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Imperialism
and

that the theory of imperialism should

be disentangled from issues both of
‘monopoly’ and of capitalist decline;
and that it should be used to explain,
first, inequality between states and their
populations, second, the phenomenon of
the rise and fall of hegemon or reserve-
currency states and the related recurrence
of great-power war; and, third, the
incorporation of the workers’” movement
behind forms of social democracy (and US
and other ‘liberalism’) in the high-ranked
countries, and behind forms of radical
nationalism in the low-ranked countries.

I went on to argue that the hypothesis
would require analysing the state separately
from the political economy of capitalism
in order to be able to grasp the relation of
the two forms. And I began this analysis
with consideration of the state as such
(as a form common from antiquity to the
present) and of the necessary engagement
of the state in the emergence of capitalism,
through, successively, the role of the state
in the emergence of commodity exchange;
of money in general; of credit money; and
of financial markets. The next step is that
capitalist states are subordinated to capital
- and indeed to particular capitals.

Subordination

At this point it is necessary to return to
some points made in the first article: class
orders shape structural forms of the state,
and they do so because rising classes
remake states in their own interests.

We have to begin with the urban-
slaveowner state of classical antiquity -
not because such states are the first states
(they are not), but because the form of the
capitalist state arises out of the negation
of the late feudal (absolutist) state, and
the form of the feudal state arises out of
the negation of the /ate antique state; so
that it is impossible to grasp in theory
the specificity of the capitalist state (as
opposed to the characteristics of state-ness
in general, which it shares with entities
from ancient Mesopotamia and Pharaonic
Egypt, etc onwards) without grasping it as
a historical outcome.

The antique urban-slaveowner state
is characterised, as far as its boundary
conditions with its ‘outside’ are concerned,
by the oppositions, citizen/foreigner and
civilised/barbarian. The first of these
oppositions maps onto the opposition
between those who may not be and those
who may be enslaved: the citizens may not
be enslaved within the city.! The second
maps more immediately onto the opposition

In the first part of this series I argued
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free(=owner)/slave: ‘barbarians’ become
the subject of ideologies of their natural
unfreedom.?

Internally, the structure of the state is
also given by the dichotomy, owner/slave,
in the form of the state as an owned entity.
In the city-state periods of Greece and
Rome, the state is the collective property
of the citizens, whose character as owners

of the state is variously expressed: for
Rome, res publica Romana (the ‘Roman
public thing’: ie, the state), meum ex iure
Quiritium (mine by Roman-citizens’ right),
etc.’ The low-level functionaries are state
slaves.* The alternative, into which large-
scale regimes of this type tend to evolve, is
a state owned by a single owner: imperator
dominus mundi (‘the emperor is the owner

the state

of the world”).’

In late antiquity, regimes of this type
decay internally by the transition from the
particular gods of the city (with parallel
gods of the women, gods of the slaves,
etc) and directly divine emperor, into
the creation of universalistic religions
(Christianity, Zoroastrianism, Buddhism),
which set the divine providence at a level
above the state, thus freeing the emperor
from immediate religious responsibility
for earthquakes, crop failures, epidemics,
etc. But such religions conversely tend
to claim the souls of the slaves as well as
the free, and the barbarians as well as the
civilised, thus undermining the internal/
external boundaries.

They decay externally because the
pressure of imperial slave-taking at the
borders generates state formation on the
other side of the borders - characteristically
‘national’, because it is of groups not large
enough to assert imperial claims - with the
result that we get a turn to the defensive;
an increase in the global cost of imported
slaves; and external pressures, which
increase the costs and reduce the rewards
of participation in the common state
regime. The external states or proto-states
may merely set boundary conditions on
the empire (Japan, Korea and Vietnam in
relation to China; Sasanian Iran in relation
to Rome); or ‘barbarian’ military groups
employed on the frontier may, as happened
in the western Roman empire, set up
nation-states within the borders of the late
antique empire (Goths, etc). The long-term
outcome can be (not must be) feudalism.

In feudalism, in contrast, the boundary
principle of the state is that it is the state
of a nation (Kingdom of the English,
etc) within a larger religio-cultural
entity (Christendom, etc). The vertical
principle of organisation of the society is
allowed to coexist with membership in the
society: villeins are subjects of kings in
a way in which slaves are never citizens.
The ‘unenslavable’ extend beyond the
boundaries of the state to the subjects of
other states, which form part of the same
cultural-religious entity.

Internally, the feudal relation of lord
and man, with bilateral duties, is replicated
in the form of the state. The state is
imagined as a sort of super-manor, with
royal demesne coupled with seigneury
claims over land not immediately owned
by the king or managed by the king’s direct
servants.

The regime of the particular state runs
in parallel and in contradiction with the
fully-public clerisy caste of universalistic
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religion - in western Europe, the Catholic
church; in Japan (but extending beyond it),
Buddhist monasticism.

States of this type are a problem for
emergent capitalism for a number of
reasons. The first and fundamental one
is that the state is necessarily committed
to the vested rights of the lords, the
clerisy, the peasantry and the artisan guild
corporations; and these are obstacles
to immediate capitalist interests. This
commitment is perfectly comprehensible.
There is no reason (without the artificial
pseudo-Romanising  reasoning  about
dominium and iura in re aliena of 19th
century lawyers in the interest of capitalist
development®) to regard these rights as
anything other than ordinary property
rights. But the state itself necessarily
self-identifies in terms of property rights
(the king’s demesne and seigneury, which
are replicated at every level of the feudal
hierarchy down to the manor).

Secondly, and equally fundamentally, a
state of this type is not a reliable debtor.
The 1672 Stop of the Exchequer is a late
instance of a phenomenon which goes back
to - at the latest - Edward I’s 1294 seizure
of his bankers’ assets and Philip the Fair’s
1307 assault on the Templars.” Medieval
law provides for the payment of debts,
subject to the legal arcana of the proofrules
and of the canon law rule against usury.
But debts are not understood as property
in the same sense as land (owned by lords
and peasants) or jurisdiction (owned by
lords, clerics and artisans). Moreover,
subjection of the state to this, or any, law
is not an organising principle of the state,
which rests, in contrast, on a mixture of
‘affective’ personal allegiance, national
identification and religious ideologies of
monarchical authority.

Thirdly, the nationally limited character
ofthe stateis an obstacle to the international
interests of ‘merchant’/shipping capital
(the core of early capital), which operates
across the whole sphere of Catholic
Christendom and into the interfaces of this
sphere with Orthodoxy and with the dar-
al-Islam. This relates back to points made
in the first article. Given that capital from
the outset operates internationally, it is
impelled to seek a state which will operate
on the scale of its own operations.

This dynamic is double-edged. The
bourgeoisie’s aspiration to its own state
finds expression in the late 11th to 12th
centuries in city autonomy, but then, as this
proves to be an insufficient scale, many
of the Italian city-states are torn apart by
the rival universalist Guelph (papalist)
and Ghibelline (imperialist) factions.®
In the 16th century, the opposition of
capitalist interests to clerical ones finds
expression in an international Protestant
movement; the tensions which eventually
destroy the Tudor-Stuart absolutist regime
are primarily driven by the problem
of England’s role in relation to this
international movement.’

At this point we move from the logic
of the bourgeoisie’s aspiration to its own
state, to the relation of this aspiration
to the concrete historical (European)
feudalism, out of which -capitalism
emerged.'® Because the feudal social order
is divided into nation-states ruled over by
rival feudal dynasties, even though capital
cannot achieve the universal state to which
it aspires, it can break through at the level
of the individual feudal nation-state or
dynastic agglomeration; and by doing so
it creates quasi-nation-states, which act on
the global level: first, the Dutch republic;
then, and more decisively, Great Britain.!!

British
All modern states are directly or indirectly
modelled on the British state created in
two stages, in the revolutions of 1637-60
and 1688-89.

Outside - perhaps - France, the reason
for this is not directly that rising capitalist
classes copied the example of 1640 and
1688. It is that the capitalist creation of the
British state out of the kingdoms of England
and Scotland, and the revolutionary
transformation of the British economic
and class order which this set free, created
a state which was militarily superior both
to its immediate European rivals and to
the extra-European states and societies

with which it came into conflict. This
superiority forced other szates, if they were
to remain independent of Britain’s global
imperial aspirations, to attempt to remake
themselves, at least partially, as British-
style - ie, capitalist - states. In several
cases this involved late-feudal states
attempting to create capitalism, or social
forces that were at best proto-capitalist,
revolutionising these states in order to
create capitalist states where (national)
capital did not yet properly exist.

This history - as the British form of
negation of the English and Scots feudal
nation-states - shapes the resulting
principles of the state forms.

First, the bourgeois state is no longer a
national state, but a constitutional state.
Its members are citizens defined by its
law, ‘nationals’ only by analogy. It is no
longer a member of ‘Christendom’ or any
analogous religio-cultural order, but of an
imagined and created order of international
law, which extends beyond religio-cultural
borders, including - for example - the
conceptualisation of the Ottoman regime
by the international lawyers, starting with
Grotius at the latest, as merely one among
the various states.'?

Connected to the underlying
international character of capitalism, from
the moment at which it becomes a capitalist
state, the capitalist state necessarily aspires
to an international reach.”® This is already
visible in the small-scale Mediterranean
empires of Venice and Genoa, in the Dutch
East and West India Companies (etc) and
in Cromwell’s war with Spain. It is fully
flourishing in the global character of the
Franco-British wars through the 18th
century, which end in the unambiguous
global ascendancy of Britain after 1815.

Secondly, the capitalist state is so
constructed as to be a perpetual debtor
and dependent on debt for its routine
administration. Since the Dutch Republic,
central banks and organised financial
markets have been indispensable elements
of capitalist state finance and hence of the
capitalist state as such.'* Where its own
financial markets are weak, the state is
forced to borrow on the financial markets
of a stronger state, creating an outflow of
surplus from the economy of the borrower
territory to that of the lender.

Third, I have already said that the
capitalist state is a ‘constitutional’ state,
as opposed to a nation-state. The other
aspect of this character is that it is a rule-
of-law state. State takings are limited to
those authorised by law, while the internal
structure of the state regime itselfis given by
legal rules and the loyalty of state officials
is - even where it is expressed in the form
of allegiance to a hereditary monarch, as
in the UK - to the constitutional order as a
rule-of-law order.

The sanctity of property is at the centre
of the rule-of-law idea. But its reverse
side is the sovereignty of the legislator or
legislative assembly. Alegislative assembly
represents the citizens in proportion to their
property holdings: in ‘classical’ capitalist
regimes this is approximated by property
qualifications on the franchise, and sale
and purchase of votes, so that the state is
correctly described, as Edmund Burke did,
as a joint stock company (in modern terms,
a business corporation).”” Broad suffrage
is a concession to the petty bourgeoisie,
universal suffrage is a concession to
the proletariat; the joint-stock effect of
representation in proportion to property
holdings now has to be reconstructed
through the duopoly of ‘in’ and ‘out’
parties of corrupt professional politicians
and the (connected) role of advertising and
media.

A single-person legislator, in bourgeois
dictatorial regimes, is, in effect, an
auctioneer of laws, state contracts, etc, to
capitalist bidders (in the form of corrupt
payments): this is less satisfactory for
the local capitalist class as a group, but
may be the preferred form of colonial or
semi-colonial regime for an imperialist
power - or the only option for capitalists
in conditions where an offensive of the
proletariat begins to threaten loss of
capitalist control of legislative assemblies.

The overall result is that, in both legislative-
assembly regimes and dictatorships, legal/
constitutional protection from takings of

property is limited by being subject to
takings through the state by large property
holders/bribe payers. The ‘nation’-state
is in either case perceived as a firm - in
market competition, as well as in military
competition, with other states in the
international state system.

Particular capitals

The logic of what I have already said about
a capitalist state as an institutionalised
debtor is that the particular state is
inherently dependent on its larger
particular creditors. (The converse is, of
course, also true: the scale of the state’s
debts to its creditors makes the creditors
at least partially dependent on their
state debtor.) The clearest appearance
of state dependence on creditors is in
moments where the creditors demand the
abandonment of particular policies - eg, in
International Monetary Fund ‘restructuring
programmes’, and in historical moments
where creditors based outside the state
territory, or a state representing them,
actually take over state finances (as in
the later 19th century history of Ottoman
Turkey and of Egypt).'

Equally, what has already been said
about the role of the legislator - individual
or representative - implies that the state
will be at least partially subordinated to the
major particular payers of bribes (whether
these are paid to elected legislators or to
the single-person legislator in a dictatorial
regime).

Both these points are, however,
secondary to a more fundamental issue.
This is that the capitalist reorganisation
of warfare (the ‘military revolution’ of
the early modern period)!” makes the state
as a military actor dependent both on its
suppliers of military matériel and on the
overall balance of the economic structure
within its territory.

Prior to capitalism, arms production
was primarily at artisan scale and involved
skills widely dispersed (blacksmiths,
bowyers and fletchers ...). While powerful
states could and did use concentrated
state-controlled armouries or arsenals,
these were not essential to military
production and operations. Monopolies
of military production and its technique
were therefore of very limited significance
in relation to state strength. The military
revolution round gunpowder, which
coincided and was connected with the
early bourgeois revolutions, radically
changed this. The manufacture of artillery,
(re-)fortification to resist artillery, and
the building of ships carrying heavy guns,
are all necessarily industrial operations
involving an extended technical division of
labour within a single productive operation,
proletarianisation of the workforce,
and major capital investment. Partial
capitalist development (even if under
feudalist political regimes) is therefore a
precondition for the full implementation of
gunpowder warfare.

The first point is therefore obvious. If
Ruritania’s weapons, ammunition and so
on are entirely manufactured by suppliers
in the territory of Westlantica, then
Westlantica can cut off their supply, and will
therefore have an effective veto over any
military action by Ruritania which extends
beyond a short period of time (identifiable
by reference to the scale of munitions
stockpiles held by Ruritania). It follows
that the degree of practical autonomy
of a state, when push comes to shove, is
dependent on its arms production on its own
territory - whether this is state production
(which requires the state to mobilise
capital and free labour) or production by
locally autonomous capitalist firms. The
consequence is that the state has a direct
military interest qua state that independent
arms production in its own territory should
continue, irrespective of the profitability
or otherwise of the capitalist firms that
may be involved. The same is true of the
transportation infrastructure, which has
direct military applications.

The interest extends beyond immediate
arms production. Thus, for example, in
early modern Europe a strong merchant
fleet and civil shipbuilding could be
converted readily in wartime to naval
vessels and naval shipbuilding; in modern
times, heavy engineering, the motor

industry and civil aviation can be readily
retooled for war production, as 1939-45
demonstrated.

The second point is slightly less
obvious, but has the same underlying
military ground: that supplies can be
cut off. Cutting off supplies of military
materiel has a direct effect on ability to
wage war. Cutting off other supplies is a
very ancient military technique: that of
besieging cities, which - by virtue of their
location in the division of labour as non-
agricultural producers - are vulnerable to
being starved, even if their fortifications
preclude direct assault.

Capitalism from the outset involves
international trade connections and an
international division of Ilabour,'® and
the long-term tendency is for these
international connections and division
of labour to intensify. Hence there is
no longer a question only of cutting off
food supplies, but also of cutting off raw
material supplies and trade outlets. By
dislocating the economy of the territory of
the target state, that state’s ability to wage
war is indirectly affected. The consequence
of this and of the new naval technology -
part of the military revolution - is that the
technique of siege can be transferred from
the scale of besieging individual cities
to that of besieging (blockading) whole
states. Attempted by the French and the
British against each other in the wars of
the 1790s-1800s, the blockade technique
was a fundamental element of the global
strategy of World Wars I and II (the
Entente blockade of the Central Powers
and the attempt to break it at Jutland; the
counter-attempt of unrestricted submarine
warfare; the Allied blockade of the Axis
powers and the counter-attempt of the
Battle of the Atlantic). Since the failure of
direct military intervention to preserve the
semicolonial status quo in Vietnam, siege/
blockade, under the euphemistic name
‘sanctions’, has become a routine form of
the military action of US imperialism and
its immediate allies against states which in
one way or another step out of line.

How are states to respond to these risks?
The first answer, which is really only
available to a state with immediate access to
the sea and which is or immediately aspires
to be a world hegemon state, is to maintain
such a powerful navy that the effective use
of blockade against it is excluded; and to
intervene through diplomatic manoeuvres
and, if necessary, military operations to
prevent the creation of any land-based
power or coalition capable of blocking
sea trade altogether. This was in a sense
already the policy of the Netherlands in
the 17th century ‘Golden Age’ of the Dutch
Republic; it was the general orientation of
British state policy in the 18th and 19th
centuries and down to 1914; and it was
picked up by the US state from the 1940s,
although the underlying strategic line was
submerged in the particular form of the
‘cold war’ between 1948 and 1991."

The limitation that the state has to have
immediate access to the sea is obvious. It
is hypothetically imaginable that air bulk-
cargo transport could develop sufficiently
to allow an air-based analogue available
to landlocked states, but air transport
technology is nowhere near this point today.
The limitation that the policy is really only
available to actual or immediate-aspirant
world hegemon states arises because of
the sheer scale of the resources involved:
in order to preclude blockade, the state’s
naval resources have to outweigh any
likely combination of navies against it. To
aspire to this is precisely to aspire to be the
world top-dog state, and to achieve it is -
whether deliberately or not - to make the
state’s currency become the global reserve
currency, for reasons which have already
appeared (money is state money) or will
appear below.

The second and more limited answer,
which can be and is pursued by almost
all states, is to have a sufficient degree
of diversification and balance of the
economy of the state’s territory to be able
to withstand a partial blockade and to
continue military operations, at least for a
sufficient period to allow diplomacy and/
or military counterattack to produce an
acceptable outcome.

The internal logic of this policy is to
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extend the sfate interest qua state - ie,
simply as a military actor - in ‘national
industries’ well beyond those with
immediate military applications. It is
thus towards forms of protectionism and
subsidy. The most transparent example
is agriculture, which is subsidised and
protected in pretty much all the stronger
capitalist states. But a variety of forms of
state support have been characteristic at
one time or another of all industries which
could be considered to have any degree
of significance for the economic, and
therefore military, autonomy of capitalist
nation-states. The idea of a period of
capitalism without state-backed industries
having existed at some point in the capitalist
past is an illusion caused by taking as good
coin the claims of the Manchester liberals
and similar ideologues of free-market
capitalism, and by focusing on spheres of
production which are as yet insufficiently
significant to attract state attention.

The full and unqualified pursuit of this
logic of nation-state economic autarky to
back political independence is irrational. On
the one hand, it produced the rival colonial
empire protection systems of the first half of
the 20th century, which attempted to obtain
direct territorial control of raw materials
sources and of markets for industry, leading
to an inherent dynamic towards great-
power war. On the other, it produced the
national-autarkic ‘development planning’ of
Stalinism and a wide range of ‘third world’
sub-Stalinist nationalist regimes: multiple
duplicate heavy industry complexes, and so
on.

The third option is to limit or abandon the
goal of state autonomy: ie, accept at least
partial political subordination to some other
capitalist state. The subordination need not
be complete (as in the colonial empires).
It can, indeed, in the right circumstances
have a very light touch: thus, for example,
Switzerland and Sweden were both formally
neutral through the two world wars, but
this ‘neutrality’ was in substance German-
friendly; or, the UK is a junior partner to the
US in today’s world, as the Netherlands was
to Britain in the 18th century. Space exists
in any capitalist world order for a range
of degrees of subordination to the world-
hegemon state.

There are two factors affecting the
degree of subordination. The first is the
degree of antecedent development of the
subordinate state before subordination,
affecting its options and hence the costs
of imposing fully colonial subordination.
Any substantial fully-capitalist state - or
state with highly developed feudalism on
the verge of capitalism - has the possibility
of turning itself into an aspirant world
hegemon: witness Germany and Japan from
the late 19th century to the mid 20th. It is
therefore only in extremis that a capitalist
state will actually attempt to treat as a full
colony another existing capitalist state (as
in occupied Europe in 1941-45). Where,
however, the level of local development
of the forces and relations of production
before subordination is substantially lower,
subordination is likely to produce both
more onerous political subordination and a
greater extent of adaptation of the economy
of the subordinate country to the needs of
the particular capitals of the superior power.

The second factor is the geopolitical needs
of the superior state. In the geopolitical
competition of the late 19th to mid 20th
century, the smaller western European
states were generally more geopolitically
valuable to the great-power rivals as slightly
subordinate allies or friendly neutrals than
as real colonies or semi-colonies. The
same was true on a more extensive scale
of US policy in the cold war: contrary to
Trotsky’s tentative hypotheticals,?® the US
did not colonise western Europe or Japan,
but promoted capitalist revival in these
countries; and it did so also in a number of
former semi-colonies, which were ‘front-
line states’ vis-a-vis the USSR or China. In
the cases of South Korea and Taiwan at least,
this has meant very substantial capitalist
development.

A subordinated state which is not a full
colony can substantially reduce its military
expenditures, but it cannot wholly dispense
with concerns for military autonomy (the
second option above), since the superior
state will have multiple client states and

cannot be wholly relied upon to regulate
disputes between them. Even a state which
accepts a subordinate position relative to
a larger power will therefore also have
concerns for domestic military production
capability and for the defence of local
capitals in other sectors to protect itself in
case of blockade; although these concerns
may be very much subordinated in the
case of the geographically smallest states,
whose role in international affairs is mainly
interstitial (eg, Luxemburg).

The dynamics discussed here began as
an impact of (proto-)capitalist military
production on a predominantly late-feudal
European state order. And the examples
given are drawn from capitalist geopolitics
in periods containing powerful late-feudal
absolutist and other pre-capitalist state
actors (17th-19th centuries), vast European
colonial empires (mid-19th to mid-20th
centuries), and the so-called ‘socialist
bloc’ bureaucratic regimes (mid-later 20th
century). Nonetheless, the argument of these
sections is an abstract one: it discusses the
inner logic of the military needs of capitalist
states as - necessarily - military actors. It
assumes capitalism only as industrialising
the conditions of military production. And
it therefore assumes only a world which is,
like today’s, simply one of multiple capitalist
quasi-nation-states. As the dynamics of
capitalism were more transparent in 19th
century England than elsewhere,?! so the
dynamics of the inter-state competition of
capitalist states, which were already present
in the early modern period, have become
more transparent, as capitalism has spread
across the globe.

And these dynamics clearly involve the
dependence of particular states, qua states
as military actors, on the capitals in their
territory - even if partially subordinated
capitalist states are also dependent on the
capitals of the superior states to which they
are subordinated. There is a stafe interest in
defending (some) ‘national capitals’ and not
merely an interest of the particular capitals
in mobilising the state in their defence.

Capitalist dynamics

So far, I have formulated grounds for
supposing that the state is a form of the
material division of labour, independent of
class ordering and parallel to it, but necessary
and subordinated to forms of class ordering;
that having a territorial state (whether
capitalist or that of a pre-existing class)
is necessary to a capitalist economy; that
capitalist states are, as they have emerged
from the historical negation of feudalism,
structurally dependent on capital; and that
particular capitalist states are also materially
dependent on particular capitals operating
within their territory. The question posed is:
what are the implications of this analysis in
understanding capitalist political-economic
dynamics within the framework of the
general claims of Marxism?

I will address three issues. The first, in
this article, is the interrelation of tax and
state borrowings with capitalist credit in
general and the relevance of the average rate
of profit used by Marx in his analyses of rent,
etc in Capital volume 3. This may appear to
be a long diversion (as well as stepping into
a minefield of theoretical debates in Marxist
political economy), but it is a necessary
preliminary to the remaining issues.

The second, in the next article, is the
relation of the state to the fundamental
tendencies in capitalism identified by
Marx: first, towards polarisation between
an increasingly small class of capital
owners and an increasingly large class of
proletarians; and, second, towards cyclical
crisis - periodic dislocation of the economy
and impoverishment in the midst of and
caused by material plenty. The second of
these aspects will unavoidably involve
another long ‘diversion’ in a minefield of
theoretical debates.

The third issue is the effects of state
interventions on capitalist dynamics:
generally, 1 argue, to slow them down;
but also (as Nikolai Bukharin argued, but
more generally than Bukharin’s argument)
to promote the relations of geopolitical
competition  between  states  already
discussed.

In Capital volume 3, chapters 9 and 10,
Marx (as edited by Engels) argues that the
rate of profit tends to be equalised, because

capital will naturally tend to move from
low-profit activities (firms and sectors)
to high-profit ones. To the extent that this
tendency to equalisation takes effect, the
result is that labour values are modified
(‘transformed’) in the direction of ‘prices
of production’, including as an element
the average return on capital. Taking the
simplifying assumption that the tendency is
completed - ie. an equalised rate of profit is
formed - allows a fairly simple mathematical
treatment of redistribution of value between
capitals through the price mechanism.

The marginalists argued that this
procedure involved a fatal logical flaw in
Marx’s political economy. The first problem
was that ex hypothesi the input costs of
production in the transformation schema
also needed to be ‘transformed’. In the first
place this would lead to an infinite regress.
This is a relatively trivial objection, as WP
Cockshott and his co-authors have pointed
out in Classical econophysics (like other
unavoidable infinite regresses reflecting
features of the real world, this one can
be made practically tractable by the use
of iterative computational procedures).?
The more fundamental objection is that,
if the input costs of production need to be
‘transformed’, Marx, after constructing a
systematic theory on the basis that labour
is the basis of value, has smuggled back in
an inherent contribution from capital; and/
or that, having regard to the transformation
procedure, the original claims for labour
values are redundant. The marginalists go
on to argue that rent on shortage goods
(‘goods’ here including services) is the
more fundamental category, wages being
reinterpreted as just another form of rent. The
large majority of ‘Marxist’ economists have
responded to this objection by modifying
Marx in the direction of Piero Sraffa’s neo-
Ricardianism or of Keynesianism.

Advocates of the ‘temporal single-
systems interpretation’ (or TSSI) -
Guglielmo Carchedi, Alan Freeman, Andrew
Kliman and others - argue that the logical
contradiction is only apparent. If historic
costs rather than current costs are used as the
basis of the input costs in the transformation,
the contradiction disappears (and a whole
range of other problems, like polarisation on
the national and international scales, and the
boom-bustcycle, become more transparent).?

Cockshott and his co-authors in Classical
econophysics reject the TSSI on the basis
that it involves a forced reading of Marx, and
accept that there is a contradiction in Marx’s
argument, but argue that the transformation
procedure is redundant. Their reasoning is
that profit rates do not tend to converge on
equality, but to move towards a statistical
equilibrium in which they are quite widely
distributed - an argument originally made by
Emmanuel Farjoun and Moshé Machover.**
Within this framework the empirical
evidence suggests that untransformed labour
values are as predictive of actual prices as
the cost of production, or more so0.?

What is missing in the argument that the
transformation procedure is redundant is the
role that the ‘general rate of profit’ plays
in the larger argument of Capital volume 3
in accounting for market rents and rates of
interest and for ‘merchant profit’: ie, the
profit on commodity speculation, as forms
of redistribution of an aggregate body of
surplus value originally created in capitalist
exploitation of labour.? The connection is
in some ways more transparent in Marx’s
critiques of David Ricardo and Adam Smith
on the issue in Theories of surplus value
and in his 1868 letter to Engels which
foreshadows this part of the argument of
Capital volume 3.7 If labour-time is to be the
basis of value, it is necessary in some way
to account for the persistence in developed
capitalism of forms of income which are
not directly derived from the employment
of free labour. The idea of a redistribution
of profit according to capital advanced - if
true - fulfils this function - or, more exactly,
provides an account of the dependence of rent
and interest on profit from the exploitation of
labour in a fully capitalist economy.

There were, of course, both rent and
interest in pre-capitalist societies. But
neither obeyed the market laws discussed
in Capital volume 3. Rent, on the one hand,
was a primary form of the direct exploitation
of peasant labour, and a secondary form by
which broad ruling classes produced from

their own ranks concentrated elites capable
of governing (Roman latifundistas, medieval
baronial elites). At base, it ‘grew out of the
harvest’. At this level there were local,
customary rents, not market rents in the
modern sense, and harvest failure normally
implied at least partial rent relief.?® Interest,
on the other hand, was ‘absolute rent’ on
money - a tribute taken by the money-holder
merely in the right of ownership; in effect a
tax to support the public benefits provided
by the existence of the social institutions
of private property and money, falling
randomly on borrowers and benefiting
lenders equally randomly. But the rate of
interest was in no sense market-controlled,
but rather so arbitrary that there could be
no market rate, with the result that it was
subject to legal prohibition or legal limits on
interest rates.” What changes in capitalism
is the formation of market rates of rent and
interest, which entail subordination of rent
and interest to profit on productive activities.
Indeed, if capital is to be the ruling class,
this transition - the subordination of rent and
interest to capitalist profit - is necessary.

If capital as such attracts the average or
general rate of profit, then the same must
be true (with the necessary modifications)
of capital invested in land, minerals, etc
(rent) or of capital lent at interest. Rent and
interest are thus subordinated to capitalist
profit. The problem, however, is how there
comes to be an average or general rate of
profit to play this role.

Marx argued that capital tends to
move into more profitable activities,
and therefore, in order to render the
mathematical exposition tractable, we can
make the simplifying assumption that it
has done so - with the result that there is
a uniform rate of profit. But this argument
clearly will not hold water. The stage of
adopting the ‘simplifying assumption’
is unacceptable. The tendency of capital
to move into more profitable activities,
considered as a law of tendency, is a long-
run one. Analogously, it is a biological fact
that eventually all organisms will die. To
make the ‘simplifying assumption’ that all
organisms are dead would leave biology
with nothing of interest to say. Or in
thermodynamics entropy tends to increase,
but to assume for the sake of simplification
that entropy was already at maximum would
destroy any use of the theory. The tendency
of capitals to seek opportunities for higher
profit is a fundamental motor of capitalist
dynamics. To assume that capitalism had
attained a state of a uniform general rate of
profit would therefore negate its character
as capitalism; what would be left would no
longer be capitalism, but a mere generalised
rentier system.

Secondly, assuming that capital tends to
seek higher-profit activities, this tendency
is not powerful enough - or is sufficiently
affected by powerful obstacles and counter-
tendencies - that there is not a general
tendency for rates of profit to converge
on the average rate or formation of a real
general rate of profit through simple
competition within any period of time which
is relevant to real-world analysis.

I stress general tendency and general
rate. Suppose groups of firms which are in
immediate competition with one another
selling inter-substitutable commodities (eg,
cars, but also cars and motorbikes; pens, but
also fountain pens, biros and rollerballs).
We can call such groups ‘sectors’ for the
sake of a shorthand expression, but subject
to the clear understanding that the definition
above is different to that of a ‘sector’ in
aggregate economic statistics. There is a
powerful tendency within such a sector to
the convergence of rates, not only of any
hypothetical ‘transformed’ profit, but also
of surplus value. The reason is that within
such a sector it is immediately transparent
to the competing firms that the price of
goods in the sector follows the average
production costs, and hence that one firm
within the sector’s productivity gain, or use-
value (product feature) gain, is another such
firm’s productivity, or use-value, relative
loss. Hence the firms within the sector
are immediately driven to copy the most
successful material productive technique
in the sector and, as a result, converge on a
common organic composition of capital and
rate of surplus value.

This tendency also drives centralisation
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of capitals within the sector: ie, a tendency
to monopoly/oligopoly and cartels. This
in turn allows a monopolised sector, if
its output is necessary to other economic
activities, to charge above-value prices,
leading to a redistribution of surplus
value in favour of the monopolised sector.
Between sectors, however, there is no such
transparency to drive convergence; and,
indeed, the material-practical applicability
of fixed capital may vary dramatically from
sector to sector.

An average rate of return on investments
is, however, formed - in financial markets,
and as an item of information which
provides the basis of investment decisions
in these markets, which then spread to the
basis of investment decisions in commercial
and agricultural land and loan markets - with
weaker, but still present, consequences for
housing rent and mortgage, and consumer
loan, markets.

Engelsinhissupplementto Capitalvolume
3 (1895) accepted that the ‘general rate of
profit’ is not satisfactorily accounted for in
chapters 9 and 10 of that volume, saying that
if Marx had lived he would have elaborated
further. He offers his own elaboration.
This is that labour values hold in petty
commodity production; capital as such, in
contrast, grows out of joint-stock operations
in shipping, textiles and mines. These in turn
develop in a late-medieval context, in which
small merchant and artisan proprietors have
holdings in common, controlled by narrow
collectives, like the German peasant Mark
and artisan guild monopolies. The joint-
stock operation reflects this origin in a
‘capitalist communism’, in which the profit
of the joint stock is returned in proportion
to capital contributed.’® This is reflected in
the character of fully-developed capitalist
society: ie, that a general rate of return on
capital contributed is expected. The result is
a dynamic away from simple labour values
and towards a general rate of profit.

The weakness of this argument is at the
point of the transition from the joint-stock
enterprise in late feudalism to capitalist
society.®  The joint-stock enterprise
is not merely an abstract distributive
principle among capitalists infer se, but a
concrete, organised institution - and within
the economy as a whole it is a firm in
competition with other firms (infter alia for
investment capital). Engels’ argument does
not provide analogous organisational forms,
or analogous motivations, for the formation
of anything resembling a generalised rate
of profit across the capitalist economy as a
whole.

The missing term in Engels’ argument
is (as might have been expected from my
earlier argument) the state. The capitalist
state is a concrete organised institution, was
conceived by some writers of its early period
as a joint-stock, and is certainly conceived
in modern times as a firm (talk of ‘British
competitiveness’ and so on). However,
the capitalist state is not like a joint-stock
in the sense simply of paying dividends
in proportion to capital invested. The
connection between the capitalist state, the
average rate of profit and the subordination
of rent and interest to capitalist profit is
more complex.

The problem confronting the
revolutionaries who created the early
capitalist states was of how to raise funds
to wage war in the absence of the inherited
rights to revenue and related powers, which
were vested in princes and feudal lords and
formed the core of the finance of the feudal
states - and, in fact, before the new states had
full control of territory from which to raise
revenue. The solution was a combination
of, first, taxes agreed by some form of
‘representative’ consent, which was an
element in the revenue of the later medieval
feudal monarchies, but not the stable core
of their revenue; with, second, borrowing -
initially from a politically defined group of
supporters of the new regime - on the basis
that future tax revenues were in the first
place hypothecated (mortgaged) in favour
of the payment of interest to the creditors.
The system involved the creation of central
banks to form a ‘central committee of the
creditors’ vis-a-vis the institutions through
which consent to tax was obtained, and the
explicit transferability of the rights created
in the state’s debts.’ The result is that the
capitalist state is a form of joint-stock

operation. It is in origin a joint venture of
the revolutionaries. The major taxpayers and
their (bribed) parliamentary representatives
are analogous to, though not identical with,
the equity shareholders in a corporation, with
the ‘dividend’ taking the indirect form of the
surplus profit of firms protected by the state
over tax liabilities; and the state creditors
are precisely analogous to a corporation’s
bondholders.

The creation of transferable state debt
instruments secured on future tax revenues
has profound effects. As I indicated above,
in pre-capitalist societies rent grows
out of the harvest, but interest has no
predictable character and is to some extent
discountenanced by the laws; the legal
systems protect interests in /and strongly,
but debt claims have a much less secure
character and, indeed, a speculative one.
Hence rights in or over land (including local
jurisdictions and mortgages) are the only
secure long-term investment from which
income can be drawn to support rentier
purposes: ruling class widows, orphans and
elderly, and public purposes not directly run
by the state (temples, churches, monasteries,
local civic distributions, local public works,
and so on). The creation of transferable state
debt instruments secured on the future tax
take transforms the situation. Investment in
the public funds now offers an alternative to
investment in land; a fortiori as the central
bank and transferability creates an organised
investment market (Amsterdam, London ...).

I said above that the state is like a joint-
stock corporation. This is only a half-truth.
The joint-stock predates the capitalist state
and informs aspects of its form. But the state
- and especially the organised investment
market in the public funds - reacts back on
the form of capitalist joint ventures, inter alia
leading these to participate in the organised
investment market by issuing transferable
shares and stocks tradeable on this market.*
The more the investment markets grow, the
more they also react upon rents and on rates
of interest more generally.

The effect of these processes is not to lead
to an actual equalisation of the rate of profit
on capital advanced. Rather, the shares
and debt stocks, along with government
securities, are subjected by the investment
markets to a constant process of upwards and
downwards revaluation of capital, relative
to the return on government securities. The
capital advanced may be entirely lost by
the individual lender or shareholder by a
pure process of downwards revaluation by
the investment markets, even though the
physical enterprise is making a real return on
the actual money originally advanced and/
or there is still substantial tradable value in
its material fixed capital assets; conversely,
once-profitable enterprises, which are really
losing money, may continue to pay dividends
in order to keep up their market valuations;**
or (as happens in bubbles - most strikingly
in recent decades in the 1990s dot-com
bubble) the individual capital advanced to
an enterprise which has never made a profit
may temporarily multiply enormously on
the basis of pure hope for its future.

Through these processes money comes
to be seen as fructiferous and rents, interest
and the return on speculative operations
are subordinated to profit - the processes
described by Marx in Capital volume 3 -
without an actual convergence of rates of
profit or more than a limited ‘transformation’
in the price mechanism. There is some
redistribution through the price mechanism
and a degree of ‘transformation’, but what
is involved is not a direct transfer from
low-capital firms to high-capital firms:
it is transfers into and through the rentier
investment financial markets in the form of
interest charges on individual firms’ debt,
rent, etc.

The fixed point, which enables all these
processes, is the basic idea that government
securities are equivalent to land as a
rentier investment. Without the safeguard
of government securities, the investment
markets more generally will be destabilised
and fail. It is thus through the creation of
the capitalist state that the capitalist class
constitutes ‘abstract capital’ and constitutes
itself as the ruling class - ie, constitutes the
idea that profit is the fundamental basis of
‘civilisation’ ®

mike.macnair@weeklyworker.co.uk.
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