that the process of capital accumula-
tion ‘would entail the rapid breakdown of capitalist production, if counteracting
tendencies were not constantly at work alongside this centripetal force, in the
direction of decentralisation’1°8 Marx actually mentions all the ‘counter tend-
encies’ adduced by Mill, although he adds others and to an extent formulates
them theoretically in different ways (e.g. the function of international trade,
where Mill, in contrast to Marx, follows Ricardo).

7 Marx’s Theory of Accumulation and Breakdown

In discussing the developmental tendencies of a system, in this case the tend-
ency of accumulation to adjust to the growth of population, as Otto Bauer does,
it is not enough to look at one year or similarly short periods of time. As every
statistician knows, the development of the system has to be observed over a
longer period. Bauer did not do this. He confined his calculations to a mere
four cycles of production. This is the source of the errors in his study.!%° For the
problem is whether accumulation under the conditions postulated by Bauer is
possible in the long run. If Bauer had followed through the development of the
reproduction process over a sufficiently long period, he would have immedi-
ately found that his system necessarily breaks down.

If the constant capital expands by 10 per cent every year then it grows to
292,820, 322,102, and 354,312 in years 5, 6, and 7, respectively, etc. In year 10
it grows to 471,590, in year 15 to 759,500, in year 19 to 1,111,983 (see Table 2
below).110

writes: ‘Without doubt, all that is essentially correct’ (Bukharin 1972, p. 262). We will see
later how things stand with the ‘correctness’ of this conception.

108 Marx 1981, p. 355. [Grossman’s emphasis. |

109 The same is true of Tugan-Baranovsky, who only tracks the evolution of his schema over
three years and thinks that ‘it is unnecessary to go on with this analysis ... into the fourth,
fifth, and following years’ (Tugan-Baranovsky 2000, p. 71).

110 [Rather than the reproducing some erroneous figures originally provided by Grossman,
those in this table were calculated in a spreadsheet, using his formulae. They also confirm
Grossman'’s conclusions.]
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The part of surplus value to be accumulated as additional constant capital
(a.) grows at the same rate, thus it expands from 29,282 in year 5 to 111,198 in
year 19.111

By contrast, variable capital will grow by only five per cent in the fifth, sixth
and seventh years amounting to 121,551 in year 5, 127,628 in year 6, 134,010 in
year 7 etc. The additional variable capital (a, ) will likewise grow at five per cent.
Starting at 5,788 in year 4, it will expand to 6,078 in year 5, to 6,381 in year 6, to
6,700 in year 7 etc.

If we follow developments, under Bauer’s assumptions, over a further 3o
years, it is apparent that the part of surplus value earmarked for capitalists’
personal consumption (k), which amounts to 86,191 in the fifth year and grows
further over the following years, can only expand up to a definite peak. After
this it must necessarily decline, because it is swallowed up by the part of surplus
value required for capitalisation.

a The Failure of Valorisation Due to Overaccumulation

Despite the fall in the rate of profit, accumulation proceeds at an accelerated
tempo because the scope of accumulation develops not in relation to the level
of the rate of profit but in proportion to the weight of the already accumulated
capital,"? ‘since beyond certain limits a large capital with a lower rate of profit

111 Icall the magnitudes a, and q, the rate of accumulation of constant and variable capital,
respectively. In doing so, I emphasise the following, to avoid any misunderstanding: the
magnitudes mentioned here have a double nature. On the one hand, they are ratios, a rate,
to the extent that it is a matter of determining their size. This rate depends on the the size
of the already accumulated social capital and in our schema is assumed to be a constant
magnitude. It always amounts to 10 per cent in the case of ¢ and five per cent in the case
of v. For this reason, the magnitudes a, and q, are rates of accumulation. On the other
hand, a. and a, also express absolute magnitudes, a mass, namely the components of sur-
plus value s whose absolute amount changes (grows) from year to year and is accumulated
every year. The rate of accumulation is thus simultaneously an index of a changing mass
of accumulation and precisely this circumstance is of decisive importance for our invest-
igation.

112 Marx 1981, p. 359. Marx’s system is really not understood at all if it is proposed, as Boudin
does, that the fall in the rate of profit ‘naturally tends to retard the progress of the process
of accumulation, and works in the nature of an automatic brake ... checking the tempo
of its growth’ (Boudin 1907, p. 160). [ Grossman’s emphasis, apart from ‘tempo’.] And it is
precisely with reference to this work that Kautsky states, in its preface, that it ‘develops
the salient points of Marx’s system’ (Kautsky 1909c, p. vii). We have shown that it is not
only not ‘natural’ that accumulation is slowed down by the fall in the rate of profit but, on
the contrary, its growth can accelerate. What is more, Marx explicitly refers to ‘an acceler-
ated accumulation of capital’ that occurs as the forces of production develop (Marx 1981,
p- 331). [Grossman’s emphasis.] He writes about ‘capitalist production [advancing], and
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accumulates more quickly than a small capital with a higher rate of profit'!3 In
fact, we see that after 10 years the initial capital of 300,000 expands to 681,638
[in year 11], i.e. by 227 per cent, despite a continuous fall in the rate of profit,
which declines from 33.3 per cent in the first year to 24.8 per cent in the tenth. In
the second decade the rate of expansion of capital amounted to 236 per cent,
from 681,638 to 1,610,830 in the 21st year, although the rate of profit fell even
further, from 24.75 to 16.5 per cent in that year. Finally, during the third dec-
ade, when the rate of profit was even lower (falling from 16.5 per cent to 1.0
per cent), capital accumulation proceeded even faster, increasing by 243 per
cent, from 1,610,830 to 3,922,075 in the 31st year. So Otto Bauer’s schema involves
accelerated accumulation, despite a declining rate of profit.

Indeed, the constant part of capital grows so rapidly that its share of annual
production rises from 50 per cent in year 1 to 82.3 per cent in year 34 and 82.9
per cent in the following year. Capitalist consumption (k) of 117,430 in the 19th
year, finally reaches its peak the next year, with a value of 117,742, and from the
21st on (the r point) falls not only relatively but absolutely. In the 25th year
it still amounts to 109,390, in the 30th only 73,771. Already in the 34th year it
reaches its lowest level, of 10,800, only to disappear entirely in the following,
35th year, consequently the system must break down. Let us take a closer look
at the relationships in the last two years of the system. The last ‘equilibrium
year’ would be the 34th [as shown in the next table, below].14

Already in the following, 35th year, the & part of surplus value disappears, i.e.
the capitalist class retains no means of subsistence for its own personal con-
sumption; a/l existing means of subsistence have to be devoted to the purposes
of accumulation. In spite of this there is a deficit of 11,885 a,. Department 11
can therefore only produce consumer goods worth 539,717, while, on Bauer’s
assumption of a five per cent growth in population, in the 36th year 551,602 v is
required, and that just for workers’ consumption, so that the capitalists, from
then on, have to live on air! The result is that Bauer’s assumptions cannot be

with it accelerated accamulation’ (Marx 1981, p. 347) [Grossman’s emphasis]; ‘A fall in the
rate of profit, and accelerated accumulation, are simply different expressions of the same
process’ (Marx 1981, p. 349). [Grossman’s emphasis. |

113 Marx 1981, p. 359. [Grossman’s emphasis.] This exact formulation of the process of accu-
mulation and its consequences, the presentation of its changing courses and tempos in
different phases of accumulation (initial and late phases), with a higher or lower rate of
profit, etc. would, it seems to me, be extremely difficult without the help of mathematical
devices. As Marx restricted himself to reporting the results of his investigations, it is jus-
tifiable to assume that Marx derived them mathematically. More rigorous research into
Marx’s mathematical manuscripts should, in my view, turn up the formula for breakdown
either as presented here or in some related form.

114 [See the Appendix for Grossman's original table.]
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Year Department c v k a, a, AV
34 I 4,327,608 390,963 8,439 378,907 3,617 5,109,534
11 317,423 109,356 2,361 85,596 21,399 536,135
I+I1 4,645,031 500,319 10,800 464,503 25,016 5,645,669
35 I 4,789,723 415,382 0 421,001 3,779 5,620,487
I1 319,811 109,953 o 89,952 22,488 539,716
I+11 5,109,534 525,335 0 510,953 14,381 6,160,204
26,267
(required)
11,885
(deficit)

sustained any further. The system breaks down; the emerging crisis of the sys-
tem expresses the breakdown of valorisation. From the 35th year on any further
accumulation of capital, under the conditions postulated, would be pointless.
The entrepreneurs would be engaging in the effort of managing a system of
production whose fruits accrue exclusively to the working class. Already in the
35th year, the expanded capital would start to yield an insufficiently large profit
to secure the £ component required for the entrepreneurs’ consumption. The
smaller capital of the 34th year (4,645,031 ¢ + 500,319 v = 5,145,350) still yielded
a k component of 10,800 destined for their personal consumption. The even
larger total capital of 5,634,869 in the 35th year (5,109,534 ¢ + 525,335 V) yields
no such share.

‘Overproduction of capital, Marx writes, ‘never means anything other than
overproduction of means of production — means of labour and means of subsist-
ence — that can function as capital, i.e. can be applied to exploiting labour at
a given level of exploitation; a given level, because a fall in the level of exploit-
ation below a certain point produces disruption and stagnation in the capitalist
production process, crisis, and the destruction of capital™5

If the state just described persisted, it would mean the disintegration of
the capitalist mechanism, its economic end. For the class of entrepreneurs,
accumulation would not only be pointless, it would be objectively impossible
because the overaccumulated capital would lie idle, could not function and
would yield no valorisation, no profits. There would be ‘a sharper and more

115 Marx 1981, p. 364. [Grossman’s emphasis. |
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sudden fall in the general rate of profit!'¢ which would lead to a sudden, sharp
devaluation of capital. This fall in the rate of profit during the stage of overaccu-
mulation is, however, quite different from the fall in the rate of profit during the
initial stage of capital accumulation. The fall in the rate of profit, as such, is a
permanent feature of the progress of accumulation in all its stages, although at
the initial stages of accumulation it is accompanied by a growing mass of profit
and growth in the consumption of the capitalist class (the & part, abstracting
for the moment from the parts of surplus value destined for accumulation, a,
and a,). ‘Beyond certain limits, as Marx writes, (we label this limit 7;; in the
example of our schema it occurs in the 21st year of accumulation)!'? the fall in
the rate of profit is accompanied by a fall in the part of surplus value destined
for capitalist consumption (k) and soon afterwards also of those parts destined
for accumulation. ‘The fall in the rate of profit would be accompanied this time
by an absolute decline in the mass of profit ... And the reduced mass of profit
would have to be calculated on an enlarged total capital 18

Marx’s theory of the economic cycle, described here, which identifies the
growing valorisation of social capital as the decisive cause of capital accumu-
lation in the upswing and deficient valorisation as the cause of the downturn
into crisis, has been fully confirmed by recent empirical research. Wesley Clair
Mitchell for the United States, Jean Lescure for France in the period 1874-1919,
and finally [ Josiah] Stamp for Great Britain in the period 1880-1914 have proved
that in periods of boom profits do in fact rise uninterruptedly, that conversely
every crisis is preceded by a decline in the level of profitability.!'® According to
Lescure, ‘The pursuit of profits forms the driving force of the whole organism’.
‘The priority of the decline in profits seems to us to be conclusively established
... It is the decline of expected anticipated profits that puts a stop to the estab-
lishment of new enterprises and thus unleashes the crisis by cutting back on
orders for means of production ...’ The hunt for profit, insufficient valorisa-
tion! One gets the impression of reading a chapter from Marx’s Capital. This
agreement with Marx is, however, only with regard to the facts, but not their
explanation. ‘Why is there a decline in anticipated profits?, asks Professor Les-
cure. ‘Since profit is the difference between prime cost and sales price, it is

116 Marx 1981, p. 359. [Grossman’s emphasis. |

117 [The limit Marx referred to did not relate to decline in the capitalists’ consumption fund.
Grossman quotes the phrase in its original context above, p. 138-139.]

118 Marx 1984, p. 360. [Grossman’s emphasis. Marx’s observation was made in the course of
a discussion which was not entirely coherent and included the possibility of a fall in the
rate of surplus value as wages were bidded up.]

119 See Mitchell 1927; Stamp 1918; Lescure 1910; Lescure 1928, p. 34.
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obvious why this margin must diminish.2° Lescure has no other explanation
of the decline in profitability than changes in the prices of commodities and
their costs of production. He overlooks the fact that profit is a relative mag-
nitude, that profitability depends on the size of the capital, that is, on the
relationship between the increase in profits and the increase in capital. As
has been demonstrated, overaccumulation, i.e. insufficient profitability, can
and indeed must emerge at a certain stage of accumulation, even when the
levels of prices and of costs of production are constant. It can also become
unprofitable to expand when the level of profits remains the same or even
when it rises. But, to understand these complicated circumstances, the simple
means of observing price movements are not sufficient. A more sophisticated
method of analysis is unavoidable; in employing it, the assumption that the
prices of all elements of costs are constant is crucial for accurate research.
Price changes in the elements of costs (means of production, wages, interest)
simply accompany and either encourage or constrain upswings and downturns
but do not generate them. As Lescure, already so close to the truth, paid atten-
tion solely to price changes in cost elements he became lost in secondary issues
and, thanks to his erroneous method, he barred the path to understanding that
the accumulation of capital is the true cause of periodic breakdowns in profit-

ability.

b The Formation of the Reserve Army of Labour and of Idle Capital as
a Consequence of Overaccumulation

Insufficient valorisation due to overaccumulation is, however, only one side of
the accumulation process. With it, the account of accumulation is not com-
plete. It has a second side. Insufficient valorisation due to overaccumulation
means that capital grows faster than the surplus value that can be squeezed
from a given population; that the basis of valorisation, the population, becomes
too small in relation to the swollen capital. But as overaccumulation emerges,
as a necessary consequence, it soon generates the opposite phenomenon. In
the final phase of the business cycle, the mass of profit (s), and therefore also
its accumulated constant (a,) and variable (a,) parts, contracts so sharply'?!
that it no longer suffices to sustain accumulation on the previous assumptions,
that is, in accord with the annual increase in population. In year 35 — to illus-
trate this phenomenon with our schema — an accumulation 510,953 a, + 26,267

120 Lescure 1928, pp. 32, 34. [Lescure emphasised the whole second sentence in the second
quotation. ]

121 [Infactitis the rate of growth of surplus value, rather than the absolute amount of surplus
value, which contracts.]
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a, = 537,220 is required. But the available mass of surplus value totals only
525,335. The accumulation required is 102.3 per cent of the actually available
surplus value (despite the assumption posited that the rate of surplus value is
100 per cent), which is a logical contradiction and impossible in reality. From
this point on valorisation no longer suffices to enable accumulation to proceed
pari passu'?? with the growth of population. From year 35 — on the basis of the
existing level of technology — accumulation cannot keep pace with the grow-
ing population. Accumulation is too small, a reserve army inevitably arises and
must grow larger every year. In our schematic analysis of the reproduction pro-
cess, which presupposes dynamic equilibrium, where, by definition there can
be no surplus population, no reserve army, it first appears as the product of an
advanced stage of accumulation. The assumptions made initially can no longer
be sustained; they are violated. ‘A surplus population of workers is a necessary
product of accumulation.?3 In fact, the reproduction schema shows us (see
Table 2 on page 136) that in year 35 the rate of accumulation of variable capital
amounts to only 14,382 a,, instead of the requisite 26,267 a,, and is therefore
no longer sufficient to fully employ the available population of 551,602 per-
sons. 11,885 workers remain jobless; a reserve army forms. And, because only
a part of the working population now enters the process of production, only
a part of the additional constant capital (510,953a,.) is required to buy addi-
tional means of production. If with a population of 551,602 people a constant
capital of 5,620,487 is used, a population of 539,716 uses a constant capital of
only 5,499,386. There remains an excess capital of 121,101, with no possibility
for investment. The schema provides us with a textbook example of the condi-
tions Marx had in mind when he called the corresponding section in Capital’s
third volume ‘Surplus Capital alongside Surplus Population’!2# Overaccumu-
lation, that is insufficient valorisation, arises because the population base is
too small. And yet, without it being possible to identify a logical contradiction,
there is overpopulation, a reserve army. ‘This plethora of capital arises from
the same causes that produce a relative surplus population and is therefore a
phenomenon that complements the latter, even though the two things stand
at opposite poles — unoccupied capital on the one hand and an unemployed
working population on the other125

And a few pages later Marx writes, ‘It is no contradiction that this overpro-
duction of capital is accompanied by a greater or smaller relative surplus pop-

122 [Paripassu’ means ‘at an equal pace’]

123 Marx 1976b, p. 784. [Grossman’s emphasis. |
124 Marx 1981, p. 359 et seq.

125 Marx 1981, p. 359. [Grossman’s emphasis. |
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ulation. The same causes that have raised the productivity of labour, increased
the mass of commodity products, extended markets, accelerated the accumu-
lation of capital, in terms of both mass and value, and lowered the rate of profit,
these same causes have produced, and continue constantly to produce, a relat-
ive surplus population, a surplus population of workers who are not employed
by this excess capital on account of the low level of exploitation of labour at which
they would have to be employed, or at least on account of the low rate of profit
they would yield at the given rate of exploitation.26

A downright classic illustration of this is now offered by the United States
of America (end March 1928). The world’s greatest capitalist power, the coun-
try with the greatest accumulation of capital, is currently suffering from an
excess of capital, a lack of investment opportunities and, therefore, massive
speculation in real estate and stock market securities (see the section on capital
export below). And at the same time — although it has not yet come to a crisis —
there is a surplus working population: the number of unemployed workers has
climbed to four million, compared with a normal level of about one million! In
the long run, that is, if no countertendencies come into play (export of capital,
devalorisation, population growth etc.; see Chapter 3 below), the economic dis-
integration of the capitalist mechanism must necessarily result. Unemployed
profitless capital on one side and a steadily growing reserve army of labour
on the other, and not because too much surplus value is produced (as Luxem-
burg asserts) but because, in relation to the accumulated mass of capital, too
little surplus value is available. Already from the 21st year in the schema, cap-

126 Marx 198, p. 364. [Grossman’s emphasis.] According to Marx, therefore, too much capital
and too much population exist only in relation to valorisation, to the rate of profit. Lux-
emburg violates Marx’s lucid ideas when she foists her own theory of lack of markets, of
which there is no trace in Marx, into Marx’s text. When citing the sentence from Marx that
is quoted above, she asks, ‘In relation to what is there “too much” of either? In relation to
the market or sales possibilities existing under “normal” conditions, that is, conditions that
ensure receipt of the required profit. Since the market for capitalist commodities period-
ically becomes too narrow, part of the capital must be left to lie fallow’ (Luxemburg 2015b,
p- 425). [Grossman’s emphasis.] But, in the sentence quoted in the text, Marx makes abso-
lutely no reference to lack of markets and even writes, on the contrary, about the fact that
the same causes which expand markets and accelerate accumulation have reduced the
rate of profit. Thus the very opposite of Luxemburg’s assertion: a decline in the rate of
profit not due to a lack of markets and the impossibility of accumulation but rather as
a result of accelerated accumulation and of the expansion of market outlets. Luxemburg
refers to the market for capitalist commodities ‘periodically’ becoming too narrow. She
makes not the slightest attempt, however, to explain why this lack of markets emerges
periodically and, from her standpoint, explanation of the periodicity of crises is not pos-
sible at all.
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ital accumulation would cease to make any sense for the entrepreneur (the r
point), something that becomes crassly obvious in year 35 when the whole of
the k part disappears (Z point).

The fact that the means of production and the productivity of labour
increase more rapidly than the productive population expresses itself,
therefore, under capitalism, in the inverse form that the working popu-
lation always increases more rapidly than the valorisation requirements
of capital.12”

The formation of a reserve army, that is, the ‘setting free’ of workers, which is
discussed here, must be strictly distinguished from the setting free of work-
ers due to machinery. The displacement of workers by machinery, which Marx
describes in the empirical part of Capital’s first volume (chapter 15: ‘Machinery
and Large-Scale Industry’) is a technical fact elicited by the growth of mP in
relation to L. As such, it is not a specifically capitalist phenomenon. A/l tech-
nological advance relies on labour becoming more productive, that it is saved
on, set free in relation to a given product. That machinery ‘frees’ labour is an
incontrovertible fact that needs no ‘proof’, since it flows from the very concept
of machinery as labour-saving means of production. This setting free of labour
will occur in any mode of production, including the planned economy of social-
ism, to the extent that it applies technological advances. It follows from this
circumstance that Marx could not possibly have derived the breakdown of the
capitalist mode of production from this ‘natural’ fact. In chapter 25 of Capital’s
first volume, where Marx derives the law of breakdown from the general law of
capitalist accumulation, the setting free of the worker through improvements
in technology (the introduction of machinery) is not, in fact, mentioned. Marx
does not foreground changes in the technical composition of capital (the ratio
MP : L) but changes in the organic composition of capital (c : v). ‘The most
important factor in this investigation is the composition of capital, and the
changes it undergoes in the course of the process of accumulation.’ And a few
lines later he adds, by way of clarification, ‘Wherever I refer to the composi-
tion of capital, without further qualification, its organic composition is always
understood’1?® But the technical composition forms only one component of
the organic composition; the latter is something more. It is a value composition
determined by and reflecting changes in the technical composition. Thus Marx

127 Marx1976b, p. 798.
128 Marx1976b, p. 762. [Grossman’s emphasis. |
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here transforms the technical side of the labour process, the relation mp: L,
which is common to all modes of production, into a value relation ¢ : v, into
the specific form observed under capitalism. Under the capitalist mode of pro-
duction, the means of production MP and L figure as components of capital,
as values, and they have to be valorised, that is, yield a profit. The valorisation
process, not the technical process of production, is the characteristic and driv-
ing force of capitalist production. It is interrupted when valorisation for the
entrepreneur ceases, even if, from the standpoint of the satisfaction of needs,
the technical process of production is still desirable and necessary. Workers
are then dismissed. What is entirely ignored in the previous literature is that
the setting free of workers, the formation of the reserve army, which Marx
describes in the chapter on accumulation, is not caused by the technical fact of
the introduction of machinery but is due to insufficient valorisation emerging
at an advanced stage of accumulation, to a cause that is the exclusive con-
sequence of the specifically capitalist mode of production. Workers are set free
not because they are displaced by machinery but because, at a certain level
of capital accumulation, profits become too small, so installing the requisite
machines etc. is not worthwhile and profits are insufficient to pay for them.!2?

129 ‘Itis capitalist accumulation itself’, Marx writes, ‘that constantly produces, and produces
indeed in direct relation with its own energy and extent, a relatively redundant working
population, i.e. a population which is superfluous to capital’s average requirements for its
own valorisation, and is therefore a surplus population’ (Marx 1976b, p. 782). [Grossman’s
emphasis.] About the industrial reserve army, he writes ‘it creates a mass of human mater-
ial always ready for exploitation by capital in the interests of capital’s own valorisation
requirements’ (Marx 1976b, p. 784; similarly on pp. 784, 788, etc.). [Grossman’s emphasis.
The core of Marx’s theory of accumulation lies not in the displacement of labour by
machines but in the setting free of workers due to insufficient valorisation. Marx never
tired of emphasising the opposition between the natural, technical fact of the relation
of MP to L and its specific capitalist form. [T]he law by which a constantly increasing
quantity of means of production may be set in motion by a progressively diminishing
expenditure of human power, thanks to the advance in the productivity of social labour ...
expresses itself under capitalism. And on the basis of capitalism ‘the valorisation require-
ments of capital’ are decisive (Marx 1976b, p. 798). ‘The law of capitalist production ...
can be reduced simply to this: the relation between capital, accumulation and the rate
of wages is nothing other than the relation between the unpaid labour which has been
transformed into capital and the additional paid labour necessary to set in motion this
additional capital. It is therefore in no way a relation between two magnitudes which are
mutually independent, i.e. between the magnitude of the capital and the numbers of the
working population it is rather, at bottom, only the relation between the unpaid and the paid
labour of the same working population’ (Marx 1976b, p. 771). [Grossman’s emphasis.] It is
thus the relation s : v, that is, the rate of surplus value, therefore a problem of valorisation!

Luxemburg can scarcely deny that, according to Marx, crises, disturbances and finally
the breakdown of capitalism result from insufficient valorisation:
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The a, part of surplus value destined for accumulation (additional constant
capital) increases so rapidly that it progressively devours a larger and larger
share of surplus value. It devours the & part, destined for capitalists’ consump-
tion, it devours a large part of the a, part destined to pay workers (additional
variable capital) and is still not sufficient to continue the accumulation of con-
stant capital at the assumed rate of 10 per cent a year. In year 1 the accumulated
constant capital (a, ) of 20,000 amounts to 20 per cent of the disposable surplus
value of 100,000. Already by year 21 the a, part at 134,550 comes to over half the
total surplus value in that year, which is only 265,330. By year 30 the additional
constant capital of 317,262 exceeds three quarters of the total surplus value of
411,614. And finally in year 35 it climbs to 510,953, that is, more than 97 per cent
of the total available surplus value of 525,335. Only 14,382 survives as a residue
to cover wages, whereas 26,267 units are required for the full employment of

In the entire chapter that deals with the working population and its growth Marx

speaks continually about the ‘valorisation requirements’ of capital. It is to these, ac-

cording to Marx, that the working population must adjust its growth; and this is what
other things depend on, such as the intensity of the demand for labour power at any
given time; the level of wages; a lively and brisk economic situation, or its opposite,

i.e. prosperity or crisis. What exactly are these ‘valorisation requirements; about which

Marx speaks at such great length and about which Bauer says not a mumbling word?

(Luxemburg 2015b, p. 431) [Luxemburg only emphasised ‘to these’ and ‘this’.]
Luxemburg provides the answer a few pages later where she writes that accumulation
‘adjust[s] to ... changing ‘“valorisation requirements’, i.e., to market possibilities’ (Luxem-
burg 2015b, p. 434). [ Grossman’s emphasis; editor’s interpolation.] So here we finally have
the great discovery! Only, it is certainly remarkable that Marx ‘consistently’ only writes
about valorisation if he means market prospects. As if Marx was afflicted by a fear of call-
ing things by their proper name and preferred disguises like always writing ‘b’ when he
meant ‘a’ It would be hard to outdo Luxemburg’s vacuous scholasticism.

Bukharin also has to concede that in Marx’s system valorisation and indeed insuffi-
cient valorisation play the decisive role in the failure of the capitalist mechanism. So he
tells us that ‘the movement of profits’ represents ‘the major propellent of the capitalist eco-
nomy’ (Bukharin 1972, p. 266). [Grossman’s emphasis.] He does not notice, however, that
insufficient valorisation flows inexorably from the inner laws of the capitalist mode of pro-
duction as the nesessary consequence of accumulation and therefore, like Luxemburg, he
ascribes the failure of valorisation to purely contingent and external factors, namely, that
the War brought about economic ruin (Bukharin 1972, pp. 266-7).

Of course, war can bring about economic ruin; certainly valorisation can fail if no mar-
kets are available. Such formulations only conceal the real issue. The real problem still
consists in showing how profit, valorisation can evaporate even when the most favourable
case for capitalism is assumed, that is, a state of equilibrium where an endless market
for commodities seems assured, where no wars destroy the mechanism from the outside,
and where the breakdown of valorisation nevertheless inevitably arises from the internal
operation of the mechanism.
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all workers. For the capitalists’ consumption nothing remains at all. The avail-
able mass of surplus value does not suffice to secure valorisation of the swollen
capital. For valorisation to continue on the previous basis, the surplus value in
year 35 would have to amount to 537,220, not 525,335. What emerges is a sur-
plus value deficit to the tune of 11,88s5. It follows that the next year’s labour force
of 551,602 workers cannot be fully employed in the production process, part of
it remains unemployed. 11,885 workers remain without work and will produce
no surplus value, with the result that, from now on, the basis for valorisation of
the expanded capital becomes even narrower.

Long before this end point is reached, already from year 21 onwards, when
the & part begins to decline absolutely, accumulation will have lost all mean-
ing for the capitalists. For, in year 20, from a capital of 1,475,877 they would
have drawn a k part of 117,742. By contrast, an expanded capital of 1,610,830 in
the following year will yield a smaller consumption amount of just 117,513. And
each further advance in accumulation will be accompanied by a decline in the
k part.

At this point further accumulation will inevitably break off and the turn to
crisis will occur.130

The fundamental importance of the & part, which capitalists consume, for
the continued existence of the capitalist mechanism is only apparent now. If

130 Representatives of psychological theories of all shades are proud of their successes be-
cause they believe that individuals’ preferences for specific commodities, which have
no particular importance for the economy at all, provide a better explanation than the
objective theory of value. But as soon as it is a matter of doing real science and lay-
ing out the dynamic of the social mechanism — the general laws of motion of capitalist
development as well as the laws of cyclical fluctuations — they are meek and admit their
theoretical impotence. In doing so, they elevate their own incapacity into a general rule,
since they deny any law of regularity in the sequence of phenomena and therefore the
possibility of knowledge about them. And, as Liefmann for example certainly tells us, this
is

because cyclical fluctuations in an economic order that is based on striving for profit
are, in the last analysis, psychologically determined. In particular, when the turning
point occurs depends, in the final analysis, on individual psychological circumstances,
speculation in the broadest sense, the perspectives of influential economic leaders ...
pronouncements in the press, etc. The question of when and under what conditions
the cycle turns can, self-evidently, never be answered with precision ... The impulse for
the turn-around does not happen according to some natural law, according to specific
data ... but is routinely given by individual considerations, whether because particu-
lar big speculators have decided the boom is at an end and sell or because particular
bank directors have decided to rein in credit. (Liefmann 1928, pp. 76—7) [Grossman’s
emphasis. |
It is truly high time that this ‘science’ disappeared from science.
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expanded reproduction, i.e. the accumulation of capital is to take place then

surplus value must be deployed in three directions and be divided into three

corresponding parts:

1.  additional constant capital, a,

2. additional variable capital, a,, i.e. additional means of subsistence for
workers, and finally

3. aconsumption fund for the capitalists themselves, &

Each of these three parts is equally necessary for the extension of production on

a capitalist basis. Let us suppose for a moment that the surplus value is only suf-

ficient to cover the first two elements: then accumulation would be impossible.

For we need to ask, for what purpose do capitalists produce and accumulate?

To employ more workers? From the capitalist point of view, that would make

no sense as soon as the capitalists secure no benefit from the employment of

more workers. They would incur the trouble of managing production without

gaining any advantages for themselves.

Finally, to the extent that it is a matter of income distribution, such a mode of
production would lose its private capitalist character. Once the & part of surplus
value, destined for the capitalist’s own consumption, vanishes surplus value in
the sense of income obtained without labour will have disappeared. For the other
two parts of surplus value, additional constant capital a, and additional vari-
able capital a,, retain their character as surplus value only so long as they serve
to produce the third part, the capitalists’ consumption fund, which they receive
without [paying] an equivalent. Once this part vanishes, not an atom of unpaid
labour goes to the capitalists’ share. For the entire variable capital goes to work-
ers and the constant capital exclusively serves to enable the labour process,
whose entire annual product — to the extent that it is not necessary to replace
means of production — accrues exclusively to the working class. Surplus value in
the sense of unpaid labour, of surplus labour beyond the time required to pro-
duce the necessary means of subsistence, would have disappeared. All means
of consumption would now be necessary means of consumption, catering entirely
for workers’ consumption. This part of surplus value that now serves for the
extension of the productive apparatus over and above immediate needs would
also have to be deployed to the same end in a socialist society.’! The k part is
therefore a precondition essential for and characteristic of capital accumula-
tion.

131 ‘Surplus labour in some form must always remain, as labour beyond the extent of given
needs’ (Marx 1981, p. 958; similarly Marx 1989a).
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The vacuous scholasticism of Luxemburg’s argument can only be prop-
erly assessed once these relationships are grasped clearly. She contemptuously
excludes precisely this element which, as has been demonstrated, is charac-
teristic of accumulation, from her analysis. ‘Yet, quite apart from everything
else, the growing consumption of the capitalist class cannot be considered the
purpose of accumulation; on the contrary, to the extent that this consumption
occurs and increases, no accumulation takes place — the personal consump-
tion of the capitalists is consistent with the rubric of simple reproduction.’32
Luxemburg has not revealed the secret of how, under simple reproduction,
the consumption of the capitalists can grow in the long run. She thinks she
can solve real economic problems with scholastic phrases. Locating the cause
(although not the only one) behind the capitalists’ drive to accumulate in the
sphere of simple reproduction, she asks dramatically: for what purpose is accu-
mulation undertaken? Marx answers her by pointing to the circuit of capital,
M — M'": the purpose of the whole production process, enrichment (valorisa-
tion), ‘by no means excludes a growth in the capitalist’s consumption in line with
the increase in the magnitude of surplus value. In fact it absolutely includes it'133
‘When a certain stage of development has been reached ... [the capitalist’s]
expenditure [on luxuries] grows with his accumulation, without the one neces-
sarily restricting the other.’34 For Luxemburg, capital accumulation ‘makes no
sense’ from the perspective of growing personal consumption by capitalists.
Caught up in mercantilist trains of thought, accumulation and expansion of
production only make sense to her if the consumption of capitalist commodit-
ies occurs in non-capitalist countries. ‘We therefore find among the exponents
of the Mercantile System ..., Marx writes, long sermons to the effect ... that
a capitalist nation should leave the consumption of its commodities and the
consumption process in general to the other more stupid nations’135 With this
one sentence, we see that Marx already anticipated Luxemburg’s entire theory.

It should not be assumed that entrepreneurs conduct themselves passively
and will wait until the & part entirely disappears. Already long before then — at
the latest from the r point, thus, in our schematic example, from year 21, when
the k part starts to shrink absolutely — they will do everything to halt the tend-
ency for it to fall. To this end, either the working class’s wages must be forced
down or the assumptions previously postulated must be violated, namely that
constant capital must accumulate at 10 per cent annually if technological pro-

132 Luxemburg 20154, p. 239. [Grossman’s emphasis.
133 Marx 1978, p. 149. [Grossman’s emphasis. |

134 Marx1976b, p. 741.

135 Marx1978, p.139.
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gress is to keep pace with a five per cent annual increase in population. The
result, therefore, would be that from now on accumulation amounts to not 10
per cent a year but less, only 9.5 or 8 per cent. From now on, the tempo of accu-
mulation would have to slow down and that permanently and progressively.
Accumulation would not be able to keep pace with population growth. Fewer
and fewer machines etc. would be required and installed, which only means
that the development of the forces of production would be constrained. It fol-
lows that, from this year on, an ever-growing reserve army would necessarily
form. There would be slowing accumulation and the formation of an indus-
trial reserve army, not because wages have risen, as Otto Bauer believes, but
even though wages are constant throughout this period, as was assumed.

8 Marx’s Theory of Breakdown Is Simultaneously a Theory of Crises

Marx’s theory of accumulation presented here, however, leads us not only to a
theory of breakdown but also to a theory of crises. The incapacity of the pre-
vious literature on Marx to grasp the essence of this theory arises here and
everywhere from the misunderstanding of the method that underlies both his
analysis and the structure of his main work. The objection has repeatedly been
made that, despite the crucial role of crises in his system, Marx nowhere ever
provided a comprehensive discussion of his crisis theory, that he made self-
contradictory and scattered attempts at an explanation. This objection rests
on a crude misunderstanding. The object of Marx’s analysis is not crises but
the capitalist process of reproduction in its totality. As a consequence of his
method of research, Marx investigates the endless circuit of capital and its func-
tions, through all phases of the reproduction process and at successively higher
levels. Expressed in a formula this is

First circuit

Second circuit

MP
M -C'< etc.
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In analysing each of the phases which capital goes through in its circuit
as money capital, productive capital and commodity capital, Marx asks how
they impact on the process of reproduction, whether reproduction can pro-
ceed unobstructed, that is on its ‘normal’ course, or rather whether obstacles,
disturbances in the various phases of the normal course of reproduction are
possible; and what factors actually obstruct the reproduction process in each
phase. A result of this method of investigation is that Marx necessarily had to
return to the problem of crises at various places in his work, in order to assess
the specific impact of each of the factors that come into play in different phases
of capital’s circuit.

The systematic discussion of the role of all these factors in the individual
phases of capital’s circuit has to be reserved for my principal work. Expressing
the specific object of this study, the consequence of only a single, if decisively
important, factor — the accumulation of capital from the standpoint of crises —
is examined here. That is the consequence of the fact that the capital which
began its first circuit as M opens the second circuit as M".

We have shown that, so long as it can proceed undisturbed, i.e. without coun-
teracting, weakening tendencies, this consequence must lead, from a certain
exactly determinable level of capital accumulation, to a breakdown of the sys-
tem.

Let us construct a co-ordinate system (Figure 1, below), o —X and o - Y, where
the line o — Z is the line of accumulation, an equilibrium situation for the sys-
tem (‘normal valorisation’). From a particular level of capital accumulation,
there is insufficient valorisation, e.g. in the direction Z — S, representing a devi-
ation of the line of accumulation from equilibrium, i.e. the tendency to break
down as the basic tendency of the system, its secular ‘trend line’.

Y
’ <
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FIGURE 1

Let us now assume that in our coordinate system the breakdown tendency
actually already sets in at point z; (Figure 2, facing) and manifests itself in
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FIGURE 2

severe devalorisation of capital which began to overaccumulate at point r; (rep-
resented graphically by the dashed line z;—0;). Then the overaccumulated cap-
ital will be reduced back to the magnitude required for its normal valorisation
and the system will be brought back to a new state of equilibrium at the higher
level 0;—x;. Actually we know that, in Marx’s conception, crisis is simply a heal-
ing process of the system, a restoration of equilibrium, i.e. of valorisation, even
if violent and bound up with losses, and thus from a capitalist standpoint it
is a ‘cleansing crisis’ But soon (more on this directly) the accumulation pro-
cess picks up again, on an expanded scale, and can proceed without disrup-
tion of equilibrium, within certain limits that are shown in the reproduction
schema (e.g., 0;-75). But ‘beyond certain limits, from point ,, the accumulated
capital again grows too large, the mass of surplus value starts to decline, val-
orisation begins to slow down, until finally, at point z,, it disappears, in the
sense described earlier. The breakdown tendency sets in again, with the ensu-
ing devaluation (2,—0,) etc.

If we are now in a position to demonstrate that, due to various counteracting
tendencies, the full operation of the breakdown tendency is constrained and
interrupted at point z; (and subsequently at 2, 25 etc.) then the breakdown
tendency will not be fully realised and will not, therefore, be represented by
the straight and uninterrupted line z—s. Instead, it will break up into a fragmen-
ted series of lines (O—g;—0;, 0;—2,—0,, 03—23—03 ...), all tending to the same final
point. In this way the breakdown tendency, as the natural, fundamental tend-
ency of capitalism, breaks up into a series of apparently independent cycles,
in which the breakdown tendency sets in periodically, over and over again, just
as the natural growth of sheep’s wool is interrupted by each shearing, only to
begin anew. Marx’s theory of breakdown is thus the necessary basis and pre-
supposition for his theory of crises, because according to Marx the crisis is
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simply a momentarily interrupted breakdown tendency that has not been fully
achieved, that is a temporary deviation from the ‘trend line’ of capitalism.

Even though the breakdown tendency is periodically interrupted and weak-
ened, more and more the mechanism as a whole necessarily approaches its
end, with the progress of capital accumulation, because the valorisation of this
expanded capital becomes progressively more difficult as the accumulation of
capital grows absolutely. If these countertendencies are themselves weakened
or brought to a halt, the breakdown tendency gains the upper hand and is
realised in the absolute form of the ‘final crisis’. The discussion of these coun-
tertendencies and their dynamic constitute the content of the third chapter of
this work.136

9 An Anti-Critical Interlude

The close of a cycle and turn to depression is frequently explained, e.g. by
Cassel, in terms of a series of factors that, during the boom, push costs of pro-
duction up, reduce profits and hence dampen business activity, that is wage
rises, increases in the material costs of fixed capital, higher interest rates. ‘We
quite understand how the rise in wages and prices, together with the rising rate
of interest, must act as a powerful brake upon the trade boom. It is not at all sur-
prising that these restricting factors put an end ... to the whole trade boom.37
In propounding this view, Cassel is wedded to surface appearances, incapable
of understanding the deeper connections, the essence of the phenomena. It is
obvious that rising production costs threaten profitability and can intensify a
crisis. But this factor only accompanies and accelerates the emergence of a crisis;
it does not cause the crisis. The great methodological significance of the analysis
proposed here is that it prevents the problem from being displaced or diver-
ted into tributary channels. Interest rates and their fluctuations are excluded
from the analysis, because we are here dealing with total surplus value, not yet

136 While it is apparent from the exposition provided here that capital accumulation is the
decisively important element in Marx’s theory of crises, on the other hand, the influence
of other factors is of great significance for the course of crises. Fixed capital, especially, is a
factor which regulates the periodicity of crises. Unfortunately, this cannot be examined in
greater detail here, because this factor comes into the consideration of simple reproduc-
tion and is therefore beyond the scope of our analysis. In contrast to the view widespread
today, even in the Marxist literature, that there is no problem of cycles under simple repro-
duction, it can only be noted here that Marx proves periodic crises must also arise under
simple reproduction, due to the effects of fixed capital.

137 Cassel 1967, p. 641.
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split into its several parts. Price increases are likewise excluded, because Marx
assumes that commodities are bought and sold at their values. The same is true
of the commodity labour power. It is assumed that, during the accumulation
process, workers receive only the value of their labour power. And nevertheless
the process of capital accumulation comes to a close. Crisis ensues. Its emergence
is thus independent of the price movements mentioned above!

The real problem, the essence of the phenomenon, emerges in its full pur-
ity only by excluding diversionary moments. The accumulation of capital is
too large — absolute overaccumulation — because valorisation is insufficient.
This insufficient valorisation, however, does not arise from wage rises or from
increases in prices, whether of loan funds (interest) or commodities. It neces-
sarily occurs even when wages and prices are constant.

Against this presentation of Marx’s theory of crises and breakdown, the
objection can be raised that it may be abstractly, logically correct but cannot
be brought into accord with the empirical facts. Does the accumulation pro-
cess really come to an end as a result of absolute overaccumulation of capital?
For — to use the language of vulgar economics, for once — Cassel assures us
‘that the services of fixed capital ... are generally not at all in excess even in
the last part of a boom' ‘The typical modern trade boom does not mean over
production or an over-estimate of ... the needs of the community for the ser-
vices of fixed capital, but an over-estimate of the supply of capital ... What is
really over-estimated is the capacity [of capitalists] to provide savings in suf-
ficient quantity1®® Thus, according to Cassel, there is no overaccumulation of
capital but rather a capital shortage, an insufficient supply of capital’3® So does
our theory of accumulation contradict the facts of experience? What is the real
connection?

We have seen how Clark and Marshall reduced the problem of capital accu-
mulation to the subjective, ‘telescopic’ property of individuals that they pro-

138 Cassel 1967, p. 649. [Grossman’s emphasis. In the published English translation, the entire
sentence starting with ‘The typical’ is emphasised and refers to ‘the public’ instead of ‘cap-
italists’.]

139 We discuss Cassel but the view mentioned in the text is today dominant in bourgeois
economic description and explanation of business cycles. For example: in a rising con-
juncture, a period of capital absorption sets in, until towards the end of the period ‘the
originally ready supply of capital is sooner or later so completely exhausted that the warn-
ing sign of a sharp rise in the interest rate appears’ (Weyermann 1923, p. 177). [Gross-
man’s emphasis.] The assertion is accepted as indubitable, because it is confirmed by
‘facts) that is, the statistics of the [share and loan] issue business show that in the final
phase of the cycle issue activity slackens, so that the supply of capital is actually insuffi-
cient.
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vide for the future. The steady progress of capital accumulation is secured
thanks to this characteristic of humanity (see page 58 above). From Cassel,
however, we learn that experience demonstrates the opposite, namely that
although the attitude to the future promotes saving, a shortage of capital
emerges in the course of the economic cycle and brings the boom to an end.
Does that mean the psychological explanation of capital accumulation simply
fails? Bourgeois economists are not perturbed by this. For them, it is really a
matter of apologetically justifying the existing economic order, so they must
present the deficiency of the system as a deficiency in the human psyche, res-
ulting from weakness of human foresight and ability to calculate ahead, and
therefore not in the capitalist system but in characteristics of human nature.0
If one psychological explanation fails, it is replaced by another. Instead of an
economic explanation of capital accumulation and its course, we receive a psy-
chological analysis of the properties of human nature. If the boom ends with
a catastrophe, a crisis, then ‘[s]uch a situation shows that the business world
must have gone astray on some point; it must have made some calculations that
have proved unsound’. And an over-estimate of the supply of capital, the ‘capa-
city of [capitalists] to provide savings in sufficient quantity, indeed results. The
miscalculation is made even easier because investments take several years to
be completed, so that the amount of capital required ‘has to be estimated many
years in advance’ Now, however, in assessing the state of the capital market, the
individual entrepreneur has ‘no other means ... except the rate of interest’. Dur-
ing a depression and the start of a boom, when investments begin to be made,
the rate of interest is low or at least moderate. This spurs the entrepreneur to
start with large constructions, the requirements for capital on the market ‘do
not yet make themselves fully felt) since at the start only a part of the capital
suffices and consequently the shortage of capital cannot be felt at this stage.

140 Cassel writes: ‘Socialists believe that the socialisation of the means of production, in put-
ting an end to private enterprise, will also put a stop to trade cycles. This contention
appears to be based on a very inadequate analysis of the trade cycle. The possibility of
diverting social production too much [!] in the direction of an increased production of
fixed capital is present in every social order ... [TThese changes ... will hardly be more
successfully avoided in a socialistic community than in a capitalistic system of private
enterprise’ (Cassel 1967, pp. 647-8). [ Grossman’s emphasis.] To combat socialisation of the
means of production, it is asserted that socialisation is pointless because cycles cannot be
abolished under a socialist economic order either. It is nevertheless asserted, however,
that crises have already been successfully moderated under capitalism and that trade
cycle research institutes will soon succeed in securing an economy without cycles. Even
though trade cycles result from human nature? Poor old science does not have to prove
everything!
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As, however, every entrepreneur acts on his own, without any thinking that his
competitors are doing the same thing, the investments are laid out on a larger
scale than the future supply of capital allows. ‘If the boom is pressed continu-
ally onward in this way, there must, at last, come a time when it is clear that
the market cannot find a sufficient quantity of savings with which to purchase
the real capital produced. There must then be a sudden fall in the value of fixed
capital ...#

The end of the boom, the crisis, is ultimately brought on by miscalculation
of future demand for capital, because, at the start, only a part of the capital is
sought and, ‘[a]s to the remainder business men usually reckon upon procur-
ing it in the future ..." ‘[T)he primary cause of crises is a wrong estimate of the
possibilities of obtaining, on the capital market of the future, the funds neces-
sary ... ‘[T]his wrong estimate of the future condition of the capital market
would not lead to such a catastrophe if the individual entrepreneur secured in
advance the whole of the capital he needs to carry out his plans.'4? This much
derided ‘agnostic’ theory of crises continues to find new admirers, willing to
fight and die for it. And today Cassel is regarded as the luminary of bourgeois
theory! If crises really did stem from a deficient grasp of the state of the mar-
ket, miscalculation of future demand for savings, there would be nothing easier
than to eliminate these causes of crises. It would suffice to create a central bank
which would oblige all entrepreneurs to register the total capital requirements
of their planned investments, which would form the basis for the relevant cap-
ital disbursements. Cassel overlooks the fact that the crisis, the end of capital
accumulation, has nothing to do with frailties of human nature or miscal-
culations of future demand for capital but necessarily flows from the object-
ive conditions of the capitalist system. Even if the capital required in future
were known most precisely, even if the provision of capital was planned by a
central credit organisation, the end of accumulation would still be unavoid-
able, under the conditions described in our schema. That is proved by our
schema and demonstrates its great methodological importance! In our schema,
the magnitude of the capital needed for future expansion of the productive
apparatus is precisely calculable in advance and is known for each year in the
future. And [the next table below shows] what the demand for capital amounts
to.

And despite exact knowledge of the current and future state of the cap-
ital market, the breakdown of capital accumulation is inevitable. The central

141 Cassel 1967, p. 650. [Grossman’s emphasis. ]
142 Cassel 1967, pp. 650-1. [Grossman’s emphasis. |
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Year a, a,

1 20,000 5,000
2 22,000 5,250
3 24,200 5,513
4 26,620 5,788
10 47,159 7,757
20 122,318 12,635

and so on

credit agency could find the registered demands for capital too high and the
state of the capital market inappropriate, and therefore cut them back. Would
that make a crisis impossible? Slowing down accumulation, if ¢ grew at 9.8 per
cent or seven per cent a year instead of 10 per cent, would at best (as will be
shown) delay the crisis, i.e. increase the wavelength of the crisis cycle. However,
so long as capital accumulation in the whole economy proceeds faster than
the increase in population — and, on the basis of capitalism, the continuous
progress to ever higher levels of the composition of capital is one of the essen-
tial preconditions that arises from the system itself — there must come a point
in the course of capital accumulation where valorisation is insufficient, where
absolute overaccumulation necessarily occurs. This could only be circumven-
ted, on the basis of capitalism, if ¢ were to accumulate in step with the growth
in population. On the basis of capitalism, however, that would be the same as
giving up on technological progress. Accumulation does not cease as a con-
sequence of faulty assessment of the future supply of capital which is a con-
sequence of a deficient knowledge about the capital market, but rather hap-
pens as the necessary consequence of the objective conditions of the capitalist
system.

Another, just as important aspect of the complete untenability of Cassel’s
‘theory’ is, however, also apparent, even in the domain of simple factual de-
scription. We have seen that Cassel disputes overaccumulation, overproduction
of means of production. ‘[T]he materials of fixed capital are rot produced to
excess during the trade boom. Indeed, the boom commonly shows an unmis-
takable scarcity of these materials — a scarcity which becomes particularly
apparent through the extraordinarily high prices of these commodities. We
must, therefore, entirely reject the theory that the crises are caused in the main
by an over-production of the materials of fixed capital’ On the contrary, the
future supply of capital was over-estimated: ‘the crisis really consists in an acute
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shortage of capital - that is, savings needed for purchasing the real capital pro-
duced), [t]he increasing scarcity of capital during a boom’143

Cassel’s whole discussion can only obscure the real state of affairs. The sup-
ply of capital is too small? But what capital is Cassel talking about? Obviously
not the already accumulated and functioning capital, the ¢ + v of our model. If
he is talking about a lack of supply of capital in the future, about an insufficient
supply of savings, he can only be thinking of additional capital seeking its initial
investment, that is still to be accumulated, that will function for the first time.
This is expressed as a,, + a, in our schema. But what does a shortage of this ‘cap-
ital’ mean? Why is there a lack of this capital? Instead of pursuing the origins
of this capital to its birthplace — the sphere of production — Cassel is content
with asserting the fact that the supply of capital is insufficient and he remains
stuck in the sphere of circulation. The capital that is ‘supplied; i.e. in Marx’s
words, ‘every new bit of capital looking round for a function’## the capital that
seeks active deployment, does not fall from heaven. It is placed at the disposal
of accumulation in the form of ‘savings’. Before it is saved it must be produced
and form the saver’s income. In fact, it would first have to be produced by work-
ers and appropriated by the entrepreneur as income gained without labour, as
surplus value. The capital that is ‘supplied’, seeking investment, forms only a
part of this surplus value, the part that is not consumed but ‘saved’ for the pur-
pose of accumulation and only in that function becomes additional capital.
To assert that this additional, newly supplied capital becomes progressively
scarcer in the course of accumulation really only means nothing other than
that in the course of accumulation the original source of this capital, surplus
value, becomes ever scarcer, too small, in relation to the already accumulated
mass of capital. If the mass of surplus value is too small, then the part destined
for purposes of accumulation is likewise insufficient. Cassel simply mixes up
concepts. He talks about a shortage of capital, an insufficient supply of cap-
ital. In the language of the banker, everything is capital. In reality Cassel is
not talking about capital but about a part of the surplus value that still has
to be accumulated, that represents only potential capital and becomes capital
only through its function in the valorisation process. There is thus no short-
age of capital, in fact, but a shortage of surplus value, a shortage of those parts
of surplus value, a, + a,, which are yet to be accumulated. On the other hand,
there is overaccumulation of already functioning capital, ¢ + v. Overproduction
of capital and insufficient valorisation are correlative, mutually determining

143 Cassel 1967, pp. 649, 652. [Grossman’s emphasis. |
144 Marx1976b, p. 792.
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concepts. A capital that does not fulfil its function, valorisation, ceases to be
capital; hence its devalorisation. The devalorisation of the original capital is
here a necessary and logical consequence of its insufficient valorisation. Not
so in Cassel. He also writes about a ‘sudden fall in the value of fixed capital,
as a consequence of a shortage of capital. Cassel writes about devalorisation
because the phenomenon of devalorisation is apparent in practice and theory
must take a position on it. But Cassel is incapable of incorporating the fact of
devalorisation into his theory. The latter remains without any internal, logically
necessary connection with devalorisation. Devalorisation must not and can-
not occur at all in Cassel’s theory of crises. According to his theory it would be
illogical and impossible. When and how can capital be devalorised according
to his subjective theory of prices (‘the principle of scarcity’), how can there be
scarcity of capital? On the other hand, in Marx’s theory, insufficient valorisation
and the devalorisation of the original capital, which is a consequence, have an
inner logical connection.

If our analysis has shown that in the course of accumulation there emerges a
shortage of surplus value (obviously embodied in real useful things of any kind)
and if, at the same time, the experience of the cyclical movement confirms that
in the final phase of a boom there is a shortage of ‘savings’, a shortage of the ele-
ments q, and a, available for expanded reproduction, then this only confirms
with facts the correctness of our own abstract schematic argument and hence
also the correctness of Marx’s theory of accumulation.

Only now can we finally answer the question raised by Diehl: whether there
is a connection between Marx’s theory of value and theory of surplus value, and
socialism. Diehl denies this and believes that it ‘can be calmly conceded that
returns to capital, ground rent, entrepreneur’s profit, have their roots in the sur-
plus value squeezed out of workers’, but ‘socialist conclusions’ are not entailed
in this for anyone ‘who supposes that without such surplus value no techno-
logical and economic progress is possible’. ‘Nowhere does Marx argue that this
mode of production is bound to disappear, because surplus value squeezed out
of workers accrues to the entrepreneur during the capitalist epoch.5

Really, seldom has a theory been so badly misunderstood as in this case! It
is not a matter of the ethical evaluation of surplus value, of belief in whether
or not it has a civilising role but of variations in its magnitude. For with the dis-
appearance of the possibility of valorisation, the civilising function of surplus
value, the development of the productive forces, can likewise not be fulfilled.
Consequently, the capitalist mode of production must necessarily make way
for another. Marx showed that capital accumulation, because it proceeds on

145 Diehl 1898, pp. 42—3.
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the basis of the law of value, Av = ¢ + v + s, cannot take place beyond definite
limits, i.e. it bears a transitory character because in the long run the surplus
value s does not suffice for the valorisation of ¢ + v.146

Franz Oppenheimer is one of the sharpest and best-known recent critics of
Marx’s law of accumulation. He is so convinced of the overwhelming power of
his own arguments that from the very start he denies the good intentions of
everyone who dares to adhere to Marx’s theory, even before he has examined
their counter arguments, indeed even before hearing them. Thus, about Marx,
he writes, ‘Frankly [!] it can no longer be disputed that ... his law of capital-
ist accumulation and his deduction of the reserve army are logically erroneous
and that therefore his identification of the tendency of capitalist development
is false’147

If, however, Marx’s theory of accumulation and breakdown reproduced here
is compared with what Oppenheimer represents as Marx’s theory of accumu-
lation, the errors in Oppenheimer’s conception are immediately apparent.148
The elegant deductions that are otherwise typical of this sharp thinker and
distinguish him from other critics of Marx completely fail here. In a section
entitled ‘The Supposed Tendency of Capitalist Development, Oppenheimer
does ask, in relation to surplus value as the driving force of the bourgeois order:
‘continuing to operate in the future, how would it structure the development
of society? That is the problem to be solved.’ But, instead of investigating the
changes that surplus value undergoes in the course of accumulation, Oppen-
heimer abandons the right path and ends up at a dead end. Oppenheimer’s
vacillating assessment and characterisation of Marx’s theory of accumulation
is already symptomatic. At one point he regards it as merely the product of
Hegel's dialectical contradictions — and here he follows Bernstein’s statements
(see page 63 above): ‘Marx derived his basic solution from his philosophical
ideas, specifically his fundamental conception of the philosophy of history,
which he had learnt from Hegel ... For him, this solution resulted from the

146 In19o7, Ladislaus von Bortkiewicz in his polemic against Tugan-Baranovsky, on the basis
of his mathematical analysis, already stated that ‘This inequality allows us to conclude
that with a given rate of surplus value (r) and a given quantity of variable capital (v), an
unlimited growth of constant capital cannot take place without bringing about a decline
in the rate of profit. ‘He [Tugan-Baranovsky]| did not succeed in proving that the organic
composition of capital has no influence on the rate of profit’ (Bortkiewicz 1949, p. 218;
Bortkiewicz 1907, p. 335). [ Grossman’s emphasis. Bortkiewicz’s concluding paragraph was
not including in the English translation of 1949.]

147 Oppenheimer1964a, p.1098.

148 Oppenheimeri1gos, pp. 25-33; Oppenheimer191g, pp. 135-65; also Oppenheimer1927. Fur-
ther Oppenheimer 1913, pp. 139—42; Oppenheimer 1964b, pp. 1084—90.
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application of the “dialectical method” 49 We have already shown that before
Marx both Sismondi and Richard Jones already expressed a ‘presentiment’ of
the necessary downfall of the capitalist mode of production, i.e. on the basis
of observations about the philosophy of history. So the advance represented
by Marx’s own research consisted and could only consist in demonstrating the
necessity of capitalism’s downfall through a purely economic line of argument,
from the analysis of the capitalist system itself. Yet it is precisely this economic
line of argument that Oppenheimer fails to notice! Capitalism’s law of break-
down, which, as he concedes, is ‘the principal load-bearing pillar of Marx’s
whole economics and sociology in general’,'5° results not from Marx’s analysis
of capitalism but from the application of Hegel’s dialectical method. It was thus
a construction built on Hegel's developmental schema according to the tricho-
tomy: thesis, antithesis, synthesis. At another point, Oppenheimer asserts that
the problem Marx deals with in his theory of accumulation cannot be solved
deductively. In fact, Marx’s theory that the reserve army regularly grows was
only based on an empirical ‘impression’ that he ‘gained at the time when he
was observing British economic development’!>! At a third point, according
to Oppenheimer, Marx’s theory of accumulation was established by way of
a deduction,15? which Oppenheimer even calls an ‘impressive deduction,!%3 a
‘gigantic effort!5* ‘a solution attempted in the grand style’15> These vacillat-
ing assessments of the character and genesis of Marx’s theory of accumulation
show that Oppenheimer has overlooked the true kernel, the core of this theory,
despite his assurance that he ‘devoted an evaluation, crafted with the greatest
affection and care in its presentation and criticism), to this theory, in one of his
own books.156

In which directions do Oppenheimer’s criticisms proceed? The insufficient
valorisation of the accumulated capital, for Marx the decisive phenomenon
that disintegrates the capitalist mechanism from within, according to its own
laws, even if a state of equilibrium is assumed as the starting point of the ana-
lysis, is not mentioned by Oppenheimer even once! Instead he foists ‘two ele-
ments, which have nothing to do with it, into Marx’s theory of accumulation.

149 Oppenheimer 1919, p. 115. [Grossman’s emphasis. |

150 Oppenheimerig1g, p.137.In Oppenheimer1964b, p. 1086 it is called ‘the load bearing pillar
of the grand system of proletarian economics..

151 Oppenheimer 1903, p. 56. See further below.

152 Oppenheimer 191y, p. 136.

153 Oppenheimer 1919, p. 144.

154 Oppenheimer 1919, p. 146.

155 Oppenheimer 1919, p. 135.

156 Oppenheimer 1919, p. 137.
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1. The firstis that ‘machinery displaces workers’15? We already indicated the
important difference between the displacement of workers by machinery and
their displacement by the very course of capital accumulation. Oppenheimer
confuses these two phenomena.’®® Machinery displaces workers, hence, in
Oppenheimer’s discussion, the production process generates ‘a chronic relat-
ive overpopulation, according to Marx. Oppenheimer claims that, for Marx,
‘there is always an oversupply of labour power. Thus wages cannot rise above
their lowest point, because there are always two workers chasing every master,
underbidding each other’159

In reality, the ‘setting free’ of workers that Marx discusses in the chapter on
accumulation is something completely different from the setting free of work-
ers by machinery. In a formal sense, this already results from the structure of
Marx’s work. Marx deals with the fact that workers are set free by machinery
in the descriptive-historical part of chapter 15 of the first volume [of Capital]
(‘Machinery and Large-Scale Industry’), namely in the three sub-sections 5—7
where he describes the problem of workers being set free by machinery and its
consequences extensively (‘The Struggle between Worker and Machine’; ‘The
Compensation Theory, with Regard to the Workers Displaced by Machinery’;
‘Repulsion and Attraction of Workers through the Development of Machine
Production’). So, after all that, does he repeat everything he has already said in
the chapter on accumulation? In fact, Marx writes here about the accumulation
of capital setting workers free, i.e. by insufficient valorisation at a specific and
advanced stage of accumulation. Even the absolute number of workers grows,

157 Oppenheimer 1919, p. 141.

158 See above, pp. 70, 145. Finally, Oppenheimer mixes up a third kind of setting free: ‘The
setting free of the proletariat in the rural economy’. ‘If the functioning capital was what
caused the setting free of labour’, he argues, ‘then, according to the laws of accumulation,
the release of labour would be much stronger in industry’ than it is in agriculture. ‘There
would have to be many more workers cast into the reserve army from the industrial side
than the agricultural, if Marx’s explanation were true. In fact the reverse is true’. He then
adduces figures to show the more rapid displacement in agriculture, and finally states: ‘So
the setting free of labour can have nothing to do with changes in the “organic composi-
tion” of capital’ (Oppenheimer 1913, p. 105). In arguing like this, Oppenheimer overlooks
an elementary point: Marx’s analysis has ‘pure capitalism’ as its basis. The problem is pre-
cisely to explain the capitalist mechanism and expound the causes of the setting free of
workers who already function as wage labourers. The ‘setting free’ in the rural economy
that Oppenheimer talks about is a ‘setting free’ of independent small producers, hence
their proletarianisation, which forces them to become wage labourers. It is identical with
the destruction of pre-capitalist forms of production, a process not covered by the scope
of the law of accumulation.

159 Oppenheimer 1964b, p. 1087. [Grossman’s emphasis. |
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up to this point. ‘With the growth of the total capital, its variable constituent,
the labour incorporated in it, does admittedly increase.'®° But it increases with
accumulation ‘in a constantly diminishing proportion) until at a specific level
of accumulation it completely ceases to grow and turns into the setting free of
workers, that is ‘a relatively redundant working population, i.e. a population
which is superfluous to capital’s average requirements for its own valorisation
and is therefore a surplus population’.!6!

Oppenheimer overlooked this and was bound to do so, because he disreg-
ards the fundamental difference between the technical labour process and the
capitalist valorisation process and identifies the two precisely at the decisive
point in his critique. For example, when he writes that according to Marx ‘a
large and ever growing number of workers is “set free” by machines, i.e. constant
capital, and thrown out on the streets as a reserve army of the unemployed’!62
Machines in relation to labour power (mP : L) and constant capital in relation
to variable capital (c : v) represent two absolutely distinct categories, whose
conflation is bound to lead to errors with serious consequences. So there was a
time when displaced workers who had been set free, succumbing to the same
confusion, vented their frustration in the mass destruction of machines. ‘It
took both time and experience’, Marx writes, ‘before the workers learnt to dis-
tinguish between machinery and its employment by capital, and therefore to
transfer their attacks from the material instruments of production to the form
of society which utilizes those instruments’!63 And it is precisely from this form
of exploitation and not from the technical application of the material means of
production that Marx derives the necessary end of the accumulation process.

If the displacement of workers, about which Marx writes in the passage
cited, was a result of the application of machinery, that is of technological
advance, then surplus population would, in fact, be ‘chronic’ overpopulation,
as Oppenheimer states; there would ‘always’ be an oversupply of labour power,
two workers would ‘always’ be chasing every employer. But this, for Marx, is
true only for a small number of workers. This is so-called ‘absolute’ unemploy-
ment which exists even in boom periods when employers complain about the
shortage of labour. It can be explained by the changing of jobs, since every
change from one job to another is bound up with a shorter or longer period

160 Marx1976b, pp. 781—2. [ Grossman’s emphasis. |

161 Marx 1976b, p. 782. [Grossman’s emphasis. |

162 Oppenheimer 1919, p. 144. [Grossman’s emphasis.] So too in Oppenheimer 1913, p. 104:
‘Capital as constant capital, i.e. in its shape as machinery, “increasingly sets workers free”".
[Grossman’s emphasis. |

163 Marx 1976b, pp. 554—5. [Grossman’s emphasis. |
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of unemployment. This absolute unemployment therefore has nothing to do
either with displacement by machinery or with the accumulation of capital.
Thus Oppenheimer’s interpretation of Marx’s theory of the reserve army in
the sense of a chronic surplus population is fundamentally false. What prevails
instead, according to Marx, is the law of the alternate attraction and repulsion
of workers, whereby the absolute number of workers who are employed and
then set free can and does in fact grow. ‘[I|n all spheres, the increase of the
variable part of the capital, and therefore of the number of workers employed
by it, is always connected with violent fluctuations and the temporary produc-
tion of a surplus population.'6# So it is not a matter of chronic overpopulation,
as Oppenheimer asserts, but of the periodic formation and absorption of the
reserve army in the cycle of production: ‘The path characteristically described
by modern industry, which takes the form of a decennial cycle ... depends on
the constant formation, the greater or less absorption, and the re-formation of
the industrial reserve army or surplus population’16> Furthermore, the abso-
lute number of workers can grow and indeed must grow if accumulation, i.e.
expanded reproduction, is to occur.166

164 Marx1976b, p. 782. [Grossman’s emphasis. |

165 Marx1976b, p. 785. [Grossman’s emphasis. |

166 Marx writes: ‘in order that these components [of constant] capital [needed for accumu-
lation] may actually function as capital, the capitalist class requires additional labour. If
the exploitation of the workers already employed does not increase, either extensively or
intensively, additional labour powers must be enlisted’ (Marx 1976b, p. 727). [Grossman’s
emphasis.] The sheer force of the argument of those various critics of Marx who raise the
objection to Marx’s law of accumulation and population that, as the capitalist mode of
production progresses, the number of employed workers ... grows, is astonishing! This is
proved by the numbers Marx presents in chapter 15 of the first volume of Capital, which
Marx himself supposedly adduced as an illustration of his law of accumulation and the-
ory of the growing reserve army. The conclusion is drawn ‘that the number of employed
workers, hence the scale of variable capital, has expanded,, closing with the now fashion-
able jibes at the ‘flippancy and superficiality’ of Marx’s statistical methods (see Muhs 1927,
pp- 466—7). This method of Marx criticism only exposes the unparalleled ‘flippancy and
superficiality’ of Mr Muhs himself. The numerical examples in chapter 15 have nothing to
do with Marx’s law of accumulation, they demonstrate, rather, as Marx expressly states in
the title of the relevant section, ‘the most immediate effects of machine production on the
worker’, thus the fact of the displacement of workers by machinery (Marx 1976b, pp. 517 et
seq). [Grossman’s emphasis.] That other workers later find employment in greater num-
bers is completely irrelevant to the workers who have been set free. In contrast, in chapters
24 and 25 where Marx discusses accumulation, he himself cites figures which prove that
the absolute number of workers grows (e.g. Marx 1976b, p. 783) and it follows from his
exposition of accumulation that, conceptually, an additional number of workers is a neces-
sary presupposition of accumulation. Truly, difficile [est] satyram non scribere! [‘Difficile est
satyram non scribere’ means ‘It is difficult not to write satire, Juvenal 1958, p. 18.]
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2. And now for the supposed second ‘premise’ of Marx’s deduction, the
second element: the classical wages fund theory.!” According to Oppen-
heimer, Marx ‘still took over this theory in its decisive features)'68 despite being
aware of some of its weaknesses. ‘The classical theory derived all prices from
the relationship between supply and demand, and resolved the problem of
wages, i.e. the price of labour, in the same way’!69 that is, from demand by social
capital C and supply by workers L. To explain the decline in wages of his time,
Ricardo included not total capital C but only circulating capital, as the numer-
ator in the wage fraction. And Marx went further in this direction, in that he
placed an even smaller component of capital, variable capital, in the numer-
ator. This is how the low demand for labour (despite a growing total capital)
and thus also the emergence of a reserve army is supposedly explained.

This assertion, repeated in various writings by Oppenheimer,!7? is com-
pletely unfounded. Marx supposedly solved the problem of wages in terms of
the relationship between supply and demand! I have demonstrated the com-
plete untenability of this view elsewhere.l”! Marx’s theory of wages is only a
special application of his theory of value to the commodity labour power and,
just as in his theory of value, the determination of value proceeds quite inde-
pendently of competition, of the relationship between supply and demand, so
too in Marx’s theory of wages. Oppenheimer expresses Marx’s wage theory with
the formula W = v/L. In doing so, he leaves the factor of reproduction costs r,
the value basis of Marx’s theory of wage determination, out of Marx’s wage for-
mula. In other words, Marx’s wage formula should be W=r x v/L where, because
Marx proceeds from a state of equilibrium and thus v = L, he can ignore the frac-
tion v/L = 1/1. So, according to Marx, wages are determined by the coefficient
r, i.e. by the reproduction costs or value of labour power, which is independ-
ent of competition or the relationship between of v and L. However, because
Oppenheimer has misunderstood the true determination of the value of labour
power in Marx, the factor which, according to Marx, drives increases in the level
of real wages in the course of capitalist development (the growing intensity of
labour), also escapes him. Only in this way can Oppenheimer arrive at the pat-
ently false view that in Marx’s system wages ‘can never rise above their lowest
point’!

Since Oppenheimer’s description of Marx’s theory of wages as a wage fund
theory is absolutely false, his criticisms of Marx’s theory of accumulation, based

167 Oppenheimer191g, p. 138.

168 Oppenheimer 1919, p. 141.

169 Oppenheimerigig, p. 138.

170  Oppenheimer 1909, p. 17; 1924, p. 1085.
171 Grossmann 2019e, pp. 163—6.
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on it, also fail. To demonstrate the necessary formation of a reserve army, Marx
did not have to invoke the relationship between supply and demand at all. In
Marx’s analysis the reserve army is the product of the process of reproduction
in the late stage of accumulation and not, as Oppenheimer claims, a perman-
ent precondition for the sustained reproduction of the capital relation.'”? This
point again shows how much Oppenheimer has misunderstood the basic pre-
suppositions of Marx’s analysis. In his analysis of the accumulation process, as
in other parts of his work, Marx sets out from the assumption of the normal
circulation of capital, that is from a state of equilibrium where demand cor-
responds to supply, where, therefore, all commodities are sold (including the
commodity labour power) and where, therefore, there is and can be no reserve
army of labour. Precisely because demand for labour matches its supply, the
commodity labour power is purchased at its value. Consequently, even though
the changing relationship between demand and supply is consciously excluded
from the analysis, the reserve army still emerges in the course of accumulation.
For Marx, therefore, it cannot be deduced from that relationship but precisely
from and as a consequence of the accumulation of capital. {A] surplus popula-
tion of workers is a necessary product of accumulation or of the development of
wealth on a capitalist basis."”® Granted that, in empirical reality, once created,
this surplus population ‘becomes, conversely, the lever of capitalist accumu-
lation, indeed it becomes a condition for the existence of the capitalist mode
of production’!”* For empirical, actually given capitalism, the existence of a
reserve army of labour is a condition of existence, not in order to reproduce the
capital relation but rather to make sudden extensions of production possible,
because ‘in all such cases there must be the possibility of suddenly throwing
great masses of men into the decisive areas without doing any damage to the
scale of production in other spheres. The surplus population supplies these
masses’.”> Thus the reserve army is a condition of existence, but not for the
existence and continuous reproduction of the capital relationship. The best
proof of this is the fact that Marx undertakes to illustrate the accumulation pro-
cess with a reproduction schema that presents capitalist production in a state
of equilibrium, in which there is no reserve army, and yet the capital relation

172 So Oppenheimer 1919, p. 150 writes of the formation of the reserve army, ‘the social capital
relation is forever reproduced by that means.

173 Marx 1976b, p. 784. [Grossman’s emphasis. |

174 Marx1976b, p. 784.

175 Marx 1976b, p. 785. Luxemburg had already clearly perceived this function of the reserve
army in Marx’s system and expressed it in her polemic against Bauer (Luxemburg 2015b,

P- 432).
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is reproduced. If Oppenheimer’s assertion that the reserve army is indispens-
able for the reproduction of the capital relation were true and if this was Marx’s
view, then Marx’s attempt to represent the capitalist mode of production in a
schema without a reserve army would be obvious nonsense. Marx was justified
in initially excluding the reserve army from his theoretical analysis, because the
ideal normal course of capitalist reproduction, not empirical capitalism with its
sudden expansions, constituted the initial object of his analysis.

If Marx in his theory of accumulation had wanted to prove that the existence
of a reserve army is a necessity, by assuming falling demand for labour, i.e. a
growing reserve army, as the premise of his proof procedure (as Oppenheimer
asserts), that would have been a petitio principii,'"® since the premise that was
assumed would already have contained what was to be proved. What would
the content of Marx’s theory of accumulation have been then? Marx’s theory
of accumulation is, however, free of this fault. Both of its supposed premises
are Oppenheimer’s very own products. Oppenheimer combats a Marx that he
himself has constructed!

3. And now Oppenheimer’s description of Marx’s ‘proof procedure’! What
is the central idea in Marx’s chapter on the accumulation of capital? Oppen-
heimer understands it to be that ‘capital and its accumulation are to blame for
the continued existence of capitalism™?” because according to Oppenheimer, as
we already know, the existence of a reserve army is a necessary precondition for
the reproduction of the capital relation. The formation of the reserve army in
the course of accumulation is thus identical, according to Oppenheimer, with
the formation of one of the necessary conditions for the continued existence of
capitalism. That is a gross error. In the chapter on ‘The Historical Tendency of
Capitalist Accumulation), Marx describes not the continued existence of capit-
alism but precisely its opposite, the explosion of the capital relation, the end of
the capitalist mode of production as a result of accumulation. ‘Capitalist pro-
duction begets, with the inexorability of a natural process, its own negation.”8
The existence of capital, i.e. the separation of the worker from the means of
production, is quite sufficient for the reproduction of the capital relation.'”
The existence of a reserve army is not required for that.

And, precisely because Oppenheimer only occupies himself with the prob-
lem of the setting free of workers by machinery and has not noticed the prin-
cipalideas in the famous chapter 25 on ‘The General Law of Capitalist Accumu-

176  [Petitio principii’ means ‘begging of the question’.]
177 Oppenheimer 1919, p. 151. [Grossman’s emphasis. |
178 Marx1976b, p. 929.

179  For more detail, see Grossman 2019e, pp. 150-1.
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lation), he has not dealt with these in his critique. His critique misses the mark.
As his entire attention is devoted to the setting free of labour by machinery, he
nowhere examines the problem of insufficient valorisation as a consequence
of accumulation. He only mentions the problem of valorisation in passing. But
how! Oppenheimer places himself entirely on the ground of the subjective
experience of the individual capitalist, with no trace whatsoever of any analysis
of the social interconnections, the objective social conditions, of accumula-
tion. Agreeing with Marx he states, in other words, ‘that the sole motive for
accumulation is hope for surplus value’ and that therefore even the most avid
accumulator will give up accumulating at ‘the lowest point of surplus value or
interest’! And would ‘much rather consume all his income than put part of it
aside’!80 On the other hand, however, a fall in interest rates compels capitalists
to accumulate to a higher degree.

To begin with, from a strictly methodological standpoint, it should be men-
tioned that here again Oppenheimer overlooks how Marx does not directly
analyse empirical reality; in the chapter on accumulation, the object of his
analysis is surplus value and the variations in its magnitude, while reality only
knows the parts into which surplus value is split (interest, profit, rent, com-
mercial profit etc.). Surplus value is only a theoretical aggregation of those real
parts into a totality. Marx’s proof procedure has the character of a deduction.
A specific phenomenon - insufficient valorisation of the total social capital —
has to be derived from the conditions of the problem, the conditions of accu-
mulation. Oppenheimer makes an excellent remark about such deductions:
‘Any appeal to experience is inadmissible here. A deduction is not validated
because its results conform to experience’!8! And the same accomplished logi-
cian appeals, in his critique of Marx’s deduction, to ... experience! Against
Marx’s assertion that the decline in surplus value in the course of accumula-
tion brings it to a standstill, Oppenheimer replies that ‘experience teaches that
as interest rates fall [Marx refers to falling surplus value, not interest], accu-
mulation proceeds all the more vehemently and psychology can easily explain
the phenomenon: savers want to secure a definite level of money income that
will provide them with a definite standard of living. To achieve this, lower
interest rates require larger sums of capital’!®? Oppenheimer asserts, further,
that this limit on accumulation ‘lies very deep’ and, in practice, cannot be taken
into account. To establish this, Oppenheimer cites Marx’s statement about the

180 Oppenheimer 1919, p. 149.
181 Oppenheimer 1919, p. 150.
182 Oppenheimer 1919, p. 149.
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level of interest rates (!): ‘The minimum limit of interest is completely inde-
terminate. It could fall to any level, however low’!83 It is as clear as day that
Oppenheimer committed a grave quarternio terminorum!8* here, that he con-
fuses insufficient surplus value with falling interest rates. Interest rates can fall to
any level conceivable but not surplus value. Interest is only a part of profit; if
interest declines, entrepreneurs’ profits increase.!8> If interest rates fall as a con-
sequence of an oversupply of loan capital, what would the result be? That loan
capital would flood into production and the capitalist lender would become a
functioning, i.e. industrial, capitalist.!¢ Only a shift of capital would occur. But
matters are different when we look at total surplus value, that is at total social
capital — and Marx discusses precisely these in his account of the social pro-
cess of accumulation and reproduction. Once surplus value declines below a
certain, exactly calculable limit, capital accumulation ceases, breakdown neces-
sarily occurs as a consequence of insufficient valorisation of capital — quod
erat demonstrandum.’8” Enormous devaluation of capital would be the con-
sequence. At the same time, from this point on (the Z point), a reserve army
would necessarily emerge, indeed a constantly expanding reserve army, which
would dissolve the stalled mechanism of accumulation. Oppenheimer’s asser-
tion that capitalists accumulate more vehemently, the lower the rate of interest,
presents the matter as if accumulation and its scope depend only on the good
will and psychology of the saver. He overlooks the objective conditions of accu-
mulation — i.e. the magnitude of the available surplus value — which determine
the limit on the scale of accumulation, a limit that no amount of eagerness to
save can help the capitalist overcome. Oppenheimer knows no such limit to the
accumulation of capital. Here we reach the core of the problem of accumula-
tion. According to Oppenheimer, so long as accumulation is sufficiently rapid,
the setting free of workers by the application of new technologies can be offset
and even more than offset. For example, suppose there is a working population
of 8o workers to be employed, assuming a wage of 1 v per worker, then all the
workers would find employment if there is a total capital of 100 and an organic
composition of capital of 20 ¢ : 8o v. If the organic composition is 50 ¢ : 50 v, then
30 workers are displaced. To ensure employment for all workers, there only has
to be diligent accumulation to push the total capital up to 160. With a compos-

183 Oppenheimer 1919, p. 149. [Marx 1981, p. 480.]

184  [‘Quarternio terminorum’ means ‘fallacy of a fourth term, i.e. drawing a false conclusion.]

185 Marx 1981, p. 496.

186 Marx 1981, p. 496.

187 [‘Quod erat demonstrandum’ means ‘proving the proposition which was to be demon-
strated’.]
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ition of 60 ¢ : 40 v the workers set free would be absorbed if the total capital
increased to 200. Oppenheimer’s solution is so self-evident and simple that it
must be wondered why Marx did not also see that the setting free of labour by
technological change can be offset and even more than offset by correspondingly
faster accumulation.188

Oppenheimer overlooks the essential question here: with a given working
population and a given rate and mass of surplus value, is such accumulation
possible in the long run on the scale and at the tempo required? That is the issue!
Oppenheimer, for whom accumulation depends on the free will of the investor,
replies with a ‘yes. We, however, say ‘no’ and have offered in justification of our
standpoint an exact proof (to the extent possible within a deductive argument).
Oppenheimer cites three possible situations in which workers are set free and
this is offset through growing accumulation:

1) Partial compensation: more are set free in one branch than are addi-
tionally employed in others. 2) Full compensation: the number set free
and additionally employed are equal. 3) Over-compensation: additional
employment outweighs the number set free. If case 1) is the reality then
the law of accumulation holds.

Then Oppenheimer asks,

Which of these three cases is actually the reality? The problem cannot
be resolved through deduction: it is an equation with several unknowns. It
can only be solved directly with figures; the numbers of unemployed at
different points in time have to be compared.

But, Oppenheimer adds, there was certainly insufficient statistical data in the
British Empire in Marx’s day to resolve the issue. As neither deduction nor
empirical proof was possible, ‘in the period that he studied British economic
development, Marx gained the impression that the reserve army consistently
grows’.189

So, according to Oppenheimer, the fundamental law of Marx’s system, the
capitalist mode of production’s law of motion, was therefore an illicit gener-
alisation from vague empirical ‘impressions’ in a particular phase of economic
development! Oppenheimer’s entire argument is untenable in all of its propos-

188 Yet Marx himself states: ‘A necessary condition for the growth in the number of factory
workers is thus a proportionally much more rapid growth in the amount of capital invested
in factories’ (Marx 1976b, pp. 582—3). [Grossman’s emphasis. |

189 Oppenheimer 1903, p. 56. [ Grossman’s emphasis. |
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itions. Marx’s thesis about capital accumulation’s breakdown tendency was not
propounded as a generalisation from purely empirical observations or impres-
sions nor on the basis of Hegel’s formulation of the dialectic of contradiction. It
was derived through deduction, as a self-evident consequence of the accumu-
lation of capital on the basis of the law of value. If Oppenheimer asserts that
Marx evolved the whole theory of the setting free of workers from an analysis
of industry'®° then that is an arbitrary assertion, whose sole explanation is that
Oppenheimer merely invokes the empirical illustrations in the first volume of
Capital alone and, in this connection, does not take the crucially important
passages in the third volume, which deal with the tendential fall in the rate
of profit, into account at all. Hence we have here a conflation between two
phenomena, as fundamentally different as workers set free by machinery and
capital accumulation setting them free. Oppenheimer’s assertion that the prob-
lem cannot be solved deductively is disproved by our demonstration, using a
concrete numerical example, that the problem really can be solved and we will
demonstrate this mathematically. The problem’s exact conditions and data are
set out precisely and variations in surplus value in the course of accumulation
can thus be calculated. The problem of an equation with several unknowns
may well exist for empirical relationships. No such problem exists for theor-
eticians. By saying ‘assuming that ...’ they have a wonderful, magical means of
transforming all unknowns into measurable quantities.

In our schematic analysis, we proceed from Oppenheimer’s case 2, i.e. from a
state of equilibrium where, despite an increasing organic composition of cap-
ital, the setting free of workers is compensated for by their renewed employ-
ment. That is where the great methodological value of this model lies. Every
year a higher organic composition, hence better technologies are introduced.
Workers are set free as a result. The workers set free are, however, reabsorbed
through correspondingly greater capital accumulation, so that equilibrium is
re-established every year. Thus what Oppenheimer recognises as the remedy
against workers being set free by machinery is precisely presupposed. With the
purpose of immanent critique, we therefore stand on the ground of his own
assumptions. And nevertheless, it is apparent, from the standpoint of these
very assumptions, that such a proportional state of accumulation is only tem-
porarily possible. From a certain point in development, further accumulation,
on the above basis, becomes impossible in the long run, because it immediately
runs up against the limits on valorisation and the assumed case 2 necessarily
reverts into case 1. At this late stage of accumulation, the number of workers set
free outweighs their re-employment. As, however, our schema always assumes

190 Oppenheimer 1903, p. 59.
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that setting free of workers by machines is compensated for by a correspond-
ingly greater accumulation — and this condition is in fact fulfilled in the schema
over many years — the eventual breakdown of accumulation and emergence of
a reserve army cannot be ascribed to this cause. The breakdown of accumula-
tion results from another cause: insufficient valorisation. Accumulation ceases,
thanks to an objective impossibility, not to the deficient subjective will of savers:
there is not enough surplus value to sustain accumulation on the scale required.

If, ashas been demonstrated, Oppenheimer’s case 1is not just the actual situ-
ation in the late stage of capital accumulation but the necessary one then, to
use his words, ‘the law of accumulation has been proved. When Oppenheimer,
pointing to actual developments in England, proposes that ‘in industry as a
whole the “setting free” of labour by the use of machinery is over-compensated
by new employment,’¥! in addition refers to ‘the fact of over-compensation’
and furthermore believes that ‘Marx lost the match when he had to concede
that in industry as a whole over-compensation occurs’192 it is Oppenheimer
himself who has lost the match. For, from the very start, he abstains from
presenting any deductive counterproof against Marx’s deduction and merely
relies on empirical facts. But, as Oppenheimer himself knows, theory cannot
be acquired through empiricism. Marx could concede a hundred times over
that over-compensation does happen occasionally in industry and, neverthe-
less, the validity of Marx’s law of accumulation and breakdown would remain
unaffected. Additional labour power is in fact one of the necessary, constitutive
elements of Marx’s concept of accumulation! After all, his whole system is con-
structed on the idea of surplus value, of the greatest possible intensive and
extensive exploitation of human labour. Capitalism strives to employ the largest
possible number of workers. It is a complete mystery how Marx’s own propos-
ition that ‘overall, the number of workers employed in industry increases and
not just absolutely but more strongly than the total as a whole’ can be raised
as on objection against him.19% As the demographic base expands, the lim-
its of capital accumulation are extended. Precisely for this reason, the break-
down tendency is weakened and displaced to the distant future (see Chapter 3,
pages 327 et seq. below). But from the law of accumulation it follows, on the
other hand, that with any giver population [growth rate] capital accumulation
encounters an insuperable barrier beyond which any further accumulation is
pointless, because it will be accompanied by a decline in the mass of profit and
therefore also by the emergence of a reserve army. The breakdown tendency

191 Oppenheimer 1903, p. 58. [Oppenheimer emphasised the whole sentence. ]
192 Oppenheimer 1903, p. 59.
193 Oppenheimer 1919, pp. 152—3. [ Grossman’s emphasis. |
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emerges. Of course, this consequence can always be compensated for and inter-
rupted by ‘modifying circumstances’ Hence the periodic, cyclical succession of
phases of expansion and breakdown. If, however, we disregard the attraction
and repulsion of workers in the course of the industrial cycle, if we thus con-
centrate solely on secular trends, we have to conclude that in the early stages
of capital accumulation population was, on the whole, too large in relation
to the paltry scale of capital. Hence Malthus and Malthusianism. In the late
phases of accumulation, the relation is reversed: compared with the enorm-
ous accumulation of capital, the population, thus the source of valorisation,
becomes progressively less adequate. Hence the sharpening of tensions in the
established capitalist countries in the course of capital accumulation, hence
the growing role of capital export, hence the anxiety of the exponents of the
existing mode of production about the decline in the birth rate and the ‘eco-
nomic and moral dangers’ ([Pierre Paul] Leroy-Beaulieu)!®4 connected with
it, hence the ever more brutal expansionist tendencies of capital, to secure
sources of the raw material it needs as well as the largest possible reservoirs
of human labour power. But here capitalism runs up against huge obstacles.
The world has already been divided up. The economic transfer of large masses
of people also encounters difficulties. So capital accumulation increasingly
runs up against its unsurmountable limits. Countertendencies that weaken the
breakdown tendency are themselves weakened: the tendency to breakdown
becomes stronger.

With that, however, the situation corresponding to the terminal phase of our
schema, in which an ever-increasing reserve army must necessarily emerge,
draws closer. In other words, from the law of accumulation it follows that,
although for a time there is over-compensation for the setting free of workers in
the less advanced phases of accumulation (the first 34 years in our schema), in
the advanced phases of accumulation such over-compensation is impossible
and turns into the permanent setting free of labour.

So when Oppenheimer declares that ‘the law of accumulation as Marx
developed and understood it is refuted’, by Oppenheimer,195 the statement rests
on manifest self-delusion.

Karl Muhs’s critique of Marx’s theory of accumulation and breakdown in
his bulky Anti-Marx shows not the slightest trace of originality.'%6 He moves at
the same level of argumentation as Oppenheimer, but has failed to enrich the
discussion with one single new argument and merely draws together what has

194 Leroy-Beaulieu 1913, pp. 287-94.
195 Oppenheimer 1903, p. 67.
196 Muhs1927.
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been stated by others (Julius Wolf, Franz Oppenheimer, Simkhovitch, Georg
Adler, Eduard Bernstein).1%7 He also bases himself entirely on the discussion
in the first volume of Capital; the decisively important passages in the third
volume, which deal with the tendential fall in the rate of profit, and have the
closest bearing on the issue under discussion, are not considered. According
to Muhs, Marx’s theory of accumulation and breakdown has empirical roots.
And, indeed, his theory of the permanent setting free of labour by machinery
is derived from the development of English industry around the middle of the
nineteenth century. ‘Here the investigation is conducted on a largely empir-
ical basis) he claims, repeating Oppenheimer like an echo.'%8 He follows this
up with Julius Wolf’s and Oppenheimer’s critique of Marx’s statistics on the
English cotton textile industry (see pages 165 et seq. above) and comes to the
conclusion: ‘From the displacement of labour power by machinery, thus proved
[!], follows the absolute law of the setting free of labour’19° The superficiality of
this assertion is readily apparent. Marx did not need to ‘prove’ that workers are
set free by machinery, as this proposition had already been demonstrated by
Ricardo in the 1821, third edition of his Principles,?°° has never been seriously
challenged by anyone and cannot be challenged at all. Marx simply accepted
what Ricardo had argued and Muhs himself confirms that labour is in fact set
free, when he states, ‘We will have to agree with Marx, as the production of
machinery never demands the same quantity of labour as the application of
machines ends up saving’2%! But this form of argument was necessary for Muhs,
as a means to an end, namely to prove the empirical genesis and foundation of
Marx’s theory of accumulation and breakdown: From now on the phenomenon
of setting free is placed in the centre of the theory of accumulation and is thus elev-
ated into the principal phenomenon of capital, thanks to which this system of
production dissolves and flows into the communist system of production’.202
Once the empirical character of the law of accumulation — this ‘cornerstone
of the whole Marxist system’ — is established, nothing is easier than to over-
turn the law of accumulation supposedly constructed on that basis and sub-
sequently the whole ‘Marxist system’, by means of a critique of this empirical
foundation, of the statistical material used by Marx. Incapable of mobilising
a single argument in an open frontal attack on Marx’s law of accumulation,

197 [Wolf1892; Adler 1887.]

198 Muhs 1927, p. 461.

199 Muhs 1927, p. 462.

200 Ricardo 1912, chapter 31 [pp. 263—71]; and Marx 1989c, pp. 177 et seq.
201 Muhs 1927, p. 475. [Grossman’s emphasis. |

202 Muhs 1927, p. 463. [Muhs only emphasised ‘theory of accumulation’.]
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Mubhs tries to use an empirical-statistical detour to finish off Marx’s theoretical
system! So Marx’s statistics are criticised and the ‘frivolity and superficiality
with which Marx applies the statistical “method”’ is demonstrated and it is
finally stated that ‘The empirical-statistical proof that labour is set free by cap-
ital thus completely failed ... With reference to empirical relations, he asserts:
‘The industrial reserve army, as developed by Marx, a reserve army that grows
progressively with the growth of the total social capital ... this reserve army
of Marx has not been created by the historical process of capitalism’2%3 ‘since,
as a matter of fact, the capitalist mode of production has proved capable of
absorbing into the production process the substantial increase in population,
which is discernible after the introduction of the system in almost all capit-
alist countries’.?°* And Mubhs believes that with this one empirical statement,
which completely dispenses with analysis, he can refute Marx’s entire system!
‘From the fact that actual development contradicts Marx’s deductions, the con-
clusion inevitably follows that the theoretical arguments out of which Marx
constructs the industrial reserve army must be likewise flawed.2%5 That the
curve of population growth has risen in the industrialised countries and popu-
lation has grown is, according to Mubhs, ‘irrefutable [!] factualproof against the
setting free of labour, in the end more conclusive than any theoretical consider-
ation’ ‘The theory of labour displacement is thus empirically and theoretically
refuted.2%6 Theoretically? There is no trace of theory in Muhs. Even when a
bird walks, it is apparent that it can fly. Nowhere in his whole book can it be
observed that Muhs has raised himself even a hair’s breadth above the terrain
of empiricism. Hence it is also superfluous to criticise Muhs’s remarks from a
theoretical standpoint.

Nor should the process of breakdown described above be confused with the
limits to accumulation that Otto Bauer discusses. To forestall the charge of
being an apologist for capital, Bauer indicates that he has revealed a limit to
capital accumulation. What is the limit that Bauer discusses? In the first place,
the limit determined by the proportion between the two departments of the
reproduction schema, departments1and 11. Secondly, however, the limit which,
for a given level of productivity, is set by the rate of population growth. Variable

203 Muhs 1927, pp. 467, 474. [Grossman’s emphasis. Muhs emphasised ‘completely failed’,
‘industrial reserve army’ and ‘that grows progressively with the growth of the total social
capital’]

204 Muhs 1927, p. 473.

205 Muhs 1927, p. 468. [Grossman’s emphasis.]

206 Muhs 1927, p. 483. [Mubhs also emphasised the entire second sentence. |
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capital must be accumulated in proportion to population growth, in the example
provided earlier five per cent must be accumulated annually. This sets the limit
on the growth of constant capital, as it has to grow in a definite relation to vari-
able capital (according to the prevailing state of technology). (In our earlier
example, its rate of growth is twice that of variable capital.) The proportional
relationship c : v is the limit Bauer discusses. If constant capital grows faster
than required by its proportionality to variable capital, overaccumulation of
capital arises; in the opposite case, underaccumulation. Crises arise because the
required proportional relationship between accumulation and population is not
maintained. If accuamulation stays within the limits prescribed by population
growth then, under the assumptions made, accumulation can proceed without
limit. Bauer does talk about ‘overaccumulation’; according to him, however, it
only arises because the conditions specified by him are not maintained. These
conditions can, according to him, be maintained and in fact maintained even
in the long run; and the capitalist mechanism itself soon corrects all disturb-
ances to equilibrium and cancels out deviations from the required proportions.
‘[L]ike underaccumulation, overaccumulation too is always just a transient
phase in the industrial cycle. 207

The process is totally different in the case presented by us. We showed that,
in the end, after a certain period, even though both of the constraints on cap-
ital accumulation required by Bauer, [the proportions] between departments
I and 11 and between ¢ and v, are maintained for a while, and accumulation —
at a given level of productivity — only occurs within the constraints imposed by
population growth, nevertheless the further maintenance of the required con-
straints is objectively impossible. The result is that the system of production
presented in Bauer’s schema must break down at a specific stage of develop-
ment and that the conditions Bauer imposed on the system and its existence
must be breached. Beyond a certain point in time, the system cannot exist with
arate of surplus value of 100 per cent. From year 21, from the r point the surplus
value and mass of profit are not sufficient to sustain accumulation on the spe-
cified scale, that is, in proportion to population growth, and to secure the same
income for the entrepreneurs from the enlarged capital. This would not be
temporary overaccumulation, as Bauer claims, but under the conditions pos-
tulated, chAronic overaccumulation. The income of the entrepreneur becomes
ever smaller and the situation continues to deteriorate until in year 35, at the Z
point, it disappears altogether. Alternatively, the assumptions made must be
violated, i.e. wages must be cut and the rate of surplus value raised to over

207 Bauer 2012b, p. 738. [ Grossman’s emphasis. |
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100 per cent. These wage cuts would not simply be a temporary phenomenon,
until equilibrium is re-established, but from now on would be a permanent phe-
nomenon. From year 36 either wages must periodically fall or the reserve army
must necessarily continuously grow. This would not be one of those periodic
crises within the system that Bauer refers to, elicited by disproportionalities
between departments I and 11 or between ¢ and v, hence by deviations from
the assumptions of the reproduction schema. A crisis of that sort could dis-
appear as underaccumulation is subsequently overcome by means of falling
wages, that is, by adjusting the size of the productive apparatus to the size
of the population. Here there is nothing more to adjust. The periodic crises in
Bauer’s schema, the underaccumulation and overaccumulation, arise because
in empirical reality the two required proportionalities in the distribution of the
social capital have not been maintained, because the conditions for equilib-
rium are not maintained. In our discussion we have maintained the proportions
demanded by Bauer: the system was in equilibrium the entire time, capital
accumulation was adapted to population growth the entire time, as assumed,
and yet a crisis, a breakdown tendency emerges from year 35. The real dynamic
of the capitalist system is thus completely different from the one Bauer asserts.
According to Bauer there is, in the capitalist mode of production, ‘a tendency
for capital accumulation to adapt to population growth’208 We have shown the
opposite, however, namely that there is a tendency for capital to overaccumu-
late absolutely, beyond the limits of population growth.

But Bauer tries to create the impression that his discussion coincides with
Marx’s, as if he is simply providing an illustration of Marx’s ideas. What does
Bauer mean by overaccumulation? That capital grows at a faster tempo than
that assumed by population growth in the schema. As a consequence of excess-
ive demand for labour, wages rise and accumulation thus slackens, because
profits decline. (The opposite effect occurs when there is underaccumulation.)
‘Like underaccumulation, overaccumulation is also generated again and again
by the mechanism of the capitalist mode of production itself’2%° These words
initially sound remarkably like Marx’s well-known argument in the first volume
of Capital’s chapter on accumulation.?!? On closer inspection, however, Bauer’s
modification of Marx’s ideas is immediately clear. Marx does refer to the rise in
wages as a consequence of accumulation, to the softening of the spur of profit
and to the self-regulating removal of obstacles, which the capitalist produc-
tion process temporarily brings about. But this whole discussion in Marx is

208 Bauer 2012b, p. 739. [Bauer emphasised the whole text.]
209 Bauer 2012b, p. 739.
210 Marx1976b, p. 770.
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not about real capitalist accumulation, i.e. about accumulation on the basis
of a progressively higher organic composition of capital. The discussion in
question comes in the first section of chapter 25 which is called ‘A Grow-
ing Demand for Labour Power Accompanies Accumulation if the Composi-
tion of Capital Remains the Same'?! Thus Marx’s conclusions are only valid in
this fictitious or only exceptional case of accumulation based on unchanging
technology, because under these ‘most favourable conditions [of accumula-
tion] for workers’2 the growth of capital simultaneously signifies growth in
demand for labour. For accumulation on the basis of changing technology and
indeed at advanced stages of it, in contrast, Marx deduces the law of the pro-
gressive production of a relative overpopulation and finally the law of break-
down. Bauer has confused these two cases and applies Marx’s conclusions
drawn from accumulation with unchanging technology to his discussion of
an accumulation with technological progress. Thus, according to him, crisis
does not arise from a lack of sufficient valorisation as a consequence of over-
accumulation, even when prices and wages are constant. Following the vul-
gar economists, it is explained by the changing relationship between supply
and demand (wage and price increases), as opposed to Marx whose reproduc-
tion schema shows that even in the case where the reproduction mechanism
is assumed to be in equilibrium from the start and thus independent of all
competitive processes, in the end the general, absolute law of capitalist accu-
mulation must nevertheless prevail. That is, the assumed equilibrium must be
disturbed simply by the fact of capital accumulation: deficiency of valorisa-
tion and the emergence of a reserve army must occur — entirely irrespective
of all changes in values and prices. With his thesis of the possibility of an
unlimited accumulation without crises and without any reserve army, Bauer
negates Marx’s fundamental law of accumulation and thus the cornerstone
of Marx’s whole system. Since even Kautsky, in his latest book, unreservedly
accepts Bauer’s explanations (see page 98 above), we are experiencing the sin-
gular and shocking drama of the hitherto leading theoreticians of Marxism
and likewise of the Second International openly abandoning Marx’s theory in
its decisive point and placing themselves on the ground of the harmonistic,

211 Marx 1976b, p. 762. [Grossman’s emphasis.]| When Marx goes on, in the second section of
the chapter, to analyse accumulation on the assumption of a rising organic composition
of capital, he writes, ‘So far, we have considered only one special phase of this process, that
in which the increase of capital occurs while the technical composition of capital remains
constant’ (Marx 1976b, p. 772). [ Grossman’s emphasis. |

212  Marx1976b, p. 768.



180 CHAPTER 2

equilibrium theory of Say and Ricardo, that Marx combated most fiercely
throughout his life.

And what has been said about Bauer also applies to Tugan-Baranovsky. He
believes that ‘If social production were planned, if the directors of production
had a perfect knowledge of demand, and the power for transferring labour and
capital from one branch of production into another, then, commodity supply
could not exceed demand’!3 Bauer’s schema now represents such planned,
organised production, where managers know all they need to about demand
and have the power to adapt production to demand. They are thus in a posi-
tion to comply with all of Tugan-Baranovsky’s requirements and invest capital
where they think it is needed to preserve proportionality. They actually do
that and, nevertheless, a tendency to breakdown emerges, valorisation declines
absolutely, and a reserve army forms.214

213 Tugan-Baranovsky 2000, p. 77. [Grossman’s emphasis planned.]
214 Finally, the theory of overaccumulation developed here must be sharply distinguished
from Bouniatian’s ‘overcapitalisation’ theory. In essence, this theory is simply a reformu-
lation of Say’s old proportionality theory. There must be proportionality between the
individual branches of production and likewise between consumption and production.
Accumulation, i.e. expansion of production, can only come about without leading to crisis
if consumption too has grown. ‘Every profit-making increase in capital must therefore
result in a corresponding rise in the production of consumer goods. If, in contrast, the
community’s consumption does not rise commensurately with the increase in capital, a
case that is assumed here, then there will be a decline in prices of consumer goods and
subsequently of production goods as well’ ‘Accumulation of the productive forces that is
detached from the consumption of the community finds its limit in the possibility of being
accomplished economically’ This argument rests on an obvious petitio principii. What is
to be proved is assumed. It is assumed that production has increased to a greater extent
than consumption and then it is ‘proved’ that overproduction, that is a crisis, has occurred.
Bouniatian argues:
For every state of technology, in a given branch of production there is a definite rela-
tion between the capital employed and the quantity of mass goods of a lesser order
that are produced. On the other hand, in each of these branches of production the
capacity to absorb goods of a higher order will depend on the use made of goods of the
next order, in whose production they are employed, and eventually on the use made of
consumer goods. If consumption remains the same or does not rise sufficiently, then every
expansion of capital in any stage of the production process must to lead to overproduc-
tion in that branch of production and, with proportional increases capital in all stages
of production, to an overproduction of consumer goods. (Bouniatian 1908, pp. 109-10)
[Grossman’s emphasis. |

Bouniatian overlooks the fact that the problem is to explain the emergence of crisis, even

though equilibrium is taken to be the starting point of the analysis, thus it is assumed that
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It is apparent that the problem is not whether an excess of commodit-
ies remains or not — the only viewpoint that is important for Luxemburg.
We did assume equilibrium where, per definitionem,?' there is no unsaleable
remainder. And yet the system must break down. The difficulty lies rather in
the valorisation of capital: surplus value is not sufficient for accumulation to
continue at the rate assume! Hence the catastrophe.

Obviously, as Lenin correctly states, there are no absolutely hopeless situ-
ations.?!6 In our case too the breakdown tendency does not necessarily prevail.
Counteracting tendencies can interrupt its absolute realisation. So the absolute
breakdown becomes a temporary crisis, following which the accumulation pro-
cess sets in anew on a changed basis. In other words, with the aim of valorising
the overaccumlated capital, there is the possibility of exporting capital to coun-
tries at a lower stage of capital accumulation where rates of profit are higher.
Again, a sudden devalorisation of constant capital during a crisis improves the
possibilities for the valorisation of capital. The reduction of wages could have
the same effect and postpone the catastrophe. Disregarding the violation of the
initial assumptions of Bauer’s schema in these cases, these expedients would
only have a temporary effect. The accumulation that ensues on a new basis
must, in a short time, elicit the same phenomena of overaccumulation and
insufficient valorisation.

10 The Logical and Mathematical Basis of the Law of Breakdown

We have demonstrated the developmental tendency of pure capitalism, using
Otto Bauer’s arithmetical schema rather than some example of our own, con-
structed ad hoc. We could have done the same with Tugan-Baranovsky’s schema
or any other, for that matter.21” The ensuing result is incontrovertible, because
it follows from the essence of accumulation based on the law of value, as a
self-evident necessity; because it is already entailed, a priori, in the concept

consumption always grows in the required proportion to the expansion of production, to
accumulation.

215 [Per definitionem’ means by ‘definition’]

216 [Lenin 1966, p. 227.]

217 Tugan-Baranovsky’s numerical example of expanded reproduction escapes the danger of
breakdown only because it lays out a schema of simple and not accelerating accumulation,
i.e. displays none of the progressive increases in the organic composition of capital which
are a necessary condition for capitalist accumulation. According to Tugan-Baranovsky,
accumulation develops as follows:
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of accumulation, insofar as it takes place on the basis of a progressively higher
organic composition of capital (accelerated accumulation).?8

A simple example suffices to grasp this. We assume that population grows
by five per cent a year. The mass of surplus value s is assumed to grow at the
same rate as population, i.e. likewise by five per cent a year. But I have to defray
expenses from this growing mass of surplus value that are greater than the
annual increase of surplus value. In other words, a wage increase a, that is like-
wise five per cent of the population (so five per cent of v) and, beyond that,
expenditures on additional constant capital a,, which increases more rapidly
than the population (in our schema, at 10 per cent of ¢). The ever-expanding
capital has to be valorised by a population which likewise grows absolutely
but less rapidly than the capital, so that the basis of valorisation becomes ever
smaller and must finally be inadequate. ‘The growth in capital values ... these
growing far more quickly than the population, contradicts the basis on behalf
of which this immense productive power operates, since this basis [the popula-
tion] becomes ever narrower in relation to the growth of wealth; and it also con-
tradicts the conditions of valorisation of this swelling capital. Hence crises.?1°

The mass of surplus value is like a water reservoir that receives an influx of
water of five per cent in a given period but at the same time loses more than
five per cent in the same period. It is clear that, in the long run, such a state
is impossible and sooner or later the reservoir that has to valorise the accu-
mulated capital must be depleted. That may not be apparent initially and the
point of final depletion seems quite remote if, at the start of the process to
be analysed, the reservoir was very large compared with the inflow. (In cer-
tain circumstances, the amount of water in the reservoir can even temporarily
increase.) Eventually, however, the depletion of the reservoir has to follow and

Year c v s AV

1 1,440 720 720 2,880
2 1,680 840 840 3,360
3 1,960 980 980 3,940

The ratio between c and v always remains the same (see Tugan-Baranovsky 2000, pp. 67—
8). If the rising organic composition of capital in the course of accumulation is taken into
account, then breakdown must necessarily result, even on the basis of Tugan-Baranovsky’s
reproduction schema.

218 [‘A priori means ‘deduced from given presuppositions’ ]

219 Marx 198y, p. 375. [Grossman’s emphasis. |
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already long before depletion is complete, the mass of water in it begins to sink
in absolute terms.

In year 2 the surplus value grew by five per cent, that is, by 5,000, at the same
pace as variable capital (population growth). But in year 3, apart from a variable
capital of 105,000 v, I need not 5,000 a, additional variable capital but 5,250
a,, and over and above that 22,000 a, for additional constant capital. Together,
105,000V + 5,250 @, + 22,000 a, = 132,250 is needed [in year 2]. The surplus value
has grown from 100,000 to 105,000, while the expenditures that have to be fin-
anced from this surplus value have grown from 25,000 to 27,250.220 While the
amount to be capitalised was 25 per cent of the surplus value of 100,000 in year
1, in year 2 it already constitutes 25.95 per cent of the expanded surplus value of
105,000. Under these conditions, the reservoir of surplus value is depleted more
and more, and the accumulated capital can only be valorised at a progressively
less favourable rate. After a sufficiently long time the reservoir must, however,
run dry; the quota due for capitalisation each year not only depletes the avail-
able surplus value but must eventually be larger than it, even though it is only
a part of it. This is where the contradiction lies. At the assumed tempo of accu-
mulation, the mass of surplus value no longer provides the mass [of capital]
required for accumulation each year. Therefore, what results is the breakdown
of the system, its necessary economic endpoint.22!

220 [The original text mistakenly stated that in year 3 the outlay on variable capital was
100,000, the sum v + a, + a, was 127,250 and expenditure on accumulation from surplus
value had grown from 125,000 to 127,250. These errors do not affect Grossman’s conclu-
sions.]

221 ‘The identity of surplus value and surplus labour sets a qualitative limit to the accumula-
tion of capital: the total working day, the present development of the productive forces and
population, which limits the number of working days that can be simultaneously exploited’
(Marx 1981, p. 523). [Marx emphasised only ‘total working day'.] Even bourgeois economists
recognise the facts of the case but their defective analysis blocks the path to understand-
ing them. For example, Arthur Feiler writes:

Exhaustion of the capitalreserves forcibly brought about the cyclical reversal. In periods
of cyclical expansion, more capital is laid out on existing assets and creating new ones
than is saved over the same period. Expanded use of credit makes up the difference.
Eventually, however, a point ... comes when this strain on credit reaches its peak, at
which neither capital nor credit is to be had to continue the extension on the previous
scale. (Feiler 1914, p. 9) [Grossman’s emphasis. |
And elsewhere he states that crises are produced by ‘lasting, severe shortages on the
money market [by] capital formation lagging behind requirements for capital’ (Feiler 1914,
p-139). About the crises of 1900, 1907 and 1913 he writes, ‘On each occasion the exhaustion
of capital reserves brought the boom to an end’ (Feiler 1914, p.167). [ Grossman’s emphasis. |
Is the exhaustion of ‘savings’ an exhaustion of capital? Is it not rather an exhaustion of
the surplus value, hence of the future potential capital that still has to function as capital?
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The attempt by Tugan-Baranovsky, Otto Bauer and Rudolf Hilferding, like
every other possible attempt, to interpret Marx’s reproduction schema in the
sense of the harmonious and unlimited possible expansion of the productive
forces under capitalism, must therefore be regarded as a distortion not only of
Marx’s schema itself but of the fundamental idea that dominates the whole of
Marx’s system.222 There are, therefore, no grounds for regarding Hilferding as
the ‘theoretical leader’ of the Marxists, ‘the only one who, in his book Finance
Capital, developed Marx further, as Oppenheimer does.?23

In addition to the arithmetical and logical proofs presented above, I provide
here, for mathematicians, the following general presentation, free of the
chance nature of a concrete numerical example.

We have provided a critique of Feiler’s conception earlier, in relation to Cassel’s similar
explanations and refer to what is written above [pp. 157-160]. Here it will only be stated
that Feiler is arrested at the empirical-descriptive level; he makes not the slightest attempt
to explain the facts stated by him. Why are capital reserves exhausted? Why does the eco-
nomy constantly move up and down? For Feiler these are entirely ‘natural’ phenomena.
The upswing results from increased population, for that brings about ‘a lasting stimulus to
economic expansion. The rest follows of itself. For, ‘the entirely natural [!] consequence
is that we exaggerate this upswing for a while'. ‘That continues until the turnaround comes
and general optimism becomes general pessimism. Then no one will buy more or build
more ... The factories come to a standstill or curtail their production ... until confidence
returns after a certain time and gradually new, general, hopeful bliss grows’ (Feiler 1914,
p- 8). According to this cozy theory, everything is ‘natural’ and follows ‘of itself’, after a
certain time. For lack of a clear theoretical approach, Feiler’s blatant inconsistencies are
unavoidable. Although he himself stated, purely descriptively that the ‘exhaustion of cap-
ital reserves), the ‘lag in capital formation’ were the true cause of the crises of 1900, 1907
and 1913 (Feiler 1914, p.139), at the Zurich Conference of the Verein fiir Sozialpolitik in 1928
he asserted the very opposite, that ‘the evidence for a slackening of capital formation is
not sufficient, and that he therefore, ‘in contrast to Sombart, believes more in the future of
highly developed capitalism than in late capitalism’ (see Frankfurter Zeitung 1928d) [for
this position, in expressions which differ in some respects, see the conference minutes,
Feiler 1929, pp. 71—2.] What Feiler bases this belief on he does not state and apparently
forgets that science ends the moment belief replaces theoretical understanding. Feiler’s
jibes at ‘the existence of a church called Marxist socialism’ serve only to conceal his own
theoretical weaknesses (see Frankfurter Zeitung 1928d) [also Feiler 1929, p. 75]. Descript-
ive empiricists will always brand every theory, every self-contained system of thought as
a dogma, as a ‘church’.

222 Inareview of Hilferding’s book [Hilferding 1981], Bauer states this fact as follows: ‘Hilferd-
ing confronts Marx with complete freedom ... in the theory of crises, he goes considerably
beyond Marx’ (Bauer 20124, p. 415). It is now apparent what ‘going beyond Marx’ means!
That is precisely why Hilferding’s book is even acknowledged by Othmar Spann as ‘the
only valuable neo-Marxist book’ (Spann 1923a, p. 132).

223 Oppenheimer 1922, p. 4.
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a Meaning of the Symbols

c = constant capital. Initial value = c?. Value after j years = ¢/

v = variable capital. Initial value = . Value after j years =1/

s = rate of surplus value (as a per cent of v)

a. =rate of accumulation of constant capital ¢ [note that elsewhere, a, denotes
the mass of additional constant capital accumulated]

a, = rate of accumulation of variable capital v [note that elsewhere, a, denotes
the mass of additional variable capital accumulated]

k = consumption share of the capitalists

a.xc a, Xy

S = mass of surplus value = k + 3557 + 150

£ = organic composition of capital, orc:v

Jj =number of years

Further, let

r=1+a,/100

w=1+a,/100

b The Formula

After jyears, at the assumed rate of accumulation a,, constant capital c reaches
the level ¢/ = ¢%7. At the assumed rate of accumulation a,, the variable capital
v reaches the level v/ = vOxwi. The year after, (j + 1), accumulation is continued
as usual, according to the formula:

(UNSY) O sy 0 j
_ c'xr/xa, voxwixa, sxy¥xw/
S= k + 100 + 100 - 100
whence
O siypd Oxrixq
_ Vixw _ _ c
k=55 (s —a,) 100

For k to be greater than o, it is necessary that

0 sevn ) xrixa
VOXW c
0~ (S — @) > 50
0 syt 05yt
. o0 VOXW _ ¢xrxa,
k=oinyearn,if 555~ (s — a,) = —55

The timing of the absolute crisis is given by the point at which the capitalist’s
consumption share [of surplus value] vanishes completely, following its pro-
longed and steady decline. This means that

n_ 5S4
(r/w)" = oz

whence
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(s—a,)

_ L Qxae
n= [ (100+a,)
09 TT00+a,

This is a real number, so long as s > a,.. This assumption is, however, the found-
ation of our entire investigation.

Starting from time point n, the mass of surplus value is no longer sufficient
to ensure the valorisation of ¢ and v under the previous assumptions.

c Discussion of the Formula

The number of years n until the absolute crisis therefore depends on the fol-

lowing four conditions:

1 The level of the organic composition 0. The higher this is, the lower the
number of years in question. The crisis is accelerated.

2 The rate of accumulation of the constant capital a,, which works in the
same direction as the level of the organic composition Q.

3 The rate of accumulation of the variable capital a,, which can work to
intensify or weaken [the breakdown tendency], and whose impact is
therefore ambivalent, as is apparent in the formula. (More detail on this
below.)

4  The level of the rate of surplus value s,224 which works to weaken [the
breakdown tendency], i.e. the greater s is, the higher is the number of
years 7, so that the tendency to breakdown is weakened.

224 We have seen that the rate of surplus value s [is such that the mass of surplus value] is
equal to, greater than, or less than v. Marx’s assumption that the rate of surplus value
amounts to 100 per cent, i.e. [the mass of surplus value] is equal to v, only represents the
simplest and therefore the most convenient starting point for the following calculations.
It is not a statement about the actual level of the rate of surplus value. It is simply proof
of the declining capacity for abstract thought among bourgeois economists that Heinrich
Dietzel raises the following objection against Marx: ‘This example which, alas, is calcu-
lated to inflame and incite to the highest degree — this assumption that of the twelve hours
the worker slogs away, he slogs away six for the capitalist — has unfortunately passed over
into the whole of the literature on wages inspired by Marx. Even Oppenheimer makes
use of it — thus letting the capitalist earn 100 per cent on the capital invested in wages!
(Dietzel 1921, p. 15). It is not capitalist exploitation that is ‘inflammatory’ but the innocent
example of a 100 per cent rate of surplus value! It should be said to Dietzel that capitalist
reality knows rates of surplus value completely different from 100 per cent. Engels, who
also had practical experience as a manufacturer, calculates an annual rate of over 1300
per cent for the year 1871, in an enterprise known to him, based on facts from the practice
alive in Manchester’, and writes that, in periods of prosperity, ‘such a rate is by no means
rare’ (Marx 1981, p. 169). In the epoch of monopolies, trusts and combines, dividends of 50
per cent, 75 per cent and more are the order of the day, as one can read in Liefmann and
Rousiers [e.g. Liefmann 2001; Rousiers 1912.] The so-called dilution of equity capital that
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The accumulation process can be resumed if the earlier assumptions are
modified, namely if
a the rate of accumulation q, is reduced, so that the tempo of accumulation

slows down

b constant capital is devalued, which again reduces the rate of accumula-
tion a,

c labour power is devalued, that is wages are forced down, so that the rate of
accumulation of variable capital a, slows and the rate of surplus value is
thus enhanced

d  finally, capital is exported, which again means that the rate of accumula-
tion a, becomes lower.

From these four principal cases, we can derive all other variations, which are

found in empirical reality and bestow a certain elasticity on the capitalist mode

of production.

In fact, we see that once the breakdown tendency has come into play in
reality, i.e. with the breakdown of the given level of valorisation which means
that the accumulation process stagnates, sooner or later counteracting tenden-
cies eventuate. That is, entrepreneurs make attempts to restore the valorisation
of their capital. In a crisis the devaluation, thus the reduction of the available
capital, occurs; the process of reorganisation and concentration, which raises
the rate of profit by increasing productivity and ‘rationalisation’, follows. The
same effect is achieved by directly attacking wages etc. We will become more
familiar with these counteracting tendencies later, in Chapter 3 below. They
interrupt the breakdown tendency so that accumulation can resume, indeed
on an expanded basis, and the absolute breakdown is thus converted into a
temporary crisis. Here is the simple explanation of the Marxist theory which
Spiethoff fails to understand and characterises as a ‘confusion between the gen-
eral tendencies that lead to the final breakdown of the capitalist economy and
the circumstances that engender fluctuations’?25

The crisis is, therefore, from the standpoint of capitalist production, a heal-
ing process through which the valorisation of capital is restored: ‘Crises are
never more than momentary, violent solutions for the existing contradictions,

is common in American and German industry only serves the purpose of disguising the
high rates of profit and surplus value. To take only one example: in his book van Delden
reports that as well as a normal dividend the Kamarhatty Company in 1898 distributed an
extra dividend of some 300 per cent by issuing bonus shares. The same was true of the
Khardach Company in 1909 which likewise handed out 300 per cent in dividends (Delden
1915, p. 167). What are the tremendous rates of surplus value on ‘wage capital’ required to
be able to pay such dividends on the total capital?
225 Spiethoff 1925, p. 66. [Grossman’s emphasis. |
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violent eruptions that re-establish the disturbed balance for the time being'22 By
its very nature, the duration of this healing process is indeterminable. While the
duration of accumulation up until its maximal point Z is calculable — as will be
demonstrated — it is not possible to determine the length of the actual crisis.
Entrepreneurs attempt to use the methods mentioned to restore valorisation
until, sooner or later, they succeed. The crisis is only a more or less prolonged
interval between two phases of accumulation.

Once counteracting tendencies come into play, the assumptions under
which the theoretical analysis was conducted change. If they are modified,
along the lines identified above, then the process continues for a time on a
new basis, until a new absolute crisis, which is exactly determined by the new
assumptions and can, in turn, be calculated according to the same formula. Sur-
mounting them is, in turn, only an alteration of the assumptions most recently
made, for example, if entrepreneurs impose a new reduction of wages. Quite
apart from the fact that our initial assumption about variable capital being
increased in line with population growth has been breached, the continuation
of accumulation would prove to be unfeasible, after a certain lapse in time,
even with this lower wage rate. It would, in turn, run up against the limits to
valorisation and must therefore be followed by further reductions in wages and
so on and on in the same direction.

This is the only context that makes sense of Marx’s assertion that it is in the
nature of capitalism not only to push wages down to the minimum necessary
for subsistence but even lower than this. ‘This zero cost of labour is therefore
a limit in a mathematical sense, always beyond reach, although we can always
approximate more and more nearly to it. The constant tendency of capital is to
force the cost of labour back towards this absolute zero.?27 ‘It follows therefore
that in proportion as capital accumulates, the situation of the worker, be his
payment high or low, must grow worse.??8

The greater the social wealth, the functioning capital, the extent ... of its
growth ... the greater is the industrial reserve army. The same causes which
develop the expansive power of capital, also develop the labour power at
its disposal ... the greater this reserve army in proportion to the active
labour army ... the greater is official pauperism. This is the absolute gen-

226 Marx 1981, p. 357. [Grossman’s emphasis. |
227 Marx1976b, p. 748. [Grossman’s emphasis. |
228 Marx1976b, p. 799. [ Grossman’s emphasis.]
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eral law of capitalist accumulation. Like all other laws, it is modified in its
working by many circumstances, the analysis of which does not concern
us here.229

People have tried to give the lie to this inexorable general developmental tend-
ency of the system, inherent in pure capitalism, by citing the empirical level of
real wages, the discernible improvement in workers’ living standards in this or
some other year. As if Marx had denied the possibility of real wages improv-
ing in particular phases of capital accumulation! In a late stage of accumula-
tion, however, this general tendency for real wages to fall (and so not simply
worsen in relative terms) inexorably results from the fact of capital accumu-
lation on the basis of an ever higher organic composition of capital. It can
only be checked, slowed down by specific counteracting tendencies for a time,
but cannot be abolished. Apart from such temporary phases, under pure cap-
italism wages must steadily fall from a certain point in accumulation, despite
initial rises; the tempo of accumulation and of possible technological advances
must slow down; and the reserve army must grow. But it is readily apparent
that the process cannot continue indefinitely. For permanent deterioration of
workers’ wages is only possible in theory, i.e. conceptually; it is a purely abstract
possibility. In reality, the ongoing devaluation of labour power, i.e. continuous
reductions in wages, will very soon run into insuperable barriers. John Stuart
Mill already said that ‘the margin which can be gained by a deterioration of
the labourer’s condition is a very narrow one: in general he cannot bear much
reduction: when he can, he has also a higher standard of necessary require-
ments, and will not’23% Any sustained and not just temporary deterioration in
living standards would necessarily drive the working class to rebel. So, as it pro-
gresses, the capitalist system, because of its own inner economic mechanism
and as a consequence of capital accumulation, inexorably approaches its end;
it is dominated by ‘capital accumulation’s law of entropy’.

229 Marx 1976b, p. 798. [Marx emphasised ‘This is the absolute general law of capitalist accu-
mulation’.]
230 Mill189o, p. 486.



190 CHAPTER 2

1 Causes of the Misunderstanding of Marx’s Theory of Accumulation
and Breakdown

If the logical conclusion that flows from accumulation on the basis of an ever
higher organic composition of capital is readily apparent and necessary, and
follows as an inexorable consequence, it is truly astonishing that no-one has
ever previously drawn it. This is particularly the case considering that the theory
of breakdown as a consequence of overaccumulation and insufficient valorisation
is already to be found, in nuce,?3! in Ricardo and John Stuart Mill, so that there
can scarcely be any possible doubt about the content of Marx’s breakdown the-
Ory.232

Yet, at the very start of his discussion of the general law of capitalist accumu-
lation, Marx proposes that ‘The most important factor in this investigation is the
composition of capital, and the changes it undergoes in the course of accumu-
lation’233 So it was tempting to think through to the end all the consequences
that flow from this fact, all the more because the resulting breakdown of the

231 [Innuce’ means ‘in a nutshell’]

232 Anespecially crass misunderstanding of Marx’s theory of accumulation appears in Arthur
Salz’s discussion (1925, pp. 247 et seq.). Salz starts by complaining that due to lack of space
it is impossible for him

to deal with ... [Marx’s] theory of the dynamic of capital in its different forms. That is
all the more regrettable as this is an important component of Marx’s economic the-
ory (in the second volume of Capital), indeed one acknowledged by many “bourgeois”
economists, but one that is not usually considered any further in their textbooks. For
entire schools this object generally poses no problem.
After this promising introduction one is excited to find out from Salz the content of Marx’s
theory of capital’s dynamic. On this Salz writes, ‘Now one can certainly, like Marx ... scoff at
... the relatively minimal activity of accumulation that occurs in a capitalist economy’! Salz
then informs Marx that ‘the capitalist form of production’s strength in generating capital
has exceded all other historical systems of production and has, despite the short span of
its existence ... maximised accumulation in previously unexpected ways’. In view of this
‘historically verifiable fact, Marx’s theory of insufficient accumulation (!) is untenable. ‘It
follows that whoever posits the unsustainability of the capitalist economic system because of
capitalism’s meagre achievements in this field has to show that this capital accumulation —
so long as its necessity is conceded even by socialists — would necessarily be larger or even
just as large under another system’ (Salz 1925, p. 249). [Grossman’s emphasis.] ‘Bourgeois’
economists do ‘acknowledge’ Marx’s dynamic, according to Salz, but they pay no atten-
tion to it in textbooks. By contrast, Salz introduces it into textbooks but only in order to
combat it. It is therefore dissected into a theory of ‘insufficient accumulation’. Only, it is a
pity that Salz has not betrayed the secret source of his information to us. In Marx himself
there is, in any case, not a trace of any of anything that Salz recounts of Marx’s theory
of accumulation. In other respects too, Salz’s ideas are extremely odd. In his conception
there is capital accumulation even under other, i.e. non-capitalist, systems!
233 Marx1976b, p. 762. [Grossman’s emphasis.]
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capitalist system would only be discussed in detail in the third volume, in the
part on ‘The Law of the Tendential Fall in the Rate of Profit. Goethe’s words can
never have been more justified than in this case!

These men of words, however,
That word don’t understand.234

It is, however, no accident that this outcome of Marx’s theory has not been
previously identified. It is self-evident that bourgeois economists, instead of
seeking to explain the capitalist mechanism and its laws of development, have
long since sunk into pure apologetics. Their so-called ‘historicism’ has exten-
ded the field of research in one direction only, which consists of describing the
initial stages of this mechanism - its genesis. But the problem of the possible
future end of this mechanism has never been taken up within the investig-
ative scope of their economics! Just raising the problem throws them into a
fearful panic. They prefer not to say anything about it, not to notice the prob-
lem.

But even within the Marxist camp the conditions for understanding Marx’s
life-work were extremely unfavourable. From the correspondence between
Marx and Engels, it is apparent how mortified Marx felt by the fact that party
circles in Germany were almost unbelievably indifferent to Capital. The imma-
turity of the German workers’ movement of the time found a truer expression
in [Ferdinand] Lassalle’s pamphlets than in the powerful and brilliant intellec-
tual edifice of Marx’s theory. Even the leading thinkers of the workers’ move-
ment were incapable of grasping the decisive aspects of Marx’s theory. It is
typical that Wilhelm Liebknecht in 1868 asked Engels to write an article for
the party’s newspaper to ‘explain ... what the difference really is between Marx
and Lassalle’235 So it is understandable that, as Max Beer tells us today,

up to 1882, and even for some years thereafter there was little trace of
Marxism in Germany ... On the whole the movement drew its doctrines,
ideas and sentiments from Lassalle’s writings, from the recollections of
1848, from the French literature: many socialists had imbibed the doc-
trines of Rodbertus or Eugen Dithring; others were at the most acquainted
with the publications of the International Working Men’s Association, or

234 [Goethe 2010, p. 25.]
235 [Liebknecht 1963, p. 88. Engels mentioned Liebknecht’s letter in his own letter to Marx,
Engels 1987b, p. 526.]
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they based their demands on appeals to ethics and humanity. It was only
gradually that Kautsky succeeded in spreading Marxian ideas.23%

Yet, precisely when, with the appearance of the third volume of Capital, Marx’s
theoretical system was completed for the public, the rapid flowering of German
capitalism was extremely unfavourable for the deepening of Marx’s theory. It
was thought that his theory was contradicted by capitalism’s real tendencies.
Departure from Marx’s theory rather than its deepening was characteristic of
that epoch. It was this period of vigorous capital accumulation (1890-1913) that
gave birth to revisionism, to all those discussions of a capitalism in equilibrium,
all the theories of the possibility of unlimited expansion that we later find not
just among the revisionist critics of Marxism but also among the official expo-
nents of theory like Rudolf Hilferding and Otto Bauer. How much the bourgeois
economists’ fear of the problem of capitalist breakdown has stained the Marx-
ist camp is strikingly apparent in Hilferding’s aversion to the whole problem.
For him, ‘the idea of a purely economic collapse makes no sense’.237 He shuts
his eyes to the real tendencies and identifies them as ‘nonsense’! This was pre-
cisely how the great utopians wanted to abolish capitalism, by branding the
laws regulating wages as ‘unjust.

To a historian looking back, such an attitude to Marx’s Capital is not incom-
prehensible. The great popularity that the book enjoyed was initially due to
those parts of the work which describe the immediate process of production
within the factory. Through its discussion of the labour process, which is sim-
ultaneously a process of production of value and surplus value, Capital threw a
harsh light on the position of the working class and its exploitation by capital,
and made the day-to-day class struggle that was plain for all to see intelligible.
So this volume was for decades the Bible of the working class.

The fate of those parts of the work that discuss the historical tendencies of
capital accumulation was totally different. However brilliantly Marx handled
the question of the breakdown of capitalism in all the volumes of Capital, that
question was bound to remain unintelligible. Capitalism had not ripened to the
point when the questions of breakdown and realising socialism could have an
immediate reality. Marx was intellectually so far ahead of his own epoch that
precisely the parts of his work dealing with these were bound to remain unin-
telligible at first. In this way, the materialist conception of history is yet again
confirmed in relation to Marx’s own life-work itself.

236 Beer19s7, pp. 146—7. [Grossman’s emphasis. |
237 [Hilferding 1981, p. 366.]
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Following the appearance of Capital, two generations had to march across
the historical stage before capital accumulation’s advance and its conse-
quences had sufficiently ripened capitalism into its present imperialist phase
and spawned conflicts that found a temporary end in the convulsions of the
World War. Only now does the problem of realising socialism descend from
the nebulous regions of the socialist programme to the reality of day-to-day
practice. Only now are lessons and answers sought in Capital to questions that
are no longer purely ‘academic’, no longer simply problems of theory but are
thrown up by the harsh necessities of everyday life. In the changed historical
situation, the inquisitive gaze reveals previously unnoticed words and content.
So the time has come for the reconstruction of Marx’s theory of breakdown.

Apparently, the circumstance that the third chapter of the first part of the
third volume of Capital — where the relationship between the rate of profit and
the rate of surplus value is discussed and serves as the basis for the deriva-
tion of the law of the tendential fall in the rate of profit — existed as a ‘series
of incomplete mathematical drafts’ may have given occasion to the misunder-
standing of this principal idea in Marx’s theory. Engels, who states this in the
preface, sought the collaboration of his friend Samuel Moore who ‘took on the
task of working up this notebook’, since ‘as a former Cambridge mathematician
he was far better equipped to do s0’238% But Moore was no economist and, in
the final analysis, the discussion of these issues entailed economic problems,
even if expressed in mathematical form. The way in which this part of the work
emerged therefore makes it plausible that there was an extensive opportunity
here for misunderstandings and errors, and that these errors could easily be car-
ried over into the part on ‘The Law of the Tendential Fall in the Rate of Profit,
if only because of the correlation between the two closely connected chapters.

The likelihood of error becomes a near certainty when we consider that it is,
unhappily, a matter of a single word, which completely distorts the meaning of
the entire argument: the inevitable end of capitalism is ascribed to the relative
fall in the rate of profit instead of its mass. Here Engels or Moore has certainly
used the wrong term!239

238 Marx 1981, p. 94. [Grossman’s emphasis. |
239 The following well known passage serves to illustrate how much the theory would have
gained in clarity if a correction had been introduced in this sense:

As the process of production and accumulation advances, therefore, the mass of sur-
plus labour that can be and is appropriated must grow, and with it too the absolute
mass of profit appropriated by the social capital. But the same laws of production
and accumulation mean that the value of the constant capital increases along with
its mass, and progressively more quickly than that of the variable portion of capital
which is converted into living labour. The same laws, therefore, produce both a grow-
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Now, although there are the closest connections between the falling rate of
profit and the mass of profit, these two words represent two entirely different
worlds for theory. Several writers like Charasoff, Boudin and others felt that the
central point of Marx’s theory lay here. But they could not establish that the
breakdown of the capitalist system necessarily follows from Marx’s law of value,
because they only ever referred to the fall in the rate of profit. The breakdown
cannot, however, result from a fall in the rate of profit. How could a percentage,
like the rate of profit, a pure number lead to the breakdown of a real system? As
if the boiler of a steam engine could explode because the pressure gauge goes
too high! Why does the capitalist class need to care about a fall in the rate of
profit if the mass of profit continues to grow? The growing mass of profit would
be expressed in ever smaller percentage amounts and the rate would approach
the null point, its limit in the mathematical sense, without ever being able to
reach it. Yet the capitalists and the capitalist system may nevertheless survive.
In fact, from Table 2 we see that the capitalist system can exist, despite the fall in
the rate of profit, and that the eventual breakdown in year 35 has nothing to do
with the fall in the rate of profit as such. Why the system can survive in year 34,
with a rate of profit of 9.7 per cent, and why it then breaks down in the following
year, when the rate of profit is 9.3 per cent, is not explained. The problem is only
comprehensible when we link the breakdown not to the rate of profit but to its
mass. ‘Accumulation depends, Marx writes, ‘not only on the rate of profit but
on the amount of profit240 ‘All the circumstances that determine the mass of
surplus value operate to determine the magnitude of the accumulation.2# This
can only be true on one decisively important condition. In other words, if the
view of Sombart and Otto Bauer is accepted, that value in Marx is not a real phe-
nomenon but merely a concept, a ‘mental fact, an aid to our thought, then the
breakdown of capitalism due to the relative fall in the mass of profit (the fall in

ing absolute mass of profit for the social capital, [and a falling rate of profit]. (Marx
1981, p. 325)
The words in square brackets were wrongly written by Engels or by Marx himself; more
correctly, they should have been: ‘and at the same time a mass of profit which falls rel-
atively’ The mass of profit rises in absolute terms and the same mass of profit declines
in relative terms. Even from the structure of the sentence, this is the only logical expres-
sion. The contrast with absolute growth is the same magnitude’s relative fall of the same
magnitude. This can therefore relate only to the mass of profit. The rate of profit falls not
relatively but absolutely. [The ‘error’ Grossman identified was not Engels’s, as the relevant
sentence in Marx’s manuscript is ‘The same laws, therefore, produce a growing absolute
mass of profit, which social capital appropriates, and a falling rate of profit' (Marx 2016,
p- 328).]
240 Marx1989c, p. 165. [Grossman’s emphasis. |
241 Marx1976b, p. 747. [ Grossman’s emphasis. |
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the rate of profit is simply an external expression of this fact) becomes an unex-
plained mystery. Ideas cannot destroy a real system. This is why Sombart and
Bauer could not understand Marx’s theory of breakdown. Matters are different
if value and thus also the mass of profit are conceived of as a real magnitude.
In this case the breakdown of the system has to follow from a relative fall in the
mass of profit, even if it nevertheless can and does increase in absolute terms.
The fall in the rate of profit is thus only an index which registers the relative fall
in the mass of profit. A falling rate of profit is only important for Marx because
it is identical with a relative decline in the mass of surplus value in the sense
just outlined: ‘The law of a progressive fall in the rate of profit, or the relative
decline in the surplus labour appropriated.?4? Only in this sense is it possible
to maintain that with a falling rate of profit the system breaks down, for the
rate of profit falls because the mass of profit declines in relative terms. ‘The fall
in the rate of profit thus expresses the falling ratio between surplus value itself
and the total capital advanced.?43 It is only this relative decline in the mass
of profit (in surplus value, in the mass of surplus value) as a real magnitude,
rather than the fall in the rate of profit, that engenders the ‘conflict between the
extension of production and valorisation’?** Beyond a specific limit to accumu-
lation, surplus value is insufficient to secure the normal valorisation of the ever
expanding capital.

Only once we recognise the role of the mass of profit and its relation to the
rate of profit, which I have discussed here, will a closer reading of the whole
chapter on the tendential fall in the rate of profit lead directly to the conclu-
sion that, in several passages, the wording has been distorted in the direction
indicated above. Only in this way can the necessity of the breakdown, that is,
the conflict between extension of production, accumulation and valorisation,
have been obscured and misunderstood. From this, it is apparent what decis-
ively important insights into the character of value in Marx are, at the same
time, also yielded by the theory of breakdown!

242 Marx 198y, p. 322. [Grossman’s emphasis. |

243 Marx 198y, p. 320. [Grossman’s emphasis. |

244 Marx 1981, p. 355. [Grossman’s emphasis.] This settles Diehl’s objection that Marx was
never able to prove the real significance of his objective theory of value and that his dis-
cussion in the third volume of Capital ‘leaves the theory of value expounded in the first
volume appearing to be what Marx precisely did not intend it to be, namely, a pure hypo-
thesis’ (Diehl 1898, p. 44).
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12 The Factors of the Breakdown Tendency. The Problem of the
Periodicity of Crises. The Course of the Cycle and the Problem of
Establishing the Duration of Its Phases. The Cycle Research
Institutes’ Symptomatology. The Provisional Exclusion of Credit.
The Tempo of Capital Accumulation (in the Upswing) and the
Extent of Population Growth

Otto Bauer did not notice these consequences of accumulation because, in his
schema, he starts with a relatively large number of workers in year 1 (the organic
composition of capital is 200 ¢ :100 v, so that variable capital constitutes a third
of the total capital). Thus Bauer has at his disposal a substantial reservoir of sur-
plus value to begin with, so he can keep going for quite some time. Thus in his
reproduction schema the duration of the upswing is 34 years, until only in year
35 does a turn to crisis occur.

With this statement, we arrive at the problem of the periodicity of crises in
the course of the cycle and the problem of determining the length of its phases.
To the present, bourgeois economists have completely failed when faced with
this question.2> While for a series of theorists the periodicity of crises is a fact
that occurs of ‘natural necessity’2#6 and they are therefore incapable of even
hinting at the causes of this periodicity, others deny both the fact of periodicity
as well as the possibility of establishing the duration of its phases. So [Emanuel]
Vogel, for example, writes

245 A sad renown has accrued to the ‘theories’ of those writers who connect the periodicity
of economic cycles to the course of cosmic processes. Thus Stanley Jevons tied the n1-year
cycle, in whose existence he believed, to oscillations in the number of sun spots. Most
recently, Henry Ludwell Moore sought to explain the eight-year cycle, which he regarded
as normal, by changes in the position of Venus in relation to the earth and the sun (Jevons
1884, pp. 221-43; Moore 1923, pp. 121—41). It would be correct to remark that, since in the
domain of cosmic phenomena all possible types of periods can be established — from one
minute to hundreds and thousands of years — some phenomenon in the firmament can
always be found that has the same periodicity as whichever period is assumed to be typical
of fluctuations in the economic cycle.

246 John Mills: ‘The periodicity of commercial crises is any rate a fact’ (quoted in Pown-
all 1987, p. 467). Lexis: ‘Periodically, however, there also occurs, as if by natural neces-
sity, an absolute overproduction whose consequences also impact enterprises that are
not overcapitalised’ (Lexis 1911, p. 208) [Lexis emphasised ‘absolute’]; Clément Juglar
[and Pierre des Essars]: Les crises ... sont une véritable maladie ... qui survient a époques
presque fixes'. ‘Les crises reviennent périodiquement’ [‘Crises are a real illness ... that occurs
at almost fixed intervals’ ‘Crises return periodically’] (Juglar and Essars 1889, pp. 1355,
1348).
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In our ‘theory of development’ the solution to the problem of the peri-
odicity of crises, which plays a special role in all earlier crisis theories,
if such periodicity actually occurs, is simply that in any case and at no
economic stage does it have any inner necessity but can only be random.
Rather, what is periodic, because internally grounded, is simply a certain
unevenness in the direction and intensity of the movement of the whole
economy. Consequently, only the alternation of rising and falling phases
can, at least, be regarded as previously having been ‘periodic’ (but only
in the sense of a ‘recurrence’, not recurrence at regular, equal intervals of
time). So that no definite, generally valid rules can be established either for
the length of those phases or for the length and type of ‘turning points’ that
lie between them ...247

‘That capitalist industry does not have to pass through a cycle of crises is best
shown (above all in England) by developments in the most recent period, when
endogenous crises have, in general, been relatively infrequent.248

Oskar Morgenstern also denies the possibility that crises can be predicted,
because the succession of upswings and downswings is purely random and
shows no lawfulness. ‘Every empirically founded prediction of the cycle pre-
sumes a predictive theory, which, for its part, must rest on a theory of economic
fluctuations. Such a theory is, however, impossible, according to Morgenstern.
All the phenomena that would have to provide the basis for such a theory
‘are simply the results of human behaviour ... and there is no regular pattern
of the sort that would have to be assumed. Every attempt at a predictive the-
ory, in half-way rigorous forms breaks down’24® According to Wilhelm Répke,
the cycle is a fate; it is ‘the constantly changing relationship between sup-
ply and demand on a market, which eludes, to a great extent, calculation and
influence’250 For Robert Liefmann, the crisis arises from ‘a mismatch between
consumption and capital formation’?5! But far from wanting to show any law-
ful regularities here, Liefmann never tires of emphasising the impossibility of
making any predictions or precise pronouncements, because ‘the ultimate the-
oretical [!] grounds for cyclical fluctuations must lie ... in the goals that individu-

247 Vogel 1917, p. 385. [Grossman’s emphasis. Vogel emphasised ‘periodicity’ and ‘a certain
unevenness in the direction and intensity of the movement of the whole economy’ ]

248 Vogel 1917, p. 387. [Grossman’s emphasis. |

249 Morgenstern 1928, pp. 344-5.

250 Wolf 1928, p. 3, quoting Ropke. [Grossman’s emphasis. ]

251 Liefmann 1928, p. 41.



198 CHAPTER 2

als pursue’?5? Liefmann thus combats the view ‘that it is possible to describe
economic relationships with precision’ and reckons such efforts ‘among the
greatest logical confusions of the human mind’.253 He, nevertheless, claims that
his theory ‘explains cyclical fluctuations’ In other words, when the mismatch
between capital formation and consumption ‘reaches a certain [!!] but not pre-
cisely determinable level, the occasion arises for a turn’. Even this vague assertion
apparently seems ‘too precise’ for Liefmann and he therefore adds that whether
the turn occurs sooner or later, ‘depends on innumerable factors, which can-
not be foreseen in advance' ‘The ultimate reasons for cyclical fluctuations are
of a pre-economic kind and lie partly in the natural scientific and technolo-
gical, partly in psychological and sociological domains.’ Liefmann emphasises
the accidents of ‘fluctuating harvests) ‘fluctuating needs’, new technological
advances etc. ‘The number of such factors that trigger the turn can be infinitely
large. In view of the ‘incalculable impact’ of these factors, ‘the question of when
and under what circumstances the cycle turns is obviously [!] not susceptible
to a precise answer’ and Liefmann rejects the possibility of any forecasting of
cycles.254

According to Bohm-Bawerk’s dictum, a theory of the business cycle is only
possible as the final chapter of a complete economic theory.255 In that case, by
asserting that a theory of the cycle is impossible, bourgeois economics ends by
confessing the bankruptcy of economic science.

The repeated attempts to prove the random character of crises and to deny
their necessary connection with the capitalist economic order have their
deeper roots in the apologetic efforts of bourgeois science, defending the exist-
ing economic order against every criticism. This connection is especially dis-
tinct in Heinrich Dietzel’s essay ‘Harvest Cycle and Economic Cycle'. If the eco-
nomic cycle is due to cosmic, natural and incalculable causes then the social
order cannot be held responsible for it nor can cyclical fluctuations and crises
be subject to the influence of human desires and intervention. Under these cir-
cumstances, even changing the present economic organisation could not do
away with crises. Dietzel compares the course of the cycle to the ebb and flow
of the sea.

There, it is a matter of an unavoidable phenomenon grounded in the nat-
ural order. Here, by contrast — according to the dominant theory, most

252 Liefmann 1928, p. 56. [ Grossman’s emphasis. |

253 Liefmann 1928, pp. 43—4. [Grossman’s emphasis. |

254 Liefmann 1928, pp. 41, 56, 60, 77, 78. [Grossman’s emphasis. |
255 [Bohm-Bawerk 1898, p. 132.]
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strikingly represented by the collectivists — it is the product of a specific
social order. The ‘wave-like motion of the capitalist economy’ (Kautsky) —
they claim — is due to the capitalist mode of production, a result of the
competitive system. The fault lies with the ‘defective organisation of the
modern social economy’ ([James Ramsay| Macdonald) ... The economic
cycle - or, as Marxism prefers to call it, the ‘industrial cycle’ — survives only
so long as the current social order remains in force.256

Dietzel opposes this view.

The dominant theory is wrong ... the swings in the business cycle are due
to the natural order. This can be explained by certain ‘accidents’ which
impact the social economy, at longer or shorter intervals. These can occur
regardless of which ‘mode of production’ prevails and whether economic
‘organisation’ is precapitalist, capitalist or collectivist, they must always
trigger an economic cycle.

In the first rank is the randomness of harvests ...

As a consequence of the randomness of harvests the social economy
can never remain on the same track for long ...

As a consequence of the randomness in harvests there can be no per-
manent equilibrium between production and consumption ...

The ebb and flow of the tide occurs according to fixed, clear rules; not
so with the ebb and flow of grain. As a consequence of the randomness in
harvests, error floats above the social economy, like the fate of unsteadi-
ness.257

‘Variations in the size of the harvest are without question independent of “organ-
isation” — constitute a category of nature.?58 Instead of taking this into con-
sideration, Dietzel continues, ‘the bad example of Sismondi, Owen etc. has
been followed: randomness in harvests (and all the other random events that
are likewise categories of nature) has only been mentioned once in passing
or its significance has been explicitly denied ... For generations ... there have
been attempts to explain crises, i.e. the turns from boom to slump, in terms
of causes specific to today’s social order (‘anarchy’, ‘underconsumption’ of the
masses etc.); to demonstrate that the shifts between upswings and downturns

256 Dietzel 1909, pp. 1091—2. [ Grossman emphasised ‘social’.]
257 Dietzel 1909, pp. 1092.
258  Dietzel 1909, p. 1092. [Dietzel only emphasised ‘category of nature’.]
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is immanent in the ‘bourgeois economy’, only this ... that the economic cycle is
exclusively a phenomenon of the ‘capitalist’ period.?5 Dietzel seeks to contra-
dict such attempts.

But even those who concede the necessary periodicity of crises at the same
time profess their helplessness when faced with providing concrete causes of
this periodicity. Thus Palgrave’s Dictionary, after listing 13 crises in the period
1753—-1890 (more recent crises are not mentioned in the 1925 edition of this
work!), stated that ‘During these 140 years trade and banking have been car-
ried on in war and peace, with a silver standard, with a gold standard, under
a suspension of cash payments, in times of plenty, and in times of want; but
the fatal years have come round with a considerable approach to cyclical reg-
ularity ... the fact of their recurrence in something like periodicity remains —
a fact which it is easier to record than to explain.?° In fact, no representative
of bourgeois economics could give even a half-way exact causal explanation of
the periodicity of crises. At best, they give a mere partial explanation of this or
that phase of the economic cycle. If the question of periodicity is touched on,
their language becomes vague and shrouded in deliberate or inadvertent semi-
darkness. As the number of such thinkers is large, it is impossible to list them all
or even the more important. As an example, only [Albert] Hahn is mentioned.
He begins his discussion of the cycle with the statement that existing monetary
theories of the business cycle have indeed been ‘in a position to explain ... fluc-
tuations in economic data’ but ‘have not yet explained why these fluctuations
are cyclical. What Hahn then regards as the ‘cause of cycles’, relying on [Knut]
Wicksell's book Interest and Prices, clearly shows how the decisive question is
avoided. After pointing out that the stimulus to a cyclical boom lies in entre-
preneurs’ extra profit that arises from the effective rate of interest being lower
than the natural rate of interest, Hahn continues: ‘Now a stage necessarily [!]
has to come when this stimulus is exhausted and the number of borrowers no
longer expands. Interest rates ... now have a restricting effect.26! Hahn is spar-
ing with words precisely about the decisive question of why and when this stage
of reversal in the direction of movement ‘necessarily’ intervenes and obviously
believes his assertion can substitute for a proof.

Schumpeter is therefore right when, with reference to the problem of peri-
odicity in all previous theories of crisis, he states that ‘the phenomenon is never

259 Dietzel 1909, pp. 1092—3. [Dietzel emphasised ‘economic cycle’ and ‘exclusively a phe-
nomenon of the “capitalist period”’. Grossman emphasised ‘bourgeois economy'.]

260 Pownall 1987, p. 466. [ Grossman’s emphasis. |

261 Hahn 1928, p. 160. [Grossman’s emphasis. |
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made intelligible if it is not explained why the cause, whatever it may be, cannot
actin such a way as to allow the consequences to be continuously and currently
absorbed ... For even if otherwise free from objection, none explains precisely
this circumstance’.262

The incapacity of the theory to explain the periodicity of crises obviously
also removes any theoretical basis for establishing the length of their phases,
i.e. the wavelength of the cyclical movements.

In fact, the determination of the length of phases has lapsed into the purest
empiricism. The great uproar over the ‘exact’ results of various economic cycle
institutes, during recent years, only conceals the state of theoretical confusion
and hopeless empiricism apparent behind the mathematically clad works of
these institutes. In the United States on the basis of observations it was thought
we could assert that the phases have become shorter than previously in the
most recent period and conclude from this that there is now a tendency for the
phases of the cycle to become shorter. By contrast, others assert that the crisis
cycle has become longer. This is true of Tugan-Baranovsky on the basis of his
study of the English conditions,?63 as well as of Schmoller.264 The ‘debate over
method’ fought out four decades ago between the historical and the deduct-
ive schools regarding the way theory is constructed, has simply passed over
bourgeois economics, leaving no deeper traces. The hopeless empiricism of the
historical school is today again dominant in the field of business cycle studies.
Only its form has changed, the content remains the same. What was historicism
if not an attempt to provide the groundwork for the construction of a theory in
the form of the richest possible historical data? Even today, this symptomato-
logy in the field of research on economic cycles is characteristic of the whole
orientation of the various institutes for research into economic cycles, in Amer-
ica and Europe, with the only difference being that the evidence used by these
institutes is ‘up to date’, and is no longer drawn from distant historical epochs
but from the economic developments of the most recent period. The program-
matic declaration of the German Institut fiir Konjunkturforschung states that

In a deeper sense, the researches of the German Institute run parallel
with those at Harvard. Harvard and comparable American efforts chiefly

262  Schumpeter 1949, p. 224. [Grossman’s emphasis. |

263 Tugan-Baranowsky 1901, p. 166.

264 According to Schmoller, the factors of periodicity have been so extensively redefined that
they lose any concrete meaning. ‘The tempo of the periodicity, Schmoller writes, ‘is variable
and determined, in detail, by inventions, expansion of the world market, aggregation of
capital, and political and economic innovations. On the whole, the epochs become longer,
crises less frequent’ (Schmoller 1904, p. 491). [Grossman’s emphasis. |
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deal with data, in contrast to previous German cycle theory which was
primarily the theory of crises and therefore placed causal analysis in the
foreground, mainly confining themselves to historical discussions ... The
contrast between the two conceptions is best exemplified in this way:
crisis theory sought, as it were, to identify the pathogen responsible for
cyclical fluctuations or even claimed to have found it; American research
was, principally, content with the fullest possible description of the fea-
tures of the disease and its progression ... The more complete the pathology
of the features, the symptoms covered, the more certain the diagnosis can
be. Conclusions result — admittedly not as compellingly as those resulting
from laws of cause and effect — from analogical reasoning, from the obser-
vation of the movement of reqular sequences of typical features. It is there-
fore of secondary significance whether or not conjectures about causal
connections have played a role in the selection of data series. The decis-
ive characteristics are derived here less from any theoretical assumptions
than from certain perspectives imposed by practice.265

Seldom has a programme of the complete lack of any theoretical programme
been proclaimed with greater frankness! And precisely this lack of any theoret-
ical programme, the unprincipled empiricism of the Americans has been com-
pletely adopted by the German Institut fiir Konjunkturforschung. The study
of the economic cycle is only concerned with the type and selection of data.
While in America attention was primarily directed to the process of circula-
tion, pricing, markets, in Germany production data are also considered. For the
rest, ‘the German Institut fiir Konjunkturforschung also sees its chief initial task
as engaging in symptomatology, because it believes that it is today scarcely pos-
sible to identify the causes of cyclical movement in a satisfactory manner. This
work, which should not by any means be neglected or even rejected in prin-
ciple, can only be successfully approached when more comprehensive studies of
the manifest forms of the cyclical movement are available! A credo that is, almost
in its very choice of words, similar to Schmoller’s programmatic points, from
the period of the debate over method! Bourgeois economics is already tired of
theory; can it be assumed that a second [Carl] Menger will awaken it to new life
from its theoretical slumber?266 The many volumes of the Vierteljahrshefte zur
Konjunkturforschung are — in accord with the programme — in fact filled with

265 Wagemann 1926. [Grossman’s emphasis. |

266 Practical business considerations ensure that it cannot abstain from theory completely:
Knowledge of the economic situation and, for that reason, of correct business planning
today require a refined and comprehensive method that makes insights possible into



THE LAW OF CAPITALIST BREAKDOWN 203

pure symptomatology. We find there a whole series of indicators, the ‘gen-
eral economy barometers” extent of production and employment in the cap-
ital goods and consumer goods industries, orders and raw material imports,
the level of inventories, relations between sales volumes and price levels, the
volume of credit, the number of bankruptcies and protested bills, the number
of unemployed, volumes of income, costs of living, and the purchasing power of
money etc., etc. Graphs and mathematical formulaes are provided. But invest-
igation of the causes of upswing, peak and recessionary phases, and of their
durations does not receive even a hair’s breadth of support. In fact, attempts
to determine the duration of the phases of the cycle have yet to move beyond
blind gropings and ‘observations’ of the real process. What are the causes upon
which the duration of phases depends? Does the tendency of development
move in one direction only, towards the shortening of the duration of phases,
or is lengthening also possible, under certain circumstances? Bourgeois eco-
nomics is totally helpless when confronted with these questions. It is therefore
true when Adolf Lowe expresses himself as follows about this whole tendency:
‘It must be stated that our insights into the theoretical connections of the eco-
nomic cycle ... have not in the slightest been enriched by all the descriptions of
phases and correlation calculations. Basically, over the last decade, cycle theory
has not advanced a single step.67

the interconnections between private business and the national economy, as well as
between the individual branches of business, and the intermeshing of different eco-
nomic movements. Business cycle research is an important foundation for this. So this
branch of research has grown directly out of the practical needs of economic manage-
ment. (Wagemann 1926, p. 4) [Grossman’s emphasis. |
267 Lowe 1926, p. 166. [Lowe only emphasised ‘theoretical'] Despite all the reservations that
Altschul expresses with respect to the significance of empirical-statistical research for
economic theory, he is not free from exaggeration about the significance of economic
cycle statistics and overlooks the fundamental incapacity of statistics to enrich our the-
oretical understanding. As a result of his manifest admiration for the ‘refined methods of
mathematical statistics) Altschul can therefore scarcely contain himself because, ‘in the
short space of barely ten years’, these methods have led to ‘the whole of American eco-
nomics ... being thoroughly saturated by a mathematical-statistical method of treatment’
(Altschul 1928, p.168). In fact, no previous epoch has had at its disposal such wide-ranging
knowledge of facts as ours. What results for theory can this literature credit to its account?
It is simply an optimistic delusion when Altschul asserts: ‘In the most recent period,
research into the economic cycle has received the strongest support from the particularly
careful and sophisticated observation of cycles in the United States’ ‘Thanks to refined
statistical analysis, the course of economic life has, in a sense, been brought to a level of
description at which it is possible to gain an understanding of the economic process [!] that
volumes of earlier monographs never even approached in such an immediately striking
form’ (Altschul 1928, p. 169). A professional author, Carl Snyder, Chief Statistician of the
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Yet even among Marxists — thanks to Kautsky, Otto Bauer, Hilferding — there
is no less confusion in this field. Marx mentioned the factors that extend or
abbreviate the length of the cycle and for his time he assumed that ‘for the most
important branches of large-scale industry, this life cycle is now on average a
ten year one’. Yet ‘[t]he precise figure is not important here.?68 The wavelength
of the wave movement or, as Marx said, the ‘periodic changes of the industrial
cycle’?69 may be greater or smaller but the periodicity of the movement itself
is not thereby abolished.

Although he does not agree with Tugan-Baranovsky’s theory of crises, in his
discussion of crises Kautsky does believe that he has found ‘even more points’
on which he must not merely agree with Tugan-Baranovsky but has gained
‘new insights’ from his work. Among these is ‘Tugan-Baranovsky’s observations
about the causes of the periodicity of crises’2’° That this is logically untenable
should be obvious. How is it possible not to agree with a theory of crises and yet
accept the causes of periodicity proposed by that theory? Rejecting the alleged
causes of the crisis but accepting the periodic appearance of these alleged
causes!

And what is Tugan-Baranovsky’s epoch-making discovery that impressed
Kautsky so much? Kautsky himself writes, ‘Like Tugan-Baranovsky we regard
the intermittent extension of the international railways as one of the principal
reasons for the alternation of prosperity and crisis. During the nineteenth cen-
tury, the extension of the world market and of the rail network go hand in
hand.?” Extension of railways as a cause of periodic crises! That is how Kautsky
completely distorted and vulgarised Marx’s theory of crises.

And precisely because Marx’s theory was presented in this distorted form
by well-known Marxist theorists it could satisfy no-one. So it is understand-

Federal Reserve Bank of New York, acknowledges the slight significance for theory of this
whole direction of research: ‘If it is asked, what is the sum total of the theorems, which
have followed as the widely acknowledged result of these extensive and in-depth studies,
[then] the answer has to be that the gain in terms of prediction or control of phenom-
ena, the two characteristics of all true scientific knowledge, is quite slight' (Snyder 1928,
p. 27). [Grossman’s emphasis. | In fact, as Lowe remarks in the essay cited above, ‘it would
be a misconception of the logical relationship between theory and empirical research to
expect growing empirical understanding to directly promote the construction of theoret-
ical systems’ (Lowe 1926, p. 166).

268 Marx 1978, p. 264.

269 Marx1976b, p. 808.

270  Kautsky 1902, p. 133. [Grossman’s emphasis. |

271 Kautsky 1902, p. 137. [ Grossman’s emphasis. |
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able that Lederer makes the following critical remarks: ‘The labour theory of
value — at least tentatively suited to provide a vivid picture of a static economic
process — has difficulties as soon as it has to deal with dynamic phenomena),
by which he means economic cycles.?’2 ‘If Rosa Luxemburg’s theory is not
accepted, then on the basis of the labour theory of value (as for example in
Hilferding and Tugan-Baranovsky) the whole problem of the economic cycle
can only be seen as one of proportionality and disproportionality, (e.g. Hilferd-
ing and Tugan-Baranovsky).273 From this Lederer draws the conclusion that
‘Consequently with the self-organisation of the capitalist process crises must
disappear’. ‘Within the labour theory of value crises are explained either in
terms of the contradiction between increases in productivity of the economic
apparatus and the lagging capacity of the market to consume or in terms of the
mistaken distribution of the means of production to the individual branches. If
these are the causes of crisis, however, it is not apparent why understanding of
these causes could not eliminate crises. Moreover, they do not explain the peri-
odicity of crises’.2’* So, on the basis of the labour theory of value, either under-
consumption or disproportionality is the sole possible explanation for crises!
Yet neither can explain periodicity and, in the logic of their arguments, both
ultimately make capitalism economically eternal, which, to Lederer, appears
incompatible with the spirit of Marx’s theory of accumulation and crisis.

272 Lederer 1925, p. 358.

273 Lederer 1925, p. 359. [Grossman’s emphasis.] Lederer’s critique of disproportionality the-
ory (pp. 372—76) is the best that has been written on this theme. It does not, however, have
any bearing on Marx’s theory of crises, in which crises emerge from periodically recurring
insufficient valorisation. Every theory of disproportionality primarily entails a theory of
partial overproduction. By contrast, Marx derives crises, in ‘pure’ capitalism, from primar-
ily general overproduction that necessarily arises even with full proportionality among
all branches of production. It is precisely the possibility of such general crises and not
the partial ones that emerge from disproportionality, which forms the object of Marx’s
debates with the conception of Say and Ricardo! (Marx 1989c, pp. 124 et seq., 150, 158
et seq.). Although general accumulation’ is assumed, hence parallel production ... which
takes place simultaneously over the whole field’ (Marx 1989c, p. 115) [ Grossman emphas-
ised production’], nevertheless a general glut of the market is possible’ (Marx1989c, p.124).
[Marx emphasised ‘general glut of the market’. At this point Marx was criticising Ricardo’s
position which was, to quote the whole of Marx’s clause, that ‘no general glut of the mar-
ket is possible’.] ‘At a given moment, the supply of all commodities can be greater than the
demand for all commodities’ (Marx 1989c, p. 135). [Grossman’s emphasis.] But Marx also
derived the primarily partial crises in ‘certain spheres’, of which he writes, not from dis-
proportionality in the scope of production but rather from the different levels of capital
accumulation, as overaccumulation occurs earlier in spheres with greater capital accu-
mulation than in others.

274 Lederer192s, p. 360. [Grossman’s emphasis in the first quotation. ]
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We have already shown that, precisely on the basis of the labour theory of
value, Marx’s theory of accumulation leads to a theory of breakdown and crisis
for entirely different reasons from those mentioned by Lederer. Further, the
periodic course of the reproduction process necessarily results from the theory
of overaccumulation discussed by us. And finally, that it is only possible — and
attempted here for the first time — to explain the length of phases in the course of
the cycle on the basis of this theory.2”> According to the method that underpins

275 In the following discussion of the cycle’s course, we can only go into the essential causal
relationships, without wanting to exhaust the subject in all its details. So, for example,
we have to refrain from a more comprehensive discussion of credit and its effects on the
reproduction process, simply on grounds of space. To deal with this theme and to engage
critically with bourgeois economics, which in Joseph Schumpeter’s and Albert Hahn’s the-
ory has again refurbished the old theories of Proudhon and Pecqueur about crédit gratuit
[free credit] and an economy without crises would go beyond the scope of this book and
must therefore be reserved for my principal work. In contrast to Hahn'’s assertion, ‘It is
clear that a boom is impossible without credit expansion), from the Marxist standpoint it
is precisely a matter of showing that crises must necessarily arise quite independently of
credit, hence of mechanisms in the circulation process, and indeed emerge from causes
that lie within the sphere of production (Hahn 1928, p. 159). [ Grossman’s emphasis] ‘The
superficiality of political economy’, writes Marx, ‘shows itself in the fact that it views
the expansion and contraction of credit as the cause of the periodic alternations in the
industrial cycle, whereas it is a mere symptom of them’ (Marx 1976b, p. 786). [ Grossman’s
emphasis.] All the ‘illusions about the miraculous power of the credit and banking system
... arise from complete ignorance about the capitalist mode of production and about the
credit system as one of its forms’ (Marx 1981, p. 743). As early as 1842, Pecqueur deman-
ded that the banks ‘govern production’, that ‘the credit institution ... govern the entire
movement of national production’. [Marx 1981, p. 744 [quoting Pecqueur 1842, p. 433.] It
was desired that all the ailments of the capitalist system should be cured by means of
credit. In contrast, Marx emphasised that ‘At first glance ... the entire crisis presents itself
as simply a credit and monetary crisis’ (Marx 1981, p. 621). That is why, ‘the origin of these
storms [on the world market] and the means of defence against them were sought’, by the
Currency School, ‘within the sphere of currency, the most superficial and abstract sphere
of this process’ (Marx 1981, p. 681). Nevertheless, credit is not the primary cause of crises
and periodically recurring economic cycles are driven by causes that lie within the sphere
of production. That is why the analysis the economic cycle and its causes must initially
disregard credit. That does not mean that, from the standpoint of capitalist production,
credit is of secondary significance or even superfluous. On the contrary. ‘Large-scale pro-
duction ... casts the entire product into the arms of commerce; but it is impossible for the
nation’s capital to double, so that commerce would purchase the entire national product
with its own capital before selling it again. Credit is thus indispensable here, a credit that
grows in volume with the growing value of production’ (Marx 1981, p. 612). [Grossman’s
emphasis.] Thus it must never be forgotten ‘that the credit system ... is ... an immanent

form of the capitalist mode of production and on the other hand a driving force of its devel-
opment into its highest and last possible form’ But far from moderating crises or even
abolishing them, ‘[b]anking and credit ... become the most powerful means for driving
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the present work, this explanation cannot result from statistical investigations
and the analysis of empirical economic graphs. Even if we could establish the
connections between particular economic phenomena and the length of the
economic cycle statistically, that would still not provide proof of the necessity of
these connections. Statistics, whether served by ‘primitive’ or ‘refined’ mathem-
atical observations, can never show why variations in one factor should neces-
sarily condition variations in another. Empirically ascertainable relationships
among economic facts, for example, particular regularities, remain problem-
atic for theory so long as they are not reducible, as [Friedrich] Hayek rightly
states, to connections ‘that are clearly necessary, independently of their having
been established statistically’.27¢ ‘It is in the nature of business cycle theory, as
of all economic theory, that it has only two criteria of correctness. It must be
derived from the basic ideas of the theoretical system in a logically impeccable
manner and be capable of explaining in a purely deductive way precisely those
phenomena, with all their peculiarities, which we observe in the actual course
of the cycle.2”7 Obviously, this is also true when it comes to providing a the-
oretical explanation of the duration of the cycle’s phases. So, in what follows,
we want to derive the wavelength of the wave’s movement in a purely deduct-
ive manner, as the necessary consequence of the previously given fundamental
elements of the mechanism of reproduction.

The factors on which the length of the upswing depends are yielded exactly
by the formula specified earlier. The length of this phase can thus be calcu-

capitalist production beyond its own barriers and one of the most effective vehicles for
crises and swindling’ (Marx 1981, p. 742). [Grossman’s emphasis.] Since our analysis ini-
tially disregards credit, obviously its modifying effects must be subsequently taken into
account. Sixty years after the above formulations, more recent theory about the role of
credit can add nothing new to what Marx said and simply confirms the results of his
research. So, for example, Léwe describes the function of factors related to credit as fol-
lows: ‘The monetary sphere, although it is not, in the final analysis, a causative factor of ...
cyclical movements as such, is nonetheless, to the extent that it operates as an intensify-
ing factor, of the greatest influence on the size of the cyclical swings’ (Léwe 2002, p. 210).
[Grossman emphasised ‘causative’ and ‘size of the cyclical swings'.] All the more amusing
are attempts from the Marxist side to reconcile Marx’s theory with the conception of a
crisis theory based on credit. Dvolaitskii, the Russian translator of Luxemburg’s book on
capital accumulation, agrees with Luxemburg to the extent that he denies the possibility
of accumulation under pure capitalism. His divergence from her is reflected in the special
function that he ascribes to credit. This, in other words, acquires the magical property
of making accumulation possible once more even under pure capitalism (see Dvolait-
skii 1923). [Grossman'’s reference conflates the article by Dvolaitskii with the critique of
Dvolaitskii’s theory by Motylev 1923.]
276  Hayek 2002, p. 164. [ Grossman’s emphasis. |
277 Hayek 2002, p. 165. [Grossman’s emphasis. |
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TABLE 3
Year c v k a, a, AV
1 200,000 25,000 3,750 20,000 1,250 250,000
2 220,000 26,250 2,938 22,000 1,313 272,500
3 242,000 27,563 1,984 24,200 1,378 297,125
4 266,200 28,941 874 26,620 1,447 324,081
5 292,820 30,388 0 29,282 [1,105 available]

1,519 [required]

[30,387 available]
30,801 (!) [required]
414 (deficit)

lated under the conditions clearly set forth in our schema, even though the pure
course of the schema is complicated by all sorts of circumstances in empirical
reality.

In the following we use Otto Bauer’s reproduction schema as an example to
show the influence of individual factors on which the length of phases depends.
The duration of the upswing is prolonged or abbreviated according to vari-
ations in these factors.

1 The level of the organic composition of capital. If, for example, Bauer had
assumed a smaller reservoir of surplus value at the start of his reproduction
schema, a capital with a higher organic composition, e.g. 200,000 ¢ + 25,000 V,
then the system would have to break down much faster, and Bauer would have
noticed this immediately, because in this case the consumption fund of the
capitalists, the & part, already starts to shrink from the first year. That is to say, if
we assume the case where the other conditions of Bauer’s schema remain the
same, that constant capital grows by 10 per cent a year, variable capital by just
five per cent but the rate of surplus value is constant at a 100 per cent, then we
would have the development of the system [shown in Table 3, above].278

We see that with a higher organic composition, as in this case, the system
has to break down earlier, in year 5. For accumulation in the sixth year, 30,801
is necessary (whereupon nothing is left for the consumption of the capitalist
class) but with a rate of surplus value of 100 per cent the surplus value only

278 [Rather than reproducing some erroneous figures originally provided by Grossman, those
in this and the next table and the following paragraph were calculated in a spreadsheet,
using his formulae. They also confirm Grossman’s conclusions.]
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amounts to as much as variable capital, that is 30,388. This results in a deficit
of 414 in the surplus value destined for capitalisation — or the rate of surplus
value, that is the rate of exploitation, has to rise to 101 per cent, i.e. wages have
to be pressed down! This would have to happen, in any case, because capitalists
cannot live on thin air and therefore also claim a part of the surplus value for
their personal consumption.

Only once the great significance of the level of the organic composition of
capital for the breakdown tendency is grasped, can it be understood why Marx
states, at the very start of his discussion of the general law of capitalist accumu-
lation, that ‘The most important factor in this investigation is the composition of
capital, and the changes it undergoes in the course of the process of accumu-
lation’27®

2 As well as the organic composition of capital, the rate of accumulation, a,
and a,, is a further factor that either accelerates or slows down the tendency to
breakdown. Any rise [in the rate of accumulation of constant capital] likewise
has an accelerating effect. If the rate of accumulation of constant capital is not
10 per cent but 20 per cent, then the breakdown has to occur sooner [as shown
in Table 4].

TABLE 4

Year c v k a, a, AV

1 200,000 100,000 55,000 40,000 5,000 400,000
2 240,000 105,000 51,750 48,000 5,250 450,000
3 288,000 110,250 47,138 57,600 5,513 508,500
4 345,600 115,763 40,854 69,120 5788 577,125
5 414,720 121,551 32,529 82,944 6,078 657,821
6 497,664 127,628 21,714 99,533 6,381 752,920
7 597,197 134,010 7,870 119,439 6,700 865,216
8 716,636 140,710 o 143,327 (") o}

While, with an accumulation rate of 10 per cent of constant capital, the
breakdown comes in year 35, as shown earlier, here with a rate of accumula-
tion that is twice as high, the breakdown already occurs in year 8. In that year,
the additional constant capital already must be larger than the total surplus
value! Nothing is left for additional variable capital a, or for the capitalist’s &
part (consumption fund). For this reason, the system must break down.

279 Marx1976b, p. 762. [Grossman’s emphasis.]
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In the preceding paragraphs we looked at the rate of constant capital accu-
mulation solely from the side of its value magnitude. But what would this
factor mean when considered not from its value side but from the aspect of
its natural form? It is means of production that are necessary for the expansion
of the productive apparatus. What is the influence of the physical and ‘moral’
lifespan of these elements on the course of accumulation? Sismondi already
stated that crises are closely connected with the lifespan of fixed capital: ‘On a
pu remarquer que les secousses violentes qu’éprouve aujourd’hui I'industrie
manufacturiere tiennent a la rapidité avec laquelle les découvertes scienti-
fiques se succedent’ The effects of so many ‘inventions révolutionnaires’ are
highly regrettable for society. ‘Non seulement la valeur de toutes les marchand-
ises déja produites se trouve diminuée ... mais tout le capital fixe, toutes les
machines ... sont rendus inutiles.289 Before Marx, however, no-one demon-
strated exactly what this connection was.

In our reproduction schema, it was initially assumed, for the sake of simpli-
city, that the lifespan of fixed capital was just one production period, i.e. that
this element was used up in each production cycle and therefore had to be
renewed from the year’s production. This assumption represents a theoretical
fiction and thus has to be corrected subsequently. Obviously, in accord with
reality it does have to be asserted that the fixed component of constant cap-
ital participates in several production cycles and does not need to be renewed
every year. While, according to the schema, the natural form of fixed capital
participates in the production of new value and surplus value only over one
cycle of production, in reality it operates in the production of value and sur-
plus value over several years. Even if fixed capital’s own value is transferred
to the product at lower annual rates of depreciation the longer it functions,
it helps to co-produce a growing mass of value and thus also surplus value
in proportion with the increase in its lifespan. In this way, the valorisation of
the given capital, its profitability, is improved and thus the breakdown tend-
ency is weakened, i.e. the length of the boom phase up to the turning point
is prolonged. As a consequence of technological improvements, the physical
durability of fixed capital progressively increases. So we have here a factor that
increases the length of the economic cycle.

280 Cited in Grossman 2019d, p. 92. [It has been noted that the violent shocks suffered
nowadays by manufacturing industry derive from the speed with which scientific discov-
eries succeed one another’; ‘revolutionary inventions’; ‘Not only is the value of all goods
already produced diminished ... but all the fixed capital, all the machines ... are rendered
useless’, Sismondi 1838, pp. 366, 367.]
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The opposite effects occur as a consequence of inventions, that is the ‘moral’
depreciation of fixed capital, because of which it [fixed capital] becomes unus-
able long before its physical extinction. The functional duration of fixed capital
is abbreviated; it contributes a smaller mass of value and surplus value to pro-
duction. The valorisation of a given capital is thus worsened; the accumulation
(upswing) phase is abbreviated. About this Marx writes

To the same extent as the value and durability of the fixed capital applied
develops with the development of the capitalist mode of production,
so also does the life of industry and industrial capital in each particu-
lar investment develop, extending to several years, say an average of ten
years. If the development of fixed capital extends this life, on the one
hand, it is cut short on the other by the constant revolutionising of the
means of production, which also increases steadily with the development
of the capitalist mode of production. This also leads to changes in the
means of production; they constantly have to be replaced, because of
their moral depreciation, long before they are physically exhausted. We
can assume that, for the most important branches of large-scale industry,
this life cycle is now on average a ten-year one. The precise figure is not
important here. The result is that the cycle of related turnovers, extend-
ing over a number of years, within which the capital is confined by its
fixed component, is one of the material foundations for the periodic cycle
in which business passes through successive periods of stagnation, mod-
erate activity, over-excitement and crisis.28!

3a The effect of the rate of accumulation of variable capital a, is ambiguous. A
rise in the rate of accumulation of variable capital operates in the same direc-
tion as the rate of accumulation of constant capital, if the population is held

281 Marx 1978, p. 264. [Grossman’s emphasis.]| In the text an attempt will be made to show
the specific effects that a lengthening or shortening of the durability of fixed capital will
have. If capitals, whose lifespan is given, are devalued, the valorisation of those capit-
als is thereby improved and the breakdown tendency is therefore weakened. This case,
which is to be clearly demarcated from the one discussed in the text, will be taken up in
chapter three (k. The influence of periodic devaluation ... on the accumulation process’
[pp. 319—-325]). The ‘moral depreciation’, referred to above, means the unusability of means
of production (in terms of their use value) and therefore the need to replace them with
new means of production. By contrast, devaluation only implies a diminution of value
because of continuing employment of existing means of production (as use values) in the
production process.
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constant or grows at the assumed rate (in Otto Bauer’s schema, five per cent
a year). Under this assumption, variable capital can accumulate more rapidly
than assumed in the schema only if wages grow from year to year. Additions to
variable capital grow each year for two reasons: because the number of work-
ers expands and because their [individual] wages increase at the same time.
Under these circumstances growth in wages means a fall in the rate of surplus
value. So let us suppose that the working population increases by five per cent
a year, whereas wages rise by 20 per cent. The result, ceteris paribus,?8? is the
development of the system [shown in Table 5].283

TABLE 5
Year c v k a, a, AV
(workers)
1 200,000 100,000 54,000 20,000 26,000 400,000
2 220,000 105,000 50,240 22,000 32,760 430,000
3 242,000 110,250 44,772 24,200 41,278 462,500
4 266,200 115,763 37,133 26,620 52,010 497,725
5 292,820 121,551 26,736 29,282 65,532 535,921
6 322,102 127,628 12,847 32,210 82,571 577,358
7 354,312 134,010 o 35431 98,578 622,331
8 389,743 140,710 [134,009 available]

139,770 (!) [required]
5,461 (deficit)

While, that is, in Bauer’s schema the rate of accumulation of variable cap-
ital keeps pace with the increase in population and the breakdown only occurs
in year 35 (see Table 2 on page 136), an increase in the rate of accumulation
a, has the effect of accelerating the breakdown; it now occurs in year 8. The
surplus value needed for accumulation in that year is 139,770, while the sur-
plus value actually available amounts to only 134, 009, resulting in a deficit of

5,461

282  [‘Ceteris paribus’ means ‘other things being equal’]

283 [Rather than reproducing some erroneous figures originally provided by Grossman, those
in this table and the following paragraph were calculated in a spreadsheet, using a cor-
rected formula for a,. See the Appendix for Grossman'’s original Table 5 and the correct
formula. The corrected table confirms Grossman’s conclusions. ]
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3b This case, in which the rate of accumulation of variable capital grows only
because of rising wages, while the rate of growth of population remains con-
stant, as assumed at five per cent, must be sharply distinguished from that in
which the rate of accumulation of variable capital likewise grows, not, however,
due to rising wages but rather because the population expands faster than five
per cent a year. Expansion in the basis of valorisation must — ceteris paribus —
weaken the breakdown tendency. If population grows not by five per cent, as
assumed so far, but by eight per cent then the mass of surplus value likewise
grows by eight per cent instead of five per cent, thus — ceteris paribus — the
breakdown occurs at a later point in time, namely, under the conditions postu-
lated in the example before last [Table 4], not in year 8 but in year g [as shown
in Table 6].284

TABLE 6

Year c v k a, a, AV

1 200,000 100,000 52,000 40,000 8,000 400,000
2 240,000 108,000 51,360 48,000 8,640 456,000
3 288,000 116,640 49,709 57,600 9,331 521,280
4 345,600 125,971 46,774 69,120 10,078 597,542
5 414,720 136,049 42,221 82,044 10,884 686,818
6 497,664 146,933 35645 99,533 11,755 791,530
7 597,197 158,687 26,553 119,439 12,695 914,572
8 716,636 171,382 14,345 143,327 13,711 1,059,401
9 859,063 185,093 0 171,993 14,807

[185,093 available]
186,800 (!!) [required]
1,707 (deficit)

In year g the surplus value for accumulation must be 186,800, while the total
available mass of surplus value comes to only 185,093, thus there is a deficit of
1,707, meaning that there is nothing left for capitalist consumption so the defi-
cit is even larger!

In this context it is appropriate to mention Lederer’s critique of the labour
theory of value. On the basis of his critique, Lederer thinks that Marx’s theory of

284 [Rather than reproducing some erroneous figures originally provided by Grossman, those
in this table and the following paragraph were calculated in a spreadsheet, using his for-
mulae. They also confirm Grossman’s conclusions.]
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accumulation is incapable of explaining dynamic phenomena, that is the eco-
nomic cycle. It can only help to illustrate a static economic process. Lederer has
the strange idea of discussing development while assuming a static population
and criticises Marx’s theory of accumulation on the basis of this assumption!

With a static population economic development would be an illusion, com-
parable to the ebb and flow of waves ... Creation of excess capital that
cannot be valorised during the boom,; paralysis, economic annihilation of
the same and the creation of a relative surplus population in the crisis; res-
toration of the equilibrium between production and consumption during
the depression; and the start of a new cycle in the boom. Thus [!] a theory
of the economic cycle that is grounded in the labour theory of value offers
an extremely unsatisfactory picture.285

That such an approach is bound to run into problems ‘thanks to its rigid con-
ception of magnitudes’ is clear. Only, the ‘rigid’ conception of magnitudes is
Lederer’s own product and has nothing to do with Marx’s labour theory of
value. We saw above (page 165) that a steady increase in the number of work-
ers, in ‘additional labour power’ according to Mar, is an essential constitutive
element of the concept of accumulation.

However, even if it is assumed that population grows (Lederer cites Otto
Bauer’s attempt to explain accumulation in terms of expanding population),
this is ‘not a sufficient explanation on the basis of the labour theory of value'.
True, according to Lederer ‘population expansion is an essential factor in eco-
nomic development but it does not suffice to explain its tempo, unless rising
mass consumption during boom periods is also assumed’.286 That is, the tempo
of capital accumulation cannot be explained by population growth alone. Cor-
rect. But it does not necessarily depend on rising mass consumption, rather
it is conditioned by the level of the organic composition, that is by the mag-
nitude of the rate of accumulation of constant capital a,. Rosa Luxemburg
already raised the objection that population increase cannot account for the
tempo of accumulation. This was justified in her argument against Bauer’s false
theory, according to which ‘There exists, in the capitalist mode of production,
a tendency for the adjustment of capital-accumulation to the growth of popula-
tion’287 After pointing out that in Germany the annual increase in population

285 Lederer192s, p. 358. [Lederer only emphasised ‘development’.]
286 Lederer 1925, p. 359. [Lederer only emphasised ‘tempo’ and ‘unless’.]
287  Bauer 2012b, p. 739. [Bauer also emphasised ‘a tendency']



THE LAW OF CAPITALIST BREAKDOWN 215

over the 30 years from 1880 to 1910 was ‘barely a third of a percentage point), she
ironically writes against Bauer: ‘How compatible or realistic does that seem in
comparison with the unparalleled roaring tempo of growth for German capit-
alism during the last quarter of a century!288

This objection, valid against Bauer’s theory of accumulation, loses all mean-
ing when directed against Marx’s theory of accumulation. Within the limits
to valorisation defined above, the tempo of accumulation is independent of
the rate of population growth. The rate of accumulation varies in parallel with
the level of the organic composition of capital. It can differ with the same rate
of population growth, be faster or slower, depending on how high or low the
organic composition is. From the reproduction schema (see Table [2]), it is
apparent that, with the organic composition of capital assumed here, popula-
tion grows by about 20 per cent in the first five years (from 100,000 to 121,551),
while constant capital grows by about 46 per cent over the same period, from
200,000 to0 292,820, with an organic composition that is determined by the level
of technology. With a higher organic composition (see, for example, Table 4)
the tempo of accumulation accelerates; in this case, while the rate of growth of
population remains the same, the accumulation of the constant capital rises
from 200,000 to 414,720, by 107 per cent, in the same period. Of course, this
example shows us that with an accelerated tempo of accumulation the length
of the accumulation cycle’s phases is abbreviated. That is why, precisely in the
USA during a period of powerful capital accumulation, the abbreviation of the
length of the phases was observed. So too in Germany where, as the Frankfurter
Zeitung observes in its retrospective of 1927, ‘the boom ended in a standstill
faster than in the cycles of the pre-war period’.?8° We return to this problem in
Chapter 3 below, in a different context.

4 Finally, the level of the rate of surplus value, the fourth factor considered
here, is likewise of decisive significance. It was previously assumed that it is
constant and amounts to 100 per cent of variable capital. It is clear that a higher
rate of surplus value slows down the breakdown of the system; with a lower
rate it is, on the contrary, accelerated. As the last example, let us suppose that
the rate of accumulation of the constant capital is 20 per cent, that of vari-
able capital 5 per cent but the rate of surplus value is just 50 per cent. Then we
get:

288 Luxemburg 2015b, p. 407. [Grossman’s emphasis. |
289 [Frankfurter Zeitung 1927c.]
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TABLE 7

Year c v k a, a, AV

1 200,000 100,000 5,000 40,000 5,000 350,000
2 240,000 105,000 0 48,000 4,500

[52,500 available]
53,250 (!) [required]
750 (deficit)

Thus here, where both factors, of a higher rate of accumulation and a lower
rate of surplus value, operate together, the breakdown must already occur in
year 2, as the amount of surplus value required for accumulation comes to
53,250 while the total available surplus value, at a rate of surplus value of 50
per cent, is just 52,500, leaving a deficit of 750.

Conversely, the collapse would emerge later than year 8 if the rate of surplus
value was not 100 per cent but, for example, 150 per cent.

It is apparent that the point in time at which the breakdown tendency leads
to crisis, hence the duration of the upswing (and only that can be determined
exactly) is a function of four elements, which vary but can be determined: it
depends on 1) the level of the organic composition of capital, 2) the rate of sur-
plus value, 3) the rate of accumulation of constant capital a,, and 4) the rate of
accumulation of variable capital a,. If the rate of surplus value is assumed, as
here, to be constant, then it follows from the law of value that the Aigher the
organic composition of capital and the greater the rate of accumulation a,, the
faster the system will break down. If these elements of the system are known,
the duration of accumulation and the point in time of the final reversal are
calculable.2%°

290 However great the practical difficulties for the statistical assessment of these factors, really
precise investigation of cyclical fluctuations and abandonment of the vacuous symptomo-
logy of the business cycle research institutes is only possible through an understanding of
the laws that govern the capitalist process of accumulation. Ropke’s essay ‘Foreign Loans
and the Business Cycle’ shows just how inadequate his conception of the most basic rela-
tionships in the accumulation of capital is. Ropke wants to throw light on the significance
of foreign loans by means of a ‘theoretical analysis that takes the most recent experience
of Germany as its starting-point’ (Ropke 1928, p. 218). When he comes to the question of
the influence of foreign loans on domestic (German) capital formation, he has to assert
that ‘the nature of the capital formation process in a capitalist economy has been sub-
ject to little explanation’ (Rpke 1928, p. 233). But it is precisely clarity that Ropke himself
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13 The Crisis and Underconsumption Theory. Incorporating Credit
into the Analysis. The Cycle within the ‘Three Markets’: The
Impetus to the Boom within the Sphere of Production (Business).
The Spillover of the Wave Movement from Production into the
Money Market (Money), Finally to the Stock Exchange
(Speculation)

Once the reasons for the course of the cycle have been grasped, it becomes
possible to explain a series of phenomena, which have been established empir-
ically but which previous theories of crisis have not been able to explain
adequately. It has been repeatedly observed that inflation creates an ‘artificial’
boom. But what does this artificiality consist of? How do the different theor-
ies of crisis explain this ‘artificial’ upswing and how is it different from a real
upswing? For example, if the underconsumption of the masses is regarded as
the cause of crises then inflation should trigger a massive crisis, as inflation, it
is well-known, has the effect of only adjusting wages to higher prices extremely
gradually, so that real wages fall and the underconsumption of the working
class suddenly increases. If, nevertheless, inflation signifies an upswing, this
only proves that the underconsumption of the masses cannot be an adequate
explanation of what causes crises. From the standpoint of the conception
presented here, the occurrence of the upswing due to inflation is self-evident.
For the rate of profit necessarily rises as a result of the fall in real wages, valor-
isation improves.29!

has failed to create, which is hardly remarkable considering that problems as complic-
ated as the accumulation of capital are scarcely soluble with the primitive methods of
‘observation, without the help of more refined methods of analysis such as those repres-
ented by Marx’s reproduction schema. The ‘capacity for savings) according to Ropke, ‘is
determined by the scope that the level of the social product ... allows for accumulation
... The greater the capital fund at the disposal of the economy ... the greater is the social
product and the scope for further capital formation; the greater the already existing cap-
ital formation, the larger scale at which further capital formation can proceed’ (Ropke
1928, p. 234). [ Grossman’s emphasis.] According to Ropke’s account, capital accumulation
would be able to continue in a rising progression ad infinitum! [‘Ad infinitum’ means ‘to
infinity’] The error in this conception is clearly apparent from the law of accumulation
developed in the present work. Répke confuses the magnitude of the rate of accumula-
tion a, and a, with the scope for further accumulation, i.e. with the amplitude of the wave
movement. The greater ‘the already existing capital formation, i.e. ¢, the greater is the
extent of the rate of accumulation a, and a,. But it is not correct to write that ‘the scope
for further capital formation is greater’. On the contrary. As the extent of capital accumula-
tion accelerates, the scope for further capital accumulation is narrowed. This is precisely
why the phases of the economic cycle have become strikingly shorter since the War.

291 The circumstance that the country as a whole loses and is impoverished by inflation
changes nothing in this claim. A part of the surplus value is lost through exports at dump-
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We have explained the necessary course of the economic cycle in terms
of the mechanisms at play within the production process and we have initially
abstracted from all movements in prices, wages and interest rates. For, in identi-
fying the courses of cyclical fluctuations, it is a matter of finding the place
from which the impetus for the whole movement originates. The movements
of prices, interest rates and wages are themselves only the results of those fun-
damental wave movements and, to avoid falling into circular reasoning, should
not, therefore, be assumed in advance. Such circularity is clear as day in Spieth-
off. The depression is the cause of the later upswing; the upswing is the cause
of the depression. Because the upswing raises prices, wages and interest rates,
it contributes to its own abolition. The same is true of the recession. ‘The low
prices of indirect consumption goods during a recession and low wages and
interest rates reduce the construction cost of investment goods, and increase
profit on invested capital ... A downswing contains powerful self-annihilating
forces and is thus itself, to a large degree a cause of the subsequent upswing.?%?

ing prices. Lederer’s explanation of crises in terms of differentiation of prices and hence
also of incomes during the business cycle (Lederer 1925, p. 392 et seq.) is basically an under-
consumptionist theory and is afflicted with all the deficiencies of such a theory. Because of
insufficient purchasing power, society is not able to expand finished goods production as
rapidly as it does the industry producing means of production. Lederer overlooks the fact
that this disproportionality which, according to him, emerges from the economic cycle as
its result, necessarily, according to his own conception, already exists at the start of the
movement and always exists under capitalism. The differentiation between workers’ and
capitalists’ incomes is already given at the outset of the movement! It follows that crisis
has to be a permanent phenomenon under capitalism and even temporary equilibrium
between the two groups of industries would be impossible.

292  Spiethoff 1953, p. 150. [ Grossman’s emphasis.] This idea is not, however, thought through
to the end or demonstrated by Spiethoff. In fact, Spiethoff provides another explanation
of crises and arrives at a disproportionality theory, in its most banal form, with dispro-
portionality that stems from lack of knowledge of the market situation. He starts from the
fact that ‘Overproduction invariably sets an end to all upswings’ (Spiethoff 1953, p. 155).
What brings about this overproduction? ‘Overproduction of indirect consumption goods
and of investment goods is influenced by a number of factors. Indirect consumption
goods and investment goods form part of complicated capital relationships, the study of
which affords the key to the origin of overproduction’ (Spiethoff 1953, p. 156). [ Grossman’s
emphasis.] The revelation of this ‘key’ is excitedly awaited and the following answer is
offered: the production of goods for indirect consumption and savings ‘must be in mutual
accord if the equilibrium of the national economy is not to be disturbed’ (Spiethoff 1953,
p. 156). [ Grossman’s emphasis. |

Since the indirect consumption goods are only bought out of savings, indirect con-
sumption depends on the investment of savings. The formation of savings proceeds
quite independently of the production of the indirect consumption goods and of the
construction of investment goods; at the same time, both are produced without entre-
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That reasoning of this sort results in an economic perpetuum mobile?®3 is over-
looked by Spiethoff. He fails to realise that upswings and downswings cannot
last forever, if the wave movement is not subject to any new impetus, that
without such a periodic impetus the swings would eventually, sooner or later,
stabilise. In physics, attempts to construct a perpetuum mobile were long ago
finally discarded from scientific discussion. In economics, the notion that such
theoretical constructions are scientifically untenable has not yet been univer-
sally established.

By contrast, we have sought and found such a periodically recurring
impetus for the wave movement within the sphere of production, that is in one
of the three ‘markets’, which the Harvard School talks about (business). From
that starting point we will have no difficulty explaining fluctuations in both of

preneurs having any precise knowledge of the extent of capital formation or of the
propensity to invest. If the makers of indirect consumption goods and the potential
investors wanted to make production and the formation of savings keep pace with each
other, then the two processes would have to be adjusted to each other, in mutual know-
ledge. As such knowledge is lacking and adjustment is impossible, there is always the risk
of one process lagging behind the other. This is decidedly the case during the last two
stages of an upswing. (Spiethoff 1953, pp. 156-7) [Grossman’s emphasis. ]
But ‘[t]his by no means exhausts the series of disproportions’ (Spiethoff 1953, p. 158).
[Grossman’s emphasis.] Elements from different theories are then drawn together in an
unbearably confused attempt to explain the causes of overproduction. One is Aftalion’s
theory of overproduction due to the considerable time required to complete productive
investments (Spiethoff 1953, p. 158); another cause is the shortage of labour power. That
‘can raise wages disproportionately and impair profits and the ability to form capital,
which must result in a lack of money capital for the purchase of indirect consumption
goods. Further, the lack of money capital: ‘The expansion of indirect consumption, and
thus of the whole economy presupposes the possibility of increasing the quantity of the
circulating medium ... The exhaustion of the stock of money is a regular feature and also a
cause of the end of every upswing’ (Spiethoft 1953, p. 159). We see that Spiethoft’s ‘explan-
ations’ are simply empirical statements that themselves have to be explained. He fails to
understand that adjusting the expansion of production to demand, which is only possible
on the basis of knowledge of previously calculated needs, is a characteristic of a social-
ist, planned economy. By contrast, in a capitalist market economy this adjustment can
never happen in advance, in a planned manner, but always occurs ex post, by means of
regulation by prices and profit. [ Ex post’ means ‘after the event’]. According to the theory
of equilibrium espoused by bourgeois economics, however, there is nevertheless a con-
stant tendency for the productive system to establish equilibrium in market economies,
because the mechanism of prices and profit displays all deviations with the exactness of a
seismograph and thus makes the adjustment of supply to demand possible. The real prob-
lem, unnoticed by Spiethoff, is the question of why the price and profit regulator fails in
the moment of crisis, why instead of leading to adjustment of supply to demand, it leads
to a discrepancy between them, i.e. to generalised overproduction.
293  [‘Perpetuum mobile’ means a ‘thing in perpetual movement'.]
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the other markets (the stock exchange; and the money market), since move-
ments in these markets depend on processes in the sphere of production.

In our previous considerations, we have assumed complete equilibrium as
the starting point of the analysis, thus assumed that the accumulation of cap-
ital — although it occurs on an ever higher technological level from year to year —
proceeds so strongly that it not only absorbs workers who were previously set
free but also the entire population increase into production. When there is a state
of accumulation in which increases in capitals and labour power as well as an
increase in purchasing power occur in proportion with each other, accumula-
tion can proceed without changes in prices.?%* We have seen that even under
these circumstances, favourable for the continued existence of the capitalist
mode of production, there must come a point in development at which accu-
mulation breaks down.

There is, however, actually no such proportional accumulation in reality. So
what is the value of our previous assumption of equilibrium, as the starting
point of our analysis, for our understanding of reality? Who actually maintains
the proportions that are necessary to sustain equilibrium in reality? The capit-
alist mechanism contains no regulator that could consciously adapt the scale
of accumulation to the required state of equilibrium. Consequently, accumu-
lation on the scale described could only come about by chance and therefore
as an exception. In reality, the scope of accumulation will, as a rule, deviate
from the equilibrium levels specified in our schematic model of reproduction.
The magnitude of accumulation depends, as we have seen, on how much sur-
plus value is accumulated as a, and a, and how much goes into the £ part, the
personal consumption of the capitalists. ‘[I]t is the owner of the surplus value,
the capitalist, who makes this division. It is an act of his will.?95 Abstractly, two
cases are possible: accumulation may either surpass the equilibrium level or fall
short of it. In practice, however, only the second case is possible and is there-
fore discussed here. Forif it is assumed that accumulation proceeds on the basis
of the latest technologies from year to year, then excessive accuamulation must
miscarry because of a lack of labour power. If some entrepreneurs accumu-
late too much, the others will necessarily accumulate that much less. Once the
whole labour force is absorbed into production, any further accumulation on
the basis of the same, theoretically assumed technology is impossible.

This leaves only the second case: that accumulation is too low, i.e. that it does
proceed to the extent foreseen for any given year but that only a part of surplus

294 The idea of such a proportional accumulation is found in Stucken 1926, p. 43.
295 Marx1976b, p. 738. [Grossman’s emphasis. ]
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value is used for the purposes of accumulation, so that constant capital grows,
e.g. by just five per cent a year instead of 10 per cent. The necessary result is
that not all of the annual growth in the working population can enter into act-
ive production, that a[n expanding] reserve army will thus emerge every year.
The size of the active workforce and the reserve army can be calculated exactly
for each year in our schema. If we take Table 3 (page 208) as the basis for our
considerations then, in the first year of reproduction, an equilibrium obtains
with the following magnitudes:

Year c v k a, a, AV
1 200,000 25,000 3,750 20,000 1,250 250,000

For year 2, on the assumption of equilibrium, the required magnitudes are

2 220,000 26,250

If it is now assumed that constant capital grows by only five per cent (to
210,000), then v, i.e. the active army of workers, will only grow to 25,057 (ac-
cording to the proportion that results from the table of the normal state;
220,000 ¢ : 26,250 ¥ = 210,000 ¢ : 25,057 V). Consequently, the reserve army will
amount to 1,193, in this year. For this reason, the magnitudes of the accumu-
lation quotas that have to be kept aside from the surplus value of year 1 must
be 10,000 for g, and 57 for a,. The remainder, not expended on accumulation
in the capitalist’s own enterprise, amounts to 14,943 (25,000 s —10,057). What
happens to this remainder? Only a part of it will be allocated to the capitalist’s
consumption, the k part; the rest will be set aside for investment purposes as
loan capital, the Lc part. If we now assume — to avoid any arbitrariness — that
capitalists consume 10 per cent of the surplus value gained each year then, tak-
ing Table 3 as our point of departure, we arrive at the following magnitudes:296

296 [Rather than the reproducing some erroneous figures originally provided by Grossman,
those in this table and following paragraphs were calculated in a spreadsheet, using his
formulae. They also confirm Grossman’s conclusions. See the Appendix for Grossman’s
original version of Table 8.]
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TABLE 8297

Year c v Reserve army k LC k+Lc a, a,
1 200,000 25,000 o 2,500 12,443 14,943 10,000 57
2 210,000 25,057 1,193 2,506 11,994 14,500 10,500 57
3 220,500 25,114 2,449 2,511 11,520 14,032 11,025 57
4 231,525 25,171 3,770 2,517 11,020 13,537 11,576 57
5 243,101 25,228 5,160 2,523 10,493 13,016 12,155 57
6 255,256 25,285 6,622 2,529 9,937 12,465 12,763 57
7 268,019 25,343 8,160 2,534 9,350 11,884 13,401 58
8 281,420 25,400 9,777 2,540 8,732 11,272 14,071 58
9 295,491 25,458 11,478 85,489 14,775

We have previously regarded the total social capital that is productively
employed in the process of reproduction as a single unit and assumed that func-
tioning capitalists utilise their own capital. This assumption was a theoretical
fiction, made on methodological grounds to simplify the analysis. It is the same
as excluding money capitalists, rentiers, and has a purely provisional charac-
ter. ‘If all capital were to be found in the hands of industrial capitalists, there
would be no interest and no rate of interest. 298 But interest does in fact exist
and the fictitious, provisional assumption has to be corrected subsequently.
For, in reality, only a small fraction of capitalists exclusively use their own cap-
ital. [T]The majority of industrial capitalists operate both with their own and
with borrowed capital ..."2%99 In further discussion we therefore have to bring
credit — and indeed credit to the extent that it arises out of saved surplus value,
representing transfers of capital — into the analysis. In this way our abstract
reproduction schema is enriched by a further empirical moment and thus the
analysis approaches concrete reality.

The productive capitalist and the money capitalist play completely different
roles in the reproduction process. The latter simply lends capital, the former
makes productive use of it. ‘For the productive capitalist working with borrowed

297 [LC column in Table 8 is the sum of the figures above it. Rather than reproducing some
erroneous figures originally provided by Grossman, those in this table, and the follow-
ing paragraphs were calculated in a spreadsheet, using formulae which he used. See the
Appendix for Grossman’s original table and an extension of Table 8 to year 19. The exten-
ded table also includes figures for &, k + Lc and a, in year 9.]

298 Marx198i, p. 500.

299 Marx 1981, p. 499. [Grossman’s emphasis. |
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capital, the gross profit breaks down into two parts, the interest that he has
to pay to the lender, and the excess over and above this interest, which forms
his own share in the profit’3°° Thus in reality the magnitude of the indus-
trial capitalist’s profit (surplus value) is influenced by the level of the rate of
interest. /[ T]he part that belongs to the functioning capitalist is determined by
the interest, since interest is fixed by the general rate of interest ... and presup-
posed in advance before the production process begins.30!

Even if ‘there is no law of distribution’3°2 that determines the rate of interest
or the division of surplus value between profit and interest, and this division
depends only on competition, i.e. on supply and demand; if, therefore, ‘there is
no “natural” rate of interest’ either3%3 then there is nonetheless in every country,
in a particular epoch, depending on its wealth, the level of its capital accumu-
lation and the number of money capitalists, an average ‘medium level’3%4 or
‘average level’305 of the rate of interest, which corresponds to the ‘normal state’
of the productive system, to its equilibrium state. In the state of equilibrium, in
other words, the entire social surplus value will be used for accumulation and
can find productive application, to the extent that it does not service individual
consumption. One group of capitalists (money capitalists, rentiers) does not
function directly in the production process but assigns its capital to other cap-
italists for investment. The interest that they obtain from their capital, under
these circumstances and, depending on the number of money capitalists, the
size of their capitals etc., can be regarded as the ‘normal interest’.306

The loan capital that is being discussed here in relation to real cycles of pro-
duction is completely different from loan capital in that ideal normal state. For
here we are dealing with a case in which, according to the assumptions we have
made, the productive system is too small (we assumed that ¢ grows by only five
per cent a year instead of the 10 per cent that was needed), hence a part of the
surplus value destined for accumulation cannot find any productive application
in the production process.

300 Marx 1981, pp. 495-6. [Grossman’s emphasis. |

301 Marx 1981, p. 496. [Grossman’s emphasis. |

302  Marx 1981, p. 478.

303 Marx198i, p. 487.

304 Marx 1981, pp. 644, 704.

305 Marx198s, pp. 620, 677.

306 Marx 1981, p. 730 [this reference, which deals with usury, does not seem relevant] (see
above, p. 121-122). Marx’s concept of ‘normal interest’ thus has the fictitious character of
an interest [rate] that would arise if the social productive apparatus was in an ideal state of
equilibrium. Wicksell’s normal interest rate’, according to which the general level of com-
modity prices has no tendency to move up or down, arises from the same conception as
Marx’s.
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Loan capital Lc that lies idle and appears on the money market looking for
investment depresses the rate of interest below its ‘normal level, in the sense just
defined. This stimulates business activity; accumulation is thus accelerated.
‘[T]he expansion of the accumulation process proper is promoted, because the
low rate of interest ... increases the portion of the profit that is transformed into
profit of enterprise.307

Applied to the relationships in our schema, this means that, while in its equi-
librium state the whole of the surplus value remaining came to only 3,750 in
year 1 [see Table 3, p. 208] and was entirely consumed, it has now grown to
14,943, of which 2,500 is consumed, so that 12,443 comes onto the money mar-
ket as loan capital. Even if in the years that follow (assuming that constant
capital always grows by only five per cent) the rate of increase of loan capital
declines, the mass of loan capital grows absolutely and attains a level of 85,489
by the end of year 8 (see Table 8). This means that interest rates must consist-
ently fall and the rate of profit increase.

An analogous change occurs on the labour market, compared with the nor-
mal situation. If, earlier, all workers were employed in the production process
(at a wage of 1v per worker), now a reserve army starts to emerge from year 2
and to expand from one year to the next. This pushes the wage below 1v, which
in turn acts as a stimulus to business activity. Thanks to both of the factors
mentioned, the rate of surplus value will now be higher than 100 per cent (as
previously assumed) and growing profitability, brought about by cheapening
of the elements of production, will accelerate the tempo of accumulation. Con-
stant capital will, therefore, no longer grow by five per cent a year, as previously
assumed, but at higher rates — six per cent, eight per cent, nine per cent, 9.5 per
cent a year — and approach the normal rate of accumulation of the equilib-
rium state, presented in Table 3. Only then will the rate of surplus value fall
to its normal level of 100 per cent, the rate of interest reach its ‘normal level’
and the stimulus to more rapid accumulation fall away. Table 8 is significant
because it shows us that, even on the assumption of constant capital expanding
by only five per cent a year, loan capital is progressively exhausted in the course
of accumulation. If it amounted to 12,443 in year 1, it declines to 9,937 by year
6, only to disappear completely [in year 19].3%8 If a higher rate of profit drives
up the rate of accumulation of constant capital to over five per cent a year, the
mass of loan capital will be exhausted even sooner. This is what Table 9 shows
us. Here we assume that constant capital grows by an additional two per cent

307 Marx 1981, p. 627. [Grossman’s emphasis. |
308 [See the Appendix for the extended table.]
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TABLE 9309
Year c v Reserve k a, a, LC
army
200,000 25,000 0 2,500 10,000 57 12,443
210,000 25,057 1,193 2,506 14,700 535 7,316

balance 19,759

224,700 25,592 1,970 2,559 20,223 1,035 1,775
balance 21,534

244,923 26,627 2,313 2,663 26,942 1,586 4,562

credit 4,562 balance 16,971

271,865 28,213 2,175 2,821 35,342 2,219 -12,169

credit 12,169 balance 4,802

307,207 30,432 1,475 3,043 46,081 2,974 -21,667

credit 21,667 deficit —16,865
{353,288} {33,406} {97} 0

every year and not at a steady rate of five per cent. Thus the rate is five per
cent in year 2, seven per cent in year 3, nine per cent in year 4, in the follow-
ing years 11, 13, 15 per cent, all other conditions of the schema remaining the
same.

As Table g shows, the course of accumulation breaks up into two quite dis-
tinct phases. In the first phase, extending over three years, there is a growing
mass of loan capital, which reaches its maximum of 21,534 at the end of year 3.
Obviously, the growing mass of loan capital pushes the rate of interest below
its normal level and thus encourages entrepreneurs to progressively expand
the apparatus of production. In year 4, however, there is a turning-point. As
a consequence of accumulation, the apparatus of production reaches a scale
at which surplus value no longer suffices to valorise the accumulated capital.
There is a deficit of additional constant and variable capital of 4,562 which can,
however, initially be covered by borrowings from the reserves of loan capital.
Thus the total mass of loan capital is reduced from 21,534 to 16,971. Reductions
persists from year 4 on, until the available loan capital is fully used up by year 6.

309 [Rather than the reproducing some erroneous figures originally provided by Grossman,
those in this table and following paragraph were calculated in a spreadsheet, using his
formulae. See the Appendix for Grossman’s original version of Table g.]



226 CHAPTER 2

Thus from year 4 interest rates necessarily rise. In year 6 a crisis therefore must
occur, as the rates of accumulation, a, and a,, require 49,055, while the total sur-
plus value of 30,432 is no longer sufficient for accumulation to continue ([and,
in this year], there is a [loan capital] deficit of 21,667, which after deduction
of available loan capital of 4,802 translates into an absolute [accumulated loan
capital] deficit of 16,865). This only means that the already functioning indus-
trial capital has been overaccumulated, i.e. there is too much of it.310

So we have completely explained the different movements of the rate of
interest in both phases of the cycle as well as of the phases themselves. A forced,
abnormal upswing occurs because underaccumulation expands the volume of
loan capital, depressing the rate of interest and increasing the rate of profit.
This development is illustrated in Figure 3, below.
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FIGURE 3

This figure shows us that the upswing is not a simple straight line but assumes
the shape of a curve that rises steeply upwards from a shallow start. The slow
pace of accumulation at the start of this rise progressively increases under the
stimulus of a low rate of interest, so that above average progress during the
second half of the rising phase offsets the initial below average progress. This
offset, however, can only operate within the limits set by the capital reserves
amassed. Once the reserves of loan capital are exhausted, accumulation comes
to a standstill and there is necessarily a turn to crisis.

310 Marx writes: Interest now rises to its average level. It reaches its maximum again as soon
as the new crisis breaks out, credit suddenly dries up, payments congeal, the reproduc-
tion process is paralysed and ... there is an almost absolute lack of loan capital alongside
a surplus of unoccupied industrial capital. By and large, therefore, the movement of loan
capital, as expressed in the rate of interest, runs in the opposite direction to that of indus-
trial capital’ (Marx 1981, p. 620). [ Grossman’s empbhasis. |
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An analogous movement to that on the money market can be observed
on the labour market. The assumed underaccumulation indicates that unused
labour power is available. This exerts a downward pressure on wages, which fall
below the value of labour power, thus enhancing the rate of profit. The result-
ing stimulus to progressively expand production must initially be stronger, as
the size of the reserve army in the first half of the expansion phase — despite pro-
gressively rising accumulation — increases from 1,193 in year 2 to a peak of 2,313
in year 4 of our schema. Finally, growing accumulation brings about a turn: in
years 5 and 6 the number of unemployed declines to 2,175 and 1,475 respectively
and would be just 97 by year 7, if the exhaustion of surplus value and capital
reserves did not lead to a crisis and thus to renewed growth of the reserve army.
From year 5 wages must, consequently, rise.

It is apparent that, with the incorporation of credit into the analysis, the pro-
cess of accumulation does acquire a more realistic character — we gain insight
into the movement of interest rates and wages in different segments of the
expansion phase. No new moments have been gained, however, in the explan-
ation of the industrial cycle and particularly the causes of crises. The below
average levels of the interest rate and wages during the first half of the rising
phase parallel their above average levels during the second half. If the expan-
sion phase is considered as a whole then the below and above average levels of
interest rates and also of wages offset each other to yield their normal, average
levels, which expresses the methodological starting point of our analysis. The
assumption of such a starting point is therefore justified, because deviations
above and below are unintelligible without such a ‘normal basis’.

While Otto Bauer believed that accumulation on this basis could go on
without limit, we have shown that before long an overaccumulation and there-
fore the turn to crisis must necessarily emerge from accumulation’s internal
mechanism. Valorisation is insufficient to maintain the previous tempo, i.e. 10
per cent annually. If constant capital is expanded further, the absolute mass of
surplus value cannot be expanded any more (at a given level of population and
wages). Wage reduction can also only occur down to a definite, insuperable limit.
Thus accumulation necessarily comes to a standstill and the result is the break-
down of the system. Starting from the Z point, overaccumulated capital can
find no ‘productive) i.e. profit-yielding, application in the process of produc-
tion, even in the ‘normal case’ where there are no increases in prices, wages and
interest rates.3!! Consequently, capital, i.e. the a, and g, parts destined for fur-

311 As opposed to the conception presented here, Hahn believes there is ‘no ground’ for
the assumption that accumulation without price increases — he calls them ‘quantitative
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ther accumulation are withdrawn from the process of production at the mo-
ment of the crisis. Absolute overproduction occurs. Unsold stocks pile up, ware-
houses are filled up. Money capital in search of investment no longer finds
profitable application in the sphere of production. From now on interest rates
must steadily fall, and unemployed, idle money capital pours out of production
into the stock exchange, where in the meantime — until profitability (valor-
isation) is restored in the sphere of production - it fishes in muddy waters.
The ‘activity’ of the stock exchange is most closely related to the movement
of interest rates on the money market. Money market interest rates are decis-
ive for the course of prices of all government and other fixed-income secur-
ities on the stock exchange. Their value reflects an ‘independent movement’
and indeed ‘the prices of these securities rise and fall in inverse proportion
to the rate of interest. We have distinguished and explained two segments in
the movement of interest rates, in terms of the nature of capital accumula-
tion. As accumulation starts, interest rates are low and still falling, but gradu-
ally rise to a peak, the Z point, from which they must necessarily fall. The
gradual rise in interest rates until the endpoint of the accumulation phase
(the upswing) is expressed in the falling prices of government securities. If
an acute crisis breaks out at the end of the upswing and interest rates tem-
porarily rise sharply, the collapse in their prices is also severe. ‘In times of
pressure on the money market, these securities fall in price for two reas-
ons: first, because the interest rare rises, and second, because they are put
up for sale in massive quantities, to be converted into money.32 In the case

booms’ — must progress cyclically. If there are no price increases, ‘no boom mentality pro-
liferates ... For this reason, however, the factor which leads, in normal booms, to a rise
beyond the average level and then back to its reversal is missing’ (Hahn 1928, p. 163).
[Grossman emphasised ‘normal.] We have shown that the movement of the cycle is inde-
pendent of all price increases. Confronted by American experience, where there has been
an upswing with falling prices since 1925, credit-based crisis theory has tried to circum-
vent the difficulty it faces by recourse to a truly scholastic distinction between ‘normal’
booms and ‘quantitative booms’.

312 Marx1981, p.598.In October19o7, Holland witnessed a frightful crash in stock prices which
wiped out 50 per cent and more of leading securities’ value on the Amsterdam exchange
in a few days. In Germany too securities suffered a massive devaluation in 1907.

The shares of the big banks declined by 20 per cent or more; leading coal and steel
industry shares fell by 53 per cent (Bochum), 42 per cent (Phoenix), 35 per cent
(Gelsenkirchen) and 22 per cent (Harpener). [Among shipping companies] Ham-
burger Paketfahrt showed a loss of 42 per cent, Norddeutscher Lloyd 27 per cent. It
was, however, chiefly the cash market for industrial securities that suffered. Declines
of 30 and even 50 or 70 per cent for most and a large number of stocks showed even
heavier losses still. (Feiler 1914, pp. 12, 22)
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of industrial shares, there is a third possible reason for devaluation, in addi-
tion to the two just mentioned, because ‘the valorisation of the real capital
they represent may be affected’ by the disruption of the reproduction pro-
cess.313

But the depreciation of securities triggers massive purchases by stock
exchange speculators. So, precisely at the end of the crisis, during the depres-
sion, speculation, the stock exchange, start becoming active. We have seen
that from the Z point in capital accumulation there is overaccumulation, a
shortage of investment opportunities, in short, disposable capital. This capital
turns to the stock exchange. Lederer’s argument that ‘even in times of depres-
sion savings find outlets for investment’3# overlooks the illusory character of
these investments. From the individual economic standpoint of the creditor,
investments on the stock market are as profitable as any other investment.
But ‘investments’ on the exchange create neither value nor surplus value. Their
only purpose is higher stock prices and capital transfer. For, after a sudden rise
during the crisis, interest rates fall in the depression and, as has been demon-
strated, also at the start of the upswing. Thus the prices of securities start to rise
again. ‘Once the storm is over, these securities rise again to their former level’
The stock exchange disposes of these securities, cashes in the gains from the
difference in prices and can also pay the banks interest on borrowed money
promptly. So the depreciation of these securities ‘in a crisis is a powerful means
of centralising money wealth'. ‘Profits and losses that result from fluctuations in
the price of these ownership titles, and also their centralization in the hands
of railway magnates etc., are by the nature of the case more and more the res-
ult of gambling, which now appears in place of labour as the original source
of capital ownership, as well as taking the place of brute force.?15 The cent-
ralisation of money wealth through the rise in the prices of these securities
is accelerated further because these prices show a long-term tendency to rise,
quite independently of fluctuations during the cycle. ‘Their values, i.e. their list-
ings on the stock exchange, have a necessary tendency to rise with the fall in
the rate of interest, in so far as this is a simple result of the tendential fall in
the rate of profit ... so that this imaginary wealth, which according to its value

In 1913 the market declines were even greater and, for the darlings of daily speculation,
exceeded 100 and even 200 per cent (Feiler 1914, p. 153). [In Feiler’s text the meaning of
these percentage declines is no clearer.]

313 Marx198i, p. 598.

314 Lederer192s, p. 377. [Lederer emphasised ‘savings' ]

315 Marx 1981, pp. 599, 609. [Grossman’s emphasis. ]
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expression gives each person his aliquot share of a definite original nominal
value, already expands for this reason as capitalist production develops.3!6

This completes the causal chain. Starting from the sphere of production we
have demonstrated the necessarily cyclical course of accumulation, on the basis
of its immanent laws, and proved that this cyclical movement is then trans-
posed from the sphere of production to the sphere of circulation (money mar-
ket, securities exchange). The former is the independent variable, the latter the
dependent variable. Starting from a state of equilibrium we have shown where
the boom comes from, why accumulation is gradually exhausted and capsizes
into breakdown. In this way we have followed the movement in each of the
three ‘markets’ across the whole cycle and explained it in causal terms.

Now, once the counteracting tendencies start to operate — they form the
subject matter of Chapter 3 below — once the valorisation of capital invest-
ments in the production process is restored, a further period of accumulation
sets in anew. The rate of profit rises. Once it exceeds the yield on fixed-interest
securities, money flows anew from the stock market back into the sphere of
production, to find productive application there. The rate of interest starts to
rise and the price of securities to fall. These are now purchased by the ‘public’
which is seeking long-term investments, i.e. valorisation, and not enrichment
through speculation on changes in the price of securities. But this long-term’
investment only lasts until the next crisis, the next spell of tightness on the
money market, when the rate of interest reaches its peak, money is hard to
come by and therefore securities must be offloaded onto the market, in order
to meet payment obligations. These are bought by the stock exchange anew.
The game repeats itself but on a modified basis: the centralisation of money
wealth is now greater. This is what explains the growing power of finance cap-
ital.

14 The Elasticity of Accumulation. The Problem of Sudden Leaps and
One-Sided Development in Individual Branches of Production. The
Relationship between the Size of the Apparatus of Production and
the Size of Sales Turnover

The problem of ‘sudden leaps’ in production should be discussed briefly here.
Luxemburg has raised the objection against Marx that the empirically known

316 Marx 1981, pp. 608—9.
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fact of sudden leaps in accumulation within the individual spheres of produc-
tion cannot be explained by his account of the accumulation process. ‘The
scope of any given expansion of production is given a priori by the amount
of surplus value available (to be capitalised).!

In this way, the schema precludes sudden leaps in the expansion of pro-
duction. It only provides for a steady expansion, one that is precisely in
step with the formation of surplus value ... For the same reasons, the
schema presumes an accumulation that takes hold of both departments,
and thus all branches of capitalist production, to the same degree. Sudden
leaps in the expansion of sales are ruled out, as is the one-sided develop-
ment of individual branches of capitalist production, running far ahead of
the others. The schema thus presupposes a movement of the total social
capital that contradicts the actual course of capitalist development.3!8

This criticism has generated a whole school. A series of Marxist writers have
repeated Luxemburg’s objections, assuring us that it was Lenin who first for-
mulated the law of the uneven development of capitalism. [Jend] Varga tells
us, ‘In Capital Marx does not provide a purely economic foundation for the law
of the uneven development of capitalism. He takes the totality of phenomena
as his starting point’3!® ‘Lenin was the first to propose the law of uneven devel-
opment’320 So too Bukharin, who refers to Lenin’s ‘law of the unevenness of
capitalist development’32!

As always, Sternberg uncritically repeats, in verba magistrae,322 Luxemburg’s
assertion that: ‘in the rigid model of exchange under pure capitalism’ ‘the sud-
den development of individual industries would be impossible’.323

The falseness of this view is perfectly clear. It was precisely Marx who
ridiculed the harmonist theory of a balanced, proportional accumulation of
capital in all spheres of production. If such accumulation were possible, crises
would be impossible. Thus Marx writes

317 Luxemburg 201543, p. 236.

318 Luxemburg 20154, pp. 245—6. [Grossman’s emphasis. |

319 Varga1926a, p. 248. [Varga emphasised the entire sentence.]

320 Varga1926a, p. 246. [Varga emphasised the entire sentence. ]

321 Bucharini926, p. 9.

322 [Inverba magistrae’ means ‘in the words of the master) i.e. in Luxemburg’s words. |
323 Sternberg 1971, p. 153.



232 CHAPTER 2

There would be no overproduction, if demand and supply correspon-
ded to each other, if the capital were distributed in such proportions in
all spheres of production, that the production of one article involved
the consumption of the other, and thus its own consumption... Since,
however, capitalist production can allow itself free rein only in certain
spheres, under certain conditions, there would be no capitalist produc-
tion at all if it had to develop simultaneously and evenly in all spheres.324

The conception criticised here could only have arisen through failure to grasp
the essential aspects of Marx’s method. Marx’s reproduction schema depicts
the average line of accumulation, that is, the ideal normal course, in which
accumulation takes place evenly in both spheres of production. In reality there
are deviations from this average line — and Marx himself repeatedly drew atten-
tion to the potent elasticity of capital — but these deviations are only intelligible
on the basis of that ideal average line. Luxemburg’s mistake is precisely that she
regards something that only describes an ideal normal course, among many
possible cases, as an exact description of the actual course.325

And the same is true of Otto Bauer. He thinks that the magnitudes in his
reproduction schema are the only possible form in which the process of repro-
duction can proceed without disturbance, i.e. in equilibrium.

Even from Bauer’s standpoint, this is obviously a mistake. It is completely
unnecessary for constant capital, in the second year of production, to amount
t0 134,666 in department I and 85,334 in department 11. In the following table,
we provide variants for each year in Bauer’s schema.326 They are a schematic
way of showing that there are many different possible ways in which the scale of
production can be configured in its individual branches, while the overall scale
of social production remains the same in all these cases.

324 Marx1989c, p. 161. [ Grossman emphasised ‘only in certain spheres’.]

325 How radically Luxemburg misunderstood the fictitious character of Marx’s reproduction
schema, conceived as an aid to our thought, is already evident when she asks whether
the schema has ‘any objective [!] existence [!] in relation to society as a whole’ (Luxem-
burg 20154, p. 43). [Grossman’s emphasis.] Her answer to this question is positive: ‘This
demonstrates the objective social validity of the schema’ (Luxemburg 20154, p. 86).

326 [Rather than reproducing some erroneous figures originally provided by Grossman, those
in this table and the following paragraphs were calculated in a spreadsheet, using for-
mulae which seem to be those that Bauer and he used. They also confirm Grossman’s
conclusions. See the Appendix for Grossman’s original version of Table 10.]
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TABLE 10
Bauer’s version
Year Department c v k a, a, AV
1 I 120,000 50,000 37,500 10,000 2,500 220,000
11 80,000 50,000 37,500 10,000 2,500 180,000
I+11 200,000 100,000 75,000 20,000 5,000 400,000
2 I 134,667 53,667 39,739 11,342 2,586 242,000
11 85,333 51,333 38,011 10,658 2,664 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
3 I 151,133 57,533 42,028 12,834 2,671 266,200
11 90,867 52,717 38,509 11,366 2,841 196,300
I+11 242,000 110,250 80,538 24,200 5,513 462,500
4 I 169,597 61,612 44,363 14,492 2,756 292,820
I1 96,603 54,151 38,991 12,128 3,032 204,905
I+11 266,200 115,763 83,354 26,620 5,788 497,725
Variants
Year Department c v k a, a, AV
2a I 140,000 51,000 35,750 12,000 3,250 242,000
11 80,000 54,000 42,000 10,000 2,000 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
2b I 120,000 61,000 40,750 16,000 4,250 242,000
11 100,000 44,000 37,000 6,000 1,000 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
2C 1 110,000 66,000 38,750 22,000 5,250 242,000
11 110,000 39,000 39,000 o) o 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
2d I 130,000 56,000 52,000 0 4,000 242,000
11 90,000 49,000 25,750 22,000 1,250 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
2e I 130,000 56,000 56,000 o 0 242,000
11 90,000 49,000 21,750 22,000 5,250 188,000

I+I1 220,000 105,000 77,750 22,000 5,250 430,000
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TABLE 10 (cont.)
Year ¢ v Reserve k a, a, AV
army
of I 132,000 55,000 46,000 6,000 3,000 242,000
11 88,000 50,000 31,750 16,000 2,250 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
2g I 134,000 54,000 40,073 11,244 2,683 242,000
11 86,000 51,000 37,677 10,756 2,567 188,000
I+11 220,000 105,000 77,750 22,000 5,250 430,000
3a 1 162,000 52,100 40,050 10,050 2,000 266,200
11 80,000 58,150 40,489 14,150 3,511 196,300
I+11 242,000 110,250 80,539 24,200 5,511 462,500
3b I 120,000 73,100 60,539 10,050 2,511 266,200
11 122,000 37,150 20,000 14,150 3,000 196,300
I+11 242,000 110,250 80,539 24,200 5,511 462,500
3C I 130,000 68,100 40,000 24,200 3,900 266,200
11 112,000 42,150 40,539 o 1,611 196,300
I+11 242,000 110,250 80,539 24,200 5,511 462,500
3d I 130,000 68,100 38,389 24,200 5,511 266,200
11 112,000 42,150 42,150 o o 196,300
I+11 242,000 110,250 80,539 24,200 5,511 462,500
4a I 186,200 53,310 38,386 12,633 2,291 292,820
11 80,000 62,453 44,969 13,987 3,497 204,905
I+11 266,200 115,763 83,355 26,620 5,788 497,525
4b I 120,000 86,410 62,219 20,046 4,145 292,820
I1 146,200 29,353 21,135 6,574 1,643 204,905
I+11 266,200 115,763 83,355 26,620 5,788 497,725
4cC I 154,000 69,300 65,000 0 4,300 292,820
11 112,000 46,462 18,354 26,620 1,488 204,905
I+11 266,200 115,763 83,355 26,620 5,788 497,725
4d I 154,000 69,300 69,300 o) o 292,820
11 112,000 46,462 14,054 26,620 5,788 204,905
I+11 266,200 115,763 83,355 26,620 5,788 497,725
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We see that, with the same scale of production in society as a whole, various
equilibrium states are conceivable. We have provided seven possible variants of
year 2, in addition to the example used by Bauer himself. While, according to
Bauer, accumulation proceeds at almost the same pace in both departments of
production, in case 2a we show accumulation occurring only in department 1,
while in department 11 there is no accumulation at all. Conversely, in case 2b
there is a sudden expansion of department 11, while there is no change in the
scale of department 1. In the other five cases, ¢ to g, accumulation is divided
between the two departments in various proportions. The greater the accumu-
lation in department 1, the smaller it is in department 11, and vice versa. Finally,
in variant 2c we have a case in which the scale of constant capital even declines
in department I.

We observe the same phenomena in year 3. In case 3a a strong surge of accu-
mulation occurs that is confined to department 1. This uses up the entire social
reserves of additional constant capital. By contrast, department 11 sees no accu-
mulation at all and has the same scale of constant capital as in year 1. And the
same pattern is repeated in year 4. So this is a case in which we have a power-
ful surge of accumulation over several years only in one department, while the
other department does not develop, stagnates. The social equilibrium of the
reproduction process therefore does not have to be disrupted, if the requisite
functional shifts are carried through in both departments. Far from prescrib-
ing magnitudes for the scale of accumulation in individual branches that are
rigidly fixed, the schema shows rather how elastic the scale of accumulation
can be in any year.

Nothing is more characteristic of Luxemburg’s scholasticism than the way
she criticises Marx’s reproduction schemas. In one instance, where Marx ana-
lyses equal accumulation in both departments, Luxemburg objects that he
‘presumes an accumulation that takes hold of both departments, and thus all
branches of capitalist production, to the same degree. Sudden leaps in the
expansion of markets are ruled out, as is the one-sided development of indi-
vidual branches of capitalist production, running far ahead of the other’32”
When in another passage Marx sets out to illustrate the one-sided develop-
ment of one of the departments (namely department 1), this too is cause for
complaint for the never satisfied Luxemburg:

Marx extends accumulation ever further by having department I produce
on a broader basis; accumulation in the second department appears only

327 Luxemburg 20153, pp. 245—6. [Grossman’s emphasis.] See above p. 230.
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as the consequence of, and condition for, accumulation in the other one
... In this movement, it is always department I that retains the initiative;
department 11 is no more than a passive satellite. Thus, at all times, the
capitalists of department 11 may only accumulate so much and must con-
sume as much as is required for accumulation in department 1.328

This criticism again clearly demonstrates how completely Luxemburg has mis-
understood the meaning of Marx’s method. For, in empirical reality, who could
ensure that accumulation proceeds proportionately in both departments of the
schema, that is among all branches of capitalist production? No such regulator
exists nor can exist under capitalism. It follows that proportional accumula-
tion in both departments is simply a theoretical ideal case, a fiction, which in
reality can only come about as an exception, so it is merely an accident. As a
rule, accumulation across the various branches lacks proportionality and the
sphere from which the impulse for accumulation comes is decisively import-
ant for the course of accumulation. If the initiative comes from department
I, this department extracts a certain quantity of means of production from
the social reserves available. It is therefore clear that this, at the same time,
determines the scope of accumulation in department 11. Conversely, if — under
given, concrete market relations — the initiative proceeds from department 11,
then the scope for accumulation in department 1 is also determined. In fact,
there is a struggle among the different branches of production for machinery,
raw materials and the other means of production required for accumulation.
The ‘active’ department at any time seizes the elements of production needed
for its accumulation and thus imposes the scope of accumulation in the other
department. By and large, however, department I predominates, for precisely
the reasons with which we will become familiar.329

328 Luxemburg 20154, p. 79. [ Grossman’s emphasis. |

329 This reference to the elasticity of the capitalist mode of production and to the possibility
of the sudden development of individual branches of production, because elements of
production are transferred from department 1 to department 11 or vice versa, at the same
time indicates the value of Luxemburg’s statements about the ‘unsaleable remainder’ in
department 11. The transfer of elements of production between the individual spheres of
production may well be bound up with friction in practice, but it nevertheless takes place
every day to a massive extent. The reconversion of production from war industry to peace
time production has confirmed the great elasticity of industry. Those like Sternberg (1971,
p. 100) who wish to deny the fact of such transfers are thus also denying that it is pos-
sible for an average rate of profit, which results from these transfers, to come about. They
therefore also deny the regulative basis of the capitalist mechanism and that a misunder-
stood formula, rather than the real capitalist mechanism, has become the sole source of
their ‘knowledge’. Also see Lederer (1925, p. 372), who emphasises that ‘reorientation of
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The elasticity and extensibility of capitalist production are, however, appar-
ent in another extremely important respect as well. The predominant view is
that, for any given scale of productive apparatus, the value magnitude of the
mass of commodities that come onto the market is exactly determined. Otto
Bauer believes, for example, that the total value of the commodities that come
onto the market from each department33° in his reproduction schema is 95,991
in year 2; 102,232 in year 3; and 108,731 in the following year. From our variants,
presented above [in Table 10] it is apparent that there is no such fixed relation-
ship between the size of the productive apparatus (accumulation) and the value
magnitude of the mass of commodities which come onto the market. So we see
that in year 2, in case 2a commodities to the value of go,000 come onto the
market from each department; 96,756 in 2g; 104,000 in 2f; 106,000 in 2b; and
110,000 in 2c. Yet, in all these cases, the size of the productive apparatus is the
same. In year 3, in case 3a, although the productive apparatus has grown, com-
modities to a value of only 94,150 are exchanged on the market, which is less
than the sales turnover from the smaller apparatus of production in the previ-
ous year in case 2g. Furthermore, here again there are the same differences in
turnover with a productive apparatus of same size: 94,150 in case 3a; 112,000 in
3c [and 3d]; 136,150 in 3b. The same holds for year 4: 93,987 in case 4a; 138,620
in 4c [and 4d]; and 152,774 in 4b.

This raises the question: how can productive apparatuses of identical total
sizes and with identical numbers of workers employed cast masses of commod-
ities with unequal magnitudes of value onto the market? The answer is obvious
once we examine the different variants of our schema in each year more closely.
It is apparent that the larger the constant capital in department I the smaller is
the mass of commodities which come onto the market.33!

production’ is very possible, because the most diverse commodities can be produced with
the same raw and auxiliary materials, and with the same labour power. A crisis which
only arises from disproportionality between branches of production can, consequently,
‘be easily surmounted by changing [their] disposition’. [Editor’s interpolation. ]

330 [Le.the value of means of production from department I exchanged for the same value of
means of consumption from department 11. This excludes means of production invested
in department 1 and means of consumption consumed in department 11.]

331 [Thisdoesnothold for cases 2d and 2e, where there is no accumulation of constant capital
and which Grossman did not include in the following table.]
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Year Constant capital Sales of each department
2a 140,000 90,000
2g 134,000 96,756
of 132,000 104,000
[2d and 2e 130,000 112,000]
2b 120,000 106,000
2¢ 110,000 110,000
3a 162,000 94,150
3cand 3d 130,000 112,000
3b 120,000 136,150
4a 186,200 93,987
4c and 4d 154,000 138,620
4b 120,000 152,774

This result is understandable. The schema shows us only ‘the major exchange
between the two departments’.332 But the constant capital of department 1 ‘cir-
culates within department 1,333 i.e. ‘among the individual capitalists of depart-
ment I'334 The larger the constant capital of department 1, the larger is the share
of the annual product that is excluded from the great exchange between the
two departments and only sold within department 1; this is not expressed in
the sales turnovers of the schema.

15 Fetters on the Development of the Productive Forces under
Capitalism

Once we recognise that due to the relative decline in the mass of profit the cap-
italist system necessarily approaches its breakdown, we understand why Marx
ascribed such overriding importance to the law of the tendential fall in the rate
of profit, which denotes the breakdown tendency, and why he referred to ‘the
great importance that this law has for capitalist production’. We also under-

332 Marx1978, p. 474.
333 Marx1978, p. 499.
334 Marx1978, p. 474.
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stand how this law ‘forms the mystery around whose solution the whole of
political economy since Adam Smith revolves’335 For ‘it does prove that’ the
breakdown of capitalism ‘is a self-evident necessity, deriving from the nature
of the capitalist mode of production itself’.336 It is also only now clear what
Marx means when he writes, ‘The true barrier to capitalist production is cap-
ital itself. It is that capital and its self-valorisation appear as the starting and
finishing point, as the motive and purpose of production.37

‘The limits to production are set by the profit of the capitalist!338 Marx criti-
cises Ricardo for confusing the capitalist mode of production, to the extent
that it is a labour process, which therefore has the goal of creating products,
with the production of values, i.e. the valorisation process. ‘He cannot therefore
admit that the bourgeois mode of production contains within itself a barrier to
the free development of the productive forces, a barrier which comes to the sur-
face in crises.33 The development of the productive forces, that is the relation
MP: L, which can proceed unfettered in the technical labour process encoun-
ters a barrier in the nature of the valorisation process, in which the elements of
production figure as capital that has to be valorised, i.e. as the relation ¢ : v from
which surplus value s is necessarily expected. If profit disappears the labour
process is interrupted, fettered. The aim of the capitalist production process is
not the most bountiful possible provision of goods but the greatest possible val-
orisation, profitability. It therefore follows that production might be cut back if
profits can be increased in that way.

The barrier to the development of the productive forces under capitalism
has a twofold nature. The highest level of technological perfection attainable
under capitalism is much lower than it would otherwise be, i.e. from the social
standpoint. The classical economists failed to see the two sides of the problem
and thus confused them. Ricardo, in particular, simply takes the possibility of
applying machinery for granted, where machinery saves labour.34® Marx was
the first to show that the scope for applying improved means of production within
the capitalist mode of production is much more limited. ‘The capitalist cost of the
commodity is measured by the expenditure of capital, whereas the actual cost

335 Marx198i, p. 319.

336 Marx 1981, p. 319. [In Marx’s original context, it is the tendency for the rate of profit to fall,
rather than breakdown, which Grossman identified as its corollary, that is ‘a self-evident
necessity’ |

337 Marx198s, p. 358. [Grossman emphasised ‘self-valorisation’.

338 Marx1989c, p. 156. [ Grossman’s emphasis. |

339 Marx1989c, p. 157. [Grossman’s emphasis. |

340 Ricardo 1912, chapter 31 [pp. 263—71].
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of the commodity is measured by the expenditure of labour.3# In other words,
from the capitalist standpoint what matters is savings in the use of paid labour,
not savings in the use of labour as such. Depicted graphically, what matters for
capital is not savings in the line A-B but those within the narrower limits of the
segment A—C.

Total labour

Paid labour Unpaid labour
(Surplus labour)

From the standpoint of capitalist profitability, the highest level of technolo-
gical progress is often already reached (e.g. at point C in our graphical example
above, having started at point A) where, from the social standpoint further
room for the development of the productive forces, i.e. for still further saving of
human labour (out towards point B), would be possible. If, for example, soci-
ety expends 10 hours of labour time to produce a commodity, then it would
make use of and find advantageous any machine that could economise on
labour time, however small the saving, e.g. if the production of this commodity
required only 9.75 hours or 9.5 hours instead of 10. If, however, entrepreneurs
pay workers the equivalent of five hours of labour time, they would only find it
advantageous to use machinery when it costs them less than five hours, for e.g.
4.75 hours or 4.5 hours. For, they get the surplus labour for free, in any case. The
scope for applying the expansion of the productive forces on the basis of capit-
alism is narrower than and not identical to the development of the productive
forces in general.342

341 Marx1981, p. 18. [Marx also emphasised ‘labour’.] In his book The Question of Nationalities
and Social Democracy, Bauer shows that the capitalist mode of production is a ‘barrier to
technological progress’ and that it ‘hinders the application of the most productive forms
of industry’ (Bauer 2000, pp. go-1).

342 For example, Tugan-Baranovsky writes: Many labour saving devices are technologically
feasible but economically not profitable. An improved machine, which would be advant-
ageous for a new factory that is about to be established, often does not bring any profit to
already existing factories, equipped with numerous costly machines of older types. Even
if a fixed investment might be rational, it is not therefore objectively possible’ (Tugan-
Baranowsky 1913, p. 38). [Grossman’s emphasis.] Tugan-Baranovsky does not notice that
he is confusing two separate perspectives. An investment may be ‘labour saving), ‘rational’
from the social standpoint. To be sure, this standpoint is not objective in Tugan-Baranov-
sky’s eyes. For a capitalist economy only that which brings profit is objective. Many invest-
ments and technological improvements are often implemented only when interest rates
fall, because a fall in interest rates means improvement in private economic profitability.



THE LAW OF CAPITALIST BREAKDOWN 241

Not only in the regions of Asia and Africa, which have only been opened
up a little by capitalism, but also in large parts of eastern and south-eastern
Europe today, living labour is so cheap that it does not pay the entrepren-
eur to use machinery. Although, then, human labour could be replaced, i.e.
saved, by machinery, it is in fact wasted massively, the development of the
productive forces is fettered. But even in the most developed capitalist coun-
tries, like Germany and the United States of America, advanced technologies
are confined to a relatively small group of enterprises, while next to them
is a large mass of technically backward firms, which waste human labour,
using outdated machinery or even manual labour. Data cited by [Karl] Bal-
lod on the situation in the German grain milling industry are instructive.3*3 In
1907 the number employed in mills was 101,000, working in 39,905 mills, with
441,000 horsepower. According to statistics published in 1913 by the Interior
Ministry on relations of production in the milling industry, apart from wind-
mills, there were watermills with a horsepower of 298,383, steam mills with
182,037 horsepower and other motorised mills with 54,994, a total of 535,414
horsepower.3** According to Ballod’s calculation, if modern rational tech-
niques were used only 1,300 mills with a total of 137,500 horse power and per-
sonnel of 26,000 would be needed to grind 6.1 million tonnes of rye and 5.05
million tonnes of wheat and to rough grind about 700,000 tonnes of rye (these
figures represent actual averages for the years 1909 and 1910 in Germany).34
‘In any case, this need for power signifies a huge reduction compared with the
actual use of power by mills today ... We therefore see what a waste of motor-
ised power has occurred in the milling industry; with rational organisation, one
sixth the number of workers and three tenths of the existing power would suf-
fice 346

The waste of human labour involved in the use of backward technologies
is finally apparent in the fact that even the best technologies actually in use
are not identical with the best possible development of the productive forces
that is already possible, technologically and financially, at present. Of course,
many inventions and patents are bought up by cartels and trusts but they do
not actually use them until driven to do so by the pressure of competition. The
actual use of technological inventions and processes lags way behind the devel-
opment of the productive forces that is already possible. The latter are fettered
by capitalist concern about profitability. So, for example — as Otto Corbach

343 Ballod 1919, pp. 136-8.

344 [Ballod 1919, p.138.]

345 Ballod 1927, pp. 179-80.

346 Ballod 1919, p. 138. [ Grossman’s emphasis. |
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reports — ‘even in the United States, the possibilities for increasing production
capacity by using mechanical power are far from exhausted'347 ‘Approximately
60 per cent of the power utilised on farms is animal power.3#8 The use of electri-
city in agriculture is still in its initial stages. ‘The number of electric installations
does not exceed 500,000 and the amount of electrically produced power used
on United States farms does not amount to more than 5.5 per cent of all power
(animal and mechanical) used, while the number of farms connected with a
central electrical service is less than 3 per cent. But distribution is very uneven
over different parts of the United States. California, shows 27 per cent of all
farms electrically served.®*° Even in the United States the electrified ‘farm of
the future’ is thus still only in its initial stages.

The fettering of the forces of production in agriculture is inevitable on a cap-
italist basis and determined by the facts that 1) capital will only be employed
in agriculture when, apart from the payment of wages and the average profit,
it is also in a position to pay ground rent: ‘Here landed property is the barrier
that does not permit any new capital investment on formerly uncultivated or
unleased land without levying a tol], i.e. demanding a rent’;35° 2) large estates,
even where capital has been admitted, have no occasion, however, to develop
the productive forces fully. Absolute ground rent is an excess in the value agri-
cultural produce above production price (above the average rate of profit).
While every advance in industry raises the level of ground rent by reducing the
price of production3®! and so permits landowners ‘to put away in their own
private purses the result of a social development achieved without their par-
ticipation’352 in agriculture itself every development of the productive forces,
by reducing the value of agricultural products, works in the opposite direction,
i.e. groundrent falls as a result. Self-evidently this capitalist concern with profit-
ability is ‘one of the greatest obstacles to a rational agriculture’353 ‘Already [Wil-
liam] Petty tells us [1699] that the landlords of his time feared improvements
in agriculture because they would cause the price of agricultural products and
hinc (the level of) rent to fall’35* Even bourgeois land reformers see the fet-
tering influence of capitalist private property in land on the development of

347 Corbach 1928, p. 2. [Grossman’s emphasis. |

348 Riddell 1926, p. 320 [quoting the US Department of Agriculture].

349 Riddell 1926, pp. 320, 318, 319.

350 Marx198i, p. 896.

351 Marx198gb, p. 340.

352 Marx198s, p. 757.

353 Marx1g8y, p. 757.

354 Marx1989gb, p. 343. [‘Hinc’ means ‘thus’. The first interpolation is the editor’s. Grossman’s
emphasis. |
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the productive forces. Only Kautsky mislearned all of this, developed into an
admirer of the unlimited expansion of productive forces by capitalism and thus
fell below the level of Henry George in his understanding,.

Relations in industry are no different. The 1 March 1928 issue of The Iron Age
does not regard as exaggerated Harrington Emerson’s calculation which shows
that, with extreme rationalisation, labour time could be shortened by 30 per
cent while simultaneously labour output could be doubled.3%> This rational-
isation is not, however, carried out. Moreover, even with its lower actual pro-
ductive capacity, American capitalism runs into obstacles as a consequence of
difficulties in finding markets. Thus The Iron Age counsels American manage-
ments to concern themselves more, in future, with ‘discovering new ways of
employing old things’ than with methods of production. In the meantime (May
1928), despite the most powerful efforts to boost the domestic market’s capacity
to absorb, there are growing signs of an impending crisis in the United States.

It would be superfluous to multiply the number of examples. Only one more
will be cited, to demonstrate the technological backwardness that prevails in
the coal industry in England, the classic country of coal. In England in 1923 17.2
per cent of all coal mining was mechanised, compared with 45.4 per cent, in
Belgium and 65 per cent in the USA.356 Likewise, in the German Ruhr district,
even in 1925, scarcely 48 per cent of output was mined mechanically and only
in recent years, as a consequence of rationalisation and under the pressure of
English competition has this increased to 82.85 per cent, as is apparent from
the following table:357

Extraction method 1925 1926 1927

Million Per Million Per Million Per
tonnes cent tonnes cent tonnes cent

Mechanised 45.89 48.1 70.49 67.4 91.23 82.85
Manual and blasting  49.60 51.9 34.03 32.6  18.88 17.15
Total 95.49 100.0 104.52 100.0 110.11 100.00

355 [Iron Age 1928, p. 620. This editorial states that Emerson’s argument was that these res-
ults could be achieved ‘when all available human effort is placed at the supervising
machinery’.]

356  Wirtschaftsdienst 1926c¢, p. 899.

357 Frankfurter Zeitung 1928g.
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Secondly however, it is recognised that ‘competitive capitalism’ with its over-
production of commodities on the one hand, unemployment on the other,
with competitive struggles for markets, entails a gigantic waste of productive
forces. ‘Today’, Liefmann states, ‘it is known that this competitive struggle does
make the cheapest satisfaction of the consumers’ needs possible, but that it is
extremely uneconomic, often involving a great waste of capital’3>8

But are things any better in the era of monopoly capitalism? Liefmann now
asserts that there can be no talk of conscious forward-looking regulation of pro-
duction by cartels. On the contrary, it is apparent that while ‘the formation of
cartels is a strong stimulus to the expansion of production and especially to
the establishment of new firms ... The cartels then often have the greatest dif-
ficulty in selling the greatly increased production.’ ‘Restrictions of production
and the like are measures which cartels can only apply subsequently; generally,
itis not possible for them to prevent excessive expansion of enterprises.35% Add
to this the tendency of cartels to promote production by outsiders, precisely
because ‘the elimination of competition and the high prices that result have
continually encouraged the formation of new enterprises. This is one of the
most unfortunate effects of the formation of monopolies, which rests on the
fact that competition is always in the background ... and thus causes severe
overcapitalisation in the industry’360 Liefmann illustrates this with concrete
examples and shows how ‘the already existent overcapitalisation of the potash
industry was intensified by the law [of 1910] to a shocking extent. ‘About a
dozen efficient works with a capital of perhaps 100 million marks could supply
the whole demand; instead, there were ... almost 2,000 million marks invested
in this industry, that is perhaps the most tremendous overcapitalisation which
has ever occurred in any industry. Unfortunately, it is still not entirely clear to
people what such a waste of capital means for the economy, how the underutil-
isation of plant enormously increases the cost of production and leads to high
prices ...’361

Does this underutilisation of plant, at the same time as agriculture is still
provided with potassium fertiliser to the smallest extent, not indicate the fet-
tering of the productive forces or, as [Thorstein] Veblen puts it, ‘sabotage [of]
the productive capacity of the industrial system’,362 because of concerns about

358 Liefmann 2001, p. 77. [Grossman’s emphasis. |

359 Liefmann 2001, p. 100. [Grossman’s emphasis.] To take only one example: at the start of
1908 the American Steel Trust had a whole 13 per cent of its blast furnaces in operation.

360 Liefmann 2001, p. 102. [Grossman’s emphasis. ]

361 Liefmann 2001, p. 105.

362  Veblen 1920, p.135. [Editor’s interpolation. ]
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profitability? As a matter of fact, underutilisation of plant capacity became
a general phenomenon in the leading capitalist countries after the War. Con-
cerns about profitability put a brake on the development of the forces of pro-
duction.363 This is precisely what the celebrated ‘regulation’ of production by
cartels and trusts consists of: their goal is not planned, prior calculation and dis-
tribution of production according to need but subsequent restrictions on use of
capacity with the purpose of raising prices and profits.

Marx, therefore, writes, ‘This only goes to show how the valorisation of
capital founded on the antithetical character of capitalist production permits
actual free development only up to a certain point, [so that in fact it constitutes
an immanent fetter and barrier to production]'.364 It is apparent ‘that the capit-
alist mode of production comes up against a barrier to the development of the
productive forces which has nothing to do with the production of wealth as
such; but this characteristic barrier in fact testifies to the restrictiveness and the
solely historical and transitory character of the capitalist mode of production;
it bears witness that this is not an absolute mode of production for the produc-
tion of wealth but actually comes into conflict at a certain stage with the latter’s
further development’.365

The capitalist mode of production began in England in the early stages of
capital accumulation with the technological revolution during the last third of
the eighteenth century. After 1815, after Waterloo, England was able to revolu-
tionise her industry. She had two new technical processes available to her — the
puddling process and the new casting process — thanks to which she, in prac-
tice, had monopoly in iron production. But as capital accumulation developed,
the tempo of technological advance slowed. In 1856 the Englishman [Henry]
Bessemer in Cheltenham informed the British Association of the Iron Trade
about the process named after him. It was ‘destined to revolutionise the iron
industry by the substitution of steel for iron’ Yet for 20 years England simply
ignored the new discovery and retained the puddling process, until compet-
ition from Germany, France and Belgium (the successes in Le Creusot and
Essen) compelled her to adopt and refine the new invention. The same story
was repeated in 1879 when the Englishman [Sidney Gilchrist] Thomas dis-
covered the process named after him, which was capable of making better use

363 ‘It may be found more profitable) writes Spiethoff, ‘to sell a smaller quantity at higher
prices rather than a larger quantity at lower prices’ (Spiethoff 1953, p. 163). [Grossman’s
emphasis. |

364 Marx 1981, p. 572. [The words in square brackets do not appear in the Penguin translation
of Capital, but are included here from Marx 1998, p. 439. Grossman’s emphasis. |

365 Marx 198y, p. 350. [Grossman’s emphasis. |
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of phosphorus-rich ores. England indifferently passed by this invention, calmly
allowing foreigners to buy it until in three years it revolutionised all the works
on the Continent. England’s monopoly was over, leadership in the field of iron
and steel production gradually passed into other hands.3%6 The same picture
is found in the field of electrical engineering around the turn of the century.
It was ignored in England, at a time when — according to the reports of British
consuls — there was practically no city in Germany that did not have it own ‘elec-
tricity company’. [Victor| Bérard already asserted this in 1900, [Gerhart von]
Schulze-Gaevernitz made the same observation a few years later and asserted
‘that, in the field of iron and steel production, England has been outstripped by
the United States and Germany’367 Like Bérard before him, he writes about her
‘technological conservatism), although he traces this back to ‘natural’ or acci-
dental causes, and lists a whole series of industries like iron and steel, machine
building, shipbuilding, electrical engineering, chemicals in which America and
Germany had either achieved dominance or where such a threat to England
was imminent. But Schulze-Gaevernitz rejects economic causes as the explan-
ation of English ‘conservatism’ and prefers to trace it to processes of historical
intellectual decline’368 Thus he only displaced the problem but did not solve it.
For why does such intellectual decline only assert itself at a specific stage in
England’s development? Why did the progressive and even revolutionary char-
acter of English economic development change so dramatically in a few dec-
ades? We have shown that, within the framework of capitalism, technological
development must slow down at a certain level of the capital accumulation,
because the valorisation of capital is not up to this task.

This account indicates that it is misleading to write in general about the stag-
nation of the productive forces ‘of capitalism’ We have seen that this is precisely
why Kautsky denies the possibility of the economic breakdown of capitalism,
because in his conception ‘capitalism’ has proved its capacity to develop the
productive forces. It is not a matter of some abstract capitalism, outside space
and time, but of the concrete development of particular, historically specific
capitalist countries, each of which lies at a different stage of capital accumula-
tion. It is a fact that the oldest capitalist country in Europe, which for more
than a century had the leading role in industrial production, the country with
the greatest accumulation of capital prior to the War, gradually ‘lost its lead-
ership to other nations in several of the most important industries. Advances

366 Bérard 1906, pp. 263-6. [The quotation is on p. 265. ]
367  Schulze-Gaevernitz 1906, p. 334.
368  Schulze-Gaevernitz 1906, p. 360.
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that in the past began in England are today frequently imported into England
from abroad.369

In France, with her stagnating population, overaccumulation had to emerge
fairly early and France had to develop into a capital-exporting country, a rentier
state.

In England, because the rate of accumulation was not sufficiently large as a
consequence of the enormous accumulation of capital, technological advances
were fettered and leadership in this field passed on to other countries with
lower levels of accumulation, to Germany and the United States, where val-
orisation was still sufficiently large. As the accumulation of capital in these
countries grows with time, however, valorisation must run into difficulties
there as well, and slow their technological progress.37° The law of accumula-

369 Schulze-Gaevernitz 1906, pp. 334, 192. At the conference of the Verein fiir Sozialpolitik in
Ziirich, in 1928, Sombart argued, ‘There is now a tendency for the economic process to
slow down. This arises due to diminished capital accumulation, the slowing of techno-
logical progress, above all to slower population growth' ‘The old capitalist countries find
themselves in a chronic state of commercial glut’ (Sombart 1928, pp. 248, 252).

370 Wilhelm Lexis’s discussion of the ‘future prospects’ and ‘presumed development’ of the
capitalist mode of production is most interesting. In it he confines himself to ‘following the
lines whose starting points and directions can now already be recognised’. Lexis believes
that it now has to be assumed that we are confronted by a period of ‘relatively slow growth
of fixed capital) ‘that we are gradually entering a second period of the machine age which,
in economic terms, differs from the first in one essential respect. In this ... fixed capital ...
has grown strongly, to a degree that surpasses population growth. Now, however, there is
a significant basic level of fixed capital investments which is still being expanded even in
the old civilised countries but a rate which can be expected to decline gradually'. Lexis real-
ises that such a perspective signifies the end of the capitalist mode of production. ‘For the
capitalists) he writes, ‘the reduced opportunities for profitable new investments in fixed
capital ... could have invidious consequences’. He therefore regards the export of capital
to economically backward countries as the only way out. The owners of capital ‘can avoid’
these consequences ‘for a further period by participating in the investment of capital in
young countries that are yet to obtain their economic ... infrastructure’. Only in this way
can the development of the productive forces be ensured.

In the interests of European labour, it is to be hoped that this phase of the world
economy will endure for a long time. For progressive rises in labour productivity are
also the main condition for any corresponding expansion in the working class’s rel-
ative share of income, under the present order of production. But this period must
end, sooner or later. Technological advances will also slow down in the younger coun-
tries. The new countries will gradually raise their economic, technological inventory
to such alevel that it will certainly still need to be replaced, improved and supplemen-
ted but will no longer require new investments of capital to the previous extent ... The
old countries along with their industrial production, however, find themselves increas-
ingly reliant on themselves and in so far as certain overseas products are indispensable
acquiring them will become more and more difficult. New inventions which reduce
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tion developed here thus explains the phenomenon that was already noted by
Adam Smith: that the tempo of accumulation is more rapid in the young coun-
tries, where capitalist development is only just starting, than in the ‘wealthier’,
i.e. capitalistically more advanced countries, in which, in Schulze-Gaevernitz's
expression, a ‘capitalist slackening’ sets in,3”! which in turn brings with it ‘the
stoppage of political and social reforms’372 In the Ziirich lecture mentioned,
Sombart refers to a ‘general tendency’ to a gradual ‘decline in the intensity of
entrepreneurship’ that leads to ‘pensioning off’ [ of older countries], and allows
for the possibility that ‘such a tendency will make its appearance in German
and American capitalism as well ... Precisely the United States is well on the way
to becoming a rentier state. Thus Lenin is absolutely right to refer to a ‘tendency
to stagnation’ as inherent in highly developed capitalism.373 But Lenin links
this tendency to the existence of monopolies. That such a tendency is bound
up with monopolies cannot be doubted.3”* But this statement is not enough

costs could, in any case, improve their position but it is open to question whether,
given the unfavourable export scenario, production with new methods can be expan-
ded to such a degree that all of the available workers would be able to find employment
under previous conditions. (Lexis 1913, p. 228)
Thus Lexis foresees a point in the development of capitalism at which the reserve army
expands more and more (Lexis 1913, p. 232). [ Grossman’s emphasis.] It does not, therefore,
sound terribly optimistic when Lexis comforts himself by writing that the perspectives
described by him do not immediately threaten capitalism. ‘Despite its imperfections, the
capitalist mode of production, in its specific essence, will, we predict, still have some time
open to it’ (Lexis 1913, p. 228).
371 Schulze-Gaevernitz 1906, p. 333.
372 Hobson 1902, p. 51.
373 Lenin1g64b, p. 276.
374 In his Vienna lecture, Professor [Eugen]| Schmalenbach has, among other things, also
referred to the dangers of a closed economy and given a penetrating description of the
dire consequences resulting from the formation of monopolistic cartels and trusts. The
worst aspect, he writes, is that there is no longer the ‘limited earlier security that effective
and capable people will succeed.
In the large monopoly structures that we see before us today, lucky self-seekers sit more
firmly in the saddle than they could have earlier, under the system of free competi-
tion. Under the system of free competition they had to earn their places repeatedly.
Today that has become much less necessary. N