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4 Introduction to the translation

I

As I have indicated, Hilferding published articles on economic questions in
Die Neue Zeit from 1902 onwards, but his first major contribution to
Marxist economic theory was his defence of that theory against the
criticisms of BShm-Bawerk.'? The context in which this work should be
seenis the general aim of the Austro-Marxist school of thinkers!? to engage
in critical debate with the representatives of new currenis of thought in
philosophy and the social sciences,'* and more specifically, to counter the
influence of the ‘revisionists’ in the socialist movement.!®

Hilferding’s principal thesis is that Marx’s theory of value rests upon a
conception of ‘society’ and ‘social relations’, whereas the marginalist
theory begins from individuals. In the first chapter of the book, after
noting that ‘the analysis of the commodity constitutes the starting point of
the Marxist system’, he goes on to say that ‘the term commodity . . . is the
expression of social relationships between mutually independent producers
in so far as these relationships are effected through the instrumentality of
goods’. Hence ‘the object of political economy is the social aspect of the
commodity, of the good, in so far as it is a symbol of social
interconnection’. On the other hand, ‘every theory of value which starts
from use value, that is to say from the natural qualities of the thing, whether
from its finished form as a useful thing, or from its function, the satisfaction
of a want, starts from the individual relationship between a thing and a
human being instead of from the social relationships of human beings with
each other. This involves the error of attempting to derive an objective
social measure from the subjective individual relationship. . .’

In the second chapter, on value and average profit, Hilferding replies to
Béhm-Bawerk's specific criticisms of Marx s argument in the third volume
of Capital.'® According to BShm-Bawerk, the theory of the average rate of
profit and of the prices of production cannot be reconciled with the theory of
value; there is a fundamental contradiction in Marx’s system. I shall not
attempt here to summarize Hilferding’s counter-criticisms, but only state
his general argument; which is that wvalue is ‘the necessary
theoretical starting point from which we can elucidate the peculiar
phenomenon of prices resulting from capitalist competition’, and that the
‘law of value’ does govern the transformation of value into price of
production in a long historical process.

Finally, in the third chapter, Hilferding sums up his argument and
formulates his own criticism of the marginalist school: ‘the law of value
becomes a law of motion for a definite type of social organization based
upon the production of commodities; for in the last resort all change in
social structure can be referred to changes in the relationships of
production, that is to say to changes in the evolution of productive power
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and in the organization of {productive) labour’. On the other hand, ‘the
representative of the psychological school of political economy [B&hm-
Bawerk] fails to see this social nexus, and he therefore necessarily
misunderstands a theory which specifically aims to disclose the social
determinism of economic phenomena, a theory whose starting point
therefore is society and not the individual’.

The publication of Bohm-Bawerks Marx-Kritik — which is probably still,
as Paul Sweezy once claimed, ‘the best criticism of subjective value
theory from the Marxist standpoint™” — was a first step in Hilferding’s
elaboration of a Marxist theory of the development of modern capitalism.
In the years following 1904 he published numerous articles and reviews on
economic questions in Die Neue Zeit, and at the same time worked on
Finance Capital, the main structure of which, as he claims in his preface,
was substantially completed by 1906,

In Finance Capital Hilferding analyses more thoroughly, in the light of
recent changes in the capitalist economy, a number of problems which had
been treated very briefly, or only referred to, by Marx in the second and
third volumes of Capital. The work is conceived and presented, therefore,
as a development of Marx’s theory, in which several new conceptions are
formulated.'® Hilferding begins with a discussion of money and credit,
then examines the growth of joint stock companies and cartels, analyses the
phenomena of economic crises, and finally outlines a theory of imperialism.

Perhaps the least successful part of the book is that which deals with the
theory of money. Few later writers have paid much attention to it, and
Schumpeter dismissed it laconically, and somewhat cryptically, as offering
a ‘ratber old-fashioned monetary theory’.!® Nevertheless, this part of
Hilferding’s study has at least two important features. In the first place, it is
one of the very few attempts to develop further a Marxist theory of money,
in the course of which Hilferding also makes a brief comment on the role of
money in a socialist economy.*® Second, the analysis of “credit money” is an
essential preliminary to Hilferding’s account of the dominant position of
the banks in the recent development of capitalism.**

Only after this analysis of money and credit does Hilferding embark upon
the main themes of his study, which are the increasing concentration and
centralization of capital in large corporations,? the formation of cartels
and trusts, the role of banks, and, finally, the economic and political
consequences of these changes in the structure of the capitalist economy.
The most important economic aspect of the growth of corporations is ‘the
liberation of the industrial capitalist from the function of industrial
entrepreneur’.?® This transformation has several consequences. One is the
emergence of ‘promoter’s profit’ (Grindergewinn), which arises from the
possibility of selling shares in a newly formed joint stock company for
considerably more than the capital already invested in the enterprise, if the
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sionism emerges with the export of capital, which extends the economic
region and the scale of production, and by developing production in areas
where labour is very cheap helps to maintain a high rate of profit. Such
expansion requires the support and active intervention of the state, in
acquiring and maintaining control over the new economic areas (often by
colonial conquest), and it leads eventually to national expansionist policies
and an intensification of conflict among the major capitalist states.
Nationalism itself, Hilferding argues, is transformed from a doctrine of
national independence, cultural autonomy, and self-determination into the
idea of world domination; il becomes the ideology of imperialism.

Schumpeter, in his early essay on imperialism,** attributes considerable
value 1o the Austro-Marxist theory,** and he concludes his exposition by
saying:

Thus we have here, within a social group [the entrepreneurs] that
carries great political weight, a strong, undeniable, economic interest
in such things as protective tariffs, cartels, monopoly prices, forced
exports (dumping), an aggressive economic policy, an aggressive
foreign policy generally, and war, including wars of expansion with a
typically imperialist character.

But he also argues that there are countervailing tendencies, and that
imperialism is not a ‘necessary stage of capitalism’. Hilferding, clearly,
did conceive it as a necessary stage—indeed as the ‘final stage’ of
capitalism — but his interpretation of its significance differed considerably
from that of some other Marxists. Unlike Bukharin, he did not regard war
as an inevitable outcome of imperialist rivalries, but pointed to the various
forces opposed to militarism and war, prominent among them the socialist
movement itself:*5 and his general view of the transition to socialism
diverged widely from the sequence outlined in Bukharin’s Imperialism cfnd
World Economy: monopoly capitalism— imperialism — war — proletarian
revolution.*s His conception was also very different from that of Rosa
Luxemburg, who presented in The Accumulation of Capital an account of
imperialism which was intended to provide an explanation of capitalist
economic expansion and to reveal the point at which this expansion would
cease and capitalism would inevitably collapse.

In Hilferding’s view ‘the collapse of capitalism will be political and
social, not economic’; and in the final part of Finance Capital, as well as in
his subsequent writings, he devotes his attention to the diverse social and
political tendencies connected with the economic changes which can be
discerned in modern capitalism. He argues, first, that the monopolies and
cartels have introduced some degree of regulation and planning into the
economy, and this ‘socialization effected by finance capital has made it
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enormously easier to overcome capitalism’. The socialization of the
economy has been reinforced by the greatly enhanced role of the state.
There has been, he says, ‘a complete change in the relationship of the
bourgeoisie to the state’, and a growing desire to strengthen the state. With
this development of the interventionist state there must come, Hilferding
argues, a change in the attitude of the socialist movement toward the state;
it is no longer a question of ‘smashing’ the bourgeois state as a purely
repressive apparatus, but of taking it over and extending its role in planning
and controlling socialized production.*?

Hilferding may have exaggerated somewhal when he said that ‘taking
possession of six large Berlin banks . . . would mean taking possession of
the most important spheres of large scale industry’ ;*® but it is in fact the
case that the development of the capitalist welfare states since the Second
World War has depended very largely upon gaining control of the
‘commanding heights’%® of the economy in this sense, and that any further
advance toward democratic socialism in the Western societies can only
follow the same course.

Hilferding also explores the conditions of working class political struggle
in relation to the changes in the class structure, and to imperialism. He
notes that the small producers have become increasingly hostile to the
working class, but that the salaried employees, although they are still firm!ly
allied with the bourgeoisie, may change their political allegiance in the
future as they begin to suffer economically from monopoly prices and from
the high taxes necessary to finance national expansion; and he discusses
more generally the possibility of finding allies for the working class
movement in the middle class, in terms which have a very modern ring.’® At
the same time, however, he observes that the growth of salaried employ-
ment has created a new hierarchical system which helps to sustain the
bourgeois social order:

The interest in a career, the drive for advancement which develops in
every hierarchy, is thus kindled in each individual employee and
triumphs over his feelings of solidarity. Everyone hopes to rise above
the others and to work his way out of his semi-proletarian condition
to the heights of capitalist income.’!

The protectionist and expansionist policies of finance capital, Hilferding
shows, are fundamentally detrimental to the working class ~ increasing the
power of employers’ organizations, raising the cost of living, imposing a
heavy burden of taxation, weakening democracy, strengthening an ideo-
logy which glorifies force, and tending to produce an armed conflict between
capitalist states in which workers would be the principal sufferers — even
though, from another aspect, finance capital creates economic precon-
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ditions for a socialist society. Hence, working class politics should express
an implacable hostility to militarism and to belligerent foreign policies.
There is no suggestion in Hilferding’s analysis that imperialist war is to be
considered the most favourable occasion for the overthrow of capitalism;
on the contrary, it is in a successful struggle against expansionist policies
and preparations for war that the working class has the best chance of
attaining a sociahist society.

Since the first decade and a half of this century when Hilferding,
Luxemburg, Bukharin and Lenin wrote their studies of imperialism no
major revision of the Marxist theory has been undertaken, although the
characteristics of imperialism have changed considerably. It may be
doubted indeed whether a new theory of imperialism which followed
closely the mainstream of Marxist thought on the subject could any longer
comprehend adequately these characteristics. For although there is still
capitalist imperialism — or what is sometimes called ‘neo-imperialism’, after
the dissolution of the colonial empires - the competition among capitalist
states has been very highly, and largely successfully, regulated since the end
of the Second World War; and the threat of armed conflict among
capitalist states is one ol the least of the dangers which bumanity now faces.
On the other side, it is evident that expansionist policies are being pursued
by states which are not capitalist; and some of the most acute conflicts of
the present time arise between states which claim to be socialist and to be
guided by Marxist doctrine. The situation in the late twentieth century thus
lends some credibility both to Schumpeter’s view that imperialism is not a
necessary feature of capitalism, and to the later Austro-Marxist con-
ception, formulated particularly by Karl Renner, of ‘social imperialism’, or
the imperialism of a whole people, which is an outgrowth of extreme
nationalism.>? ‘

v

From the very beginning of his career Hilferding, like the other Austro-
Marxists, was deeply involved in party politics; first in Austria, and
subsequently, for the greater part of his adult life, in Germany.3? After
participating in the student socialist movement and the Social Democratic
party, and helping to found the Marx-Studien, in Vienna, he became, in
1906, the foreign editor of Verwarts in Berlin and was active in the
leadership of the German Social Democratic Party. In the period up to
1914 three main groups could be distinguished in the SPD — ‘revisionists’,
“left radicals’ and ‘centrists’—and Hilferding associated himself with the
‘centrists’, being particularly closely linked with Karl Kautsky.** Thus, in
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the debates about the mass strike which took place from 1904 on,
Hilferding supported the position of the ‘centrists’; arguing that the political
mass strike was a weapon of last resort, either as a defence of the working-
class movement against bourgeois violence, or as a means to be used in the
final stage of the struggle for socialism, and at the same time emphasizing
the importance of electoral politics and parliamentary action.*

After his war service as a doctor in the Austrian army Hilferding
returned to Germany, and as I noted earlier, he then became editor of
Freiheir, the newspaper of the Independent Social Democratic Party
(USPD). He took an active part in the debate about the workers’ councils®®
and about the ‘socialization’ programme,” and was one of the eleven
members of the Commission on the Socialization of Industry established
by the Social Democratic government in November 1918, as well as being a
member of the Commission which dealt particularly with the socialization
of the coal mining industry.*® At the same time he was engaged in a fierce
political controversy inside the USPD, in an attempt to maintain the unity
of the party, and to prepare the way for a reunification of the whole
working class political movement, in opposition to the efforts to create a
new Communist Party affiliated to the Third International.*® In 1921 he
also took part in the founding of the ‘Second-and-a-half’ International,
which was a further attempt to reunite the labour movement, strongly
supported by many of the Austro-Marxists.5°

The most active period of Hilferding’s political career extends from 1920,
when he became a member of the Reich Economic Council, to 1933, during
which time he was a member of the Reichstag (from 1924) and finance
minister in two German governments. It is difficult, in the present state of
knowiedge, to assess Hilferding’s policies or achievements as finance
minister.®’ On the first occasion, in the government of Gustav Stresemana,
he was in office only for seven weeks, from the middle of August to the
beginning of October 1923, and had no opportunity to implement his
policies. During September, however, he did work out a plan for currency
reform involving the introduction of a Rentenmark backed by gold, and he
insisted that the successful introduction of a new currency to halt inflation
also depended upon ending the reckless financing of the passive resistance
to the French and Belgian occupation of the Ruhr.52

On the second occasion Hilferding was finance minister in the govern-
ment of Herman Miiller from June 1928 to December 1929. By this time the
financial difficulties of the German state had increased enormously, largely
through the incompetence of previous governments; and as Schumpeter
wrote ‘we now have a socialist minister who faces the exceptionally difficult
task of curing or improving a situation bequeathed by non-socialist
financial policies’.®® Hilferding was criticized by some commentators for
not undertaking a major reform of public finance, but he considered this
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the industrial and democratic societies of the West. He now recognized that
this independent power, rather than being used within a democratic system,
might be transformed into an instrument of total oppression.
Hilferding’s new analysis of the state is presented briefly in an article,
‘State Capitalism or Totalitarian State Economy’ (1940), which discusses
the nature of Soviet society,®* and is developed more fully in Das
historische Problem. In the latter text he argues that ‘the political
superstructure of sociely is a power in its own right, with its own agencies,
its own tendencies and its own interests. The development of state power
accompanies the development of the modern economy.’” And he continues:

The political problem of the postwar period consists in the change in
the relation of the state to society, brought about by the subordination
of the economy to the coercive power of the state. The state becomes
a lotalitarian state to the extent that this process of subordination
takes place . . 2%

Later he observes that:

The subordination of all historically significant social processes to
the consciousness of the state, to the conscious will of the state,
means the suppression of those areas of social life which previously
were free from state influence and were regulated by autonomous
laws,®®

Hilferding then turns to a critical exposition of the ‘Marxian in-
terprelation of history’, devoting particular attention to Marx’s conception
of the state, which did not ‘attribute to it any,independent power’,” and to
the ‘most difficult problem’ of ‘the relation between class interests and class
consciousness’. Here he discusses the long and complex historical process in
which particular interests undergo a transformation in consciousness, and
are ‘sublimated into general interests, with the result that the economic and
social demands of the group are transformed into a claim to rule society as
a whole’,®® The manuscript ends at the point where Hilferding embarks
upon an analysis of the problems of working class consciousness, and notes
in the first place that *nowhere has socialist consciousness taken hold of the
entire working class’.®® This was clearly the prelude to a discussion of the
reasons for the failure of the working class movement to oppose effectively
the rise of fascism and the establishment, in diverse forms, of an unlimited,
despotic state power.

Finance Capital is one of the classical works of Marxist theory, and, as I
have tried to show in this introduction, it possesses far more than a purely
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historical interest for the present generation. The ideas which Hilferding
formulated here, and in some cases developed further in his later
writings — about the role of cartels and trusts, both nationally and
internationally, the influence of the banks, ‘organized capitalism’ as a stage
in the movement toward a socialized economy, the growth of the
‘interventionist state’ with its inherent potentiality for becoming a system
of total power, and the politics of imperialism — are all highly relevant in
the analysis of recent and current economic and political trends, and they
are more widely debated than at any time since the 1920s. Above all,
Hilferding’s book stands as a model for any renewed attempt to ‘attain a
scientific understanding . . . of the latest phase of capitalist development’ in
the vastly changed circumstances of today, after a further seventy years of
lempestuous growth.
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72 Preface

task was all the more important because, since the formulation of the
Marxian theory of money, many important problems have emerged,
particularly in the monetary systems of Holland, Austria and India, which
monetary theory up to now has apparently been incapable of resolving. It
was this situation which led Knapp, acute though he was in his appre-
ciation of the problems raised by modern monetary experience, to attempt
to set aside any kind of economic explanation, and replace it by a
terminology drawn from jurisprudence which can indeed provide no
explanation, and hence no scientific understanding, but may at least offer
the possibility of a neutral and unprejudiced description.* A more
thorough treatment of the problem of money was all the more necessary
because only in this way can we provide an empirical test of the validity of a
theory of value, which is fundamenial to any sysiem of economics.
Furthermore, only a valid analysis of money enables us to understand the
role of credit and thereby the basic forms of the relations between bank and
industrial capital.

The plan of this study thus took shape of its own accord. The analysis of
money is followed by an inquiry into credit, and connected with these is the
theory of the joint stock company and the analysis of bank capital in its
relation to industrial capital. This leads in turn to an examination of the
stock exchange in its role as a “capital market’. The commodity market,
however, embracing as it does the activities of both money capital and
commercial capital, requires separate treatment. The progress of industrial
concentration has been accompanied by an increasing coalescence between
bank and industrial capital. This makes it imperative to undertake a study
of the processes of concentration and the direction of their development,
and particularly their culmination in cartels and trusts. The hopes for the
‘regulation of production’, and hence for fhe continuance of the capitalist
systern, to which the growth of monopolies has given rise, and to which
some people attribute great significance in connection with the problem of
the trade cycle, require an analysis of crises and their causes. With this, the
theoretical part of the work is completed. But the developments studied at
this theoretical level also exert a powerful influence on the class structure of
society, and it seems desirable, therefore, in a concluding section of our
study, to trace their principal influences on the policies of the major classes
of bourgeois society.

Marxism has often been reproached with failing io advance economic
theory, and there is some objective justification for this reproof.
Nevertheless, it must be insisted that the failure is very easily explicable.
Economic theory, by virtue of the infinite complexity of its subject matter,
is among the most difficult of scientific enterprises. But the Marxist finds

*The reference is to G.F. Knapp, The State Theory of Money, [Ed.]
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himself in a peculiar situation; excluded from the universities, which afford
the time required for scientific research, he is obliged to defer his scientific
work to those leisure hours which his political struggles may spare him. To
demand of active participants in a struggle that their labours on the
mansion of science should progress as rapidly as those of more peaceful
builders would be quite unjust if it did not indicate at the same time a
healthy respect for their creative capacity.

In view of the numerous methodological controversies of recent times,
my treatment of economic policy merits perhaps a brief word of
explanation, if not of justification. It has been claimed that the study of
policy is normative, and determined in the final analysis by valuations; and
that, in as much as such value judgments do not belong to the realm of
science, the study of policy questions lies outside the domain of scientific
investigation. Naturally, it is impossible here to enter fully into the
epistemological controversies about the relation of the normative discip-
lines to the explanatory sciences, of teleology to causality, and I omit such a
discussion all the more readily since Max Adler has thoroughly in-
vestigated the problem of causality in the social sciences in the first volume
of the Marx-Studien.* Here it is enough to say that so far as Marxism is
concerned the sole aim of any inquiry — even into matters of policy — is the
discovery of causal relationships. To know the laws of commodity-
producing society is to be able, at the same time, to disclose the causal
factors which determine the willed decisions of the various classes of this
society. According to the Marxist conception, the explanation of how such
class decisions are determined is the task of a scientific, that is to say a
causal, analysis of policy. The practice of Marxism, as well as its theory, is
free from value judgments.

Itis therefore false to suppose, as is widely done intra et extra muros, that
Marxism is simply identical with socialism. In logical terms Marxism,
considered only as a scientific system, and disregarding its historical effects,
is only a theory of the laws of motion of society. The Marxist conception of
history formulates these laws in general terms, and Marxist economics then
applies them to the period of commodity production. The socialist
outcome is a result of tendencies which operate in the commodity
producing society. But acceptance of the validity of Marxism, including a
recognition of the necessity of socialism, is no more a matter of value
judgment than it is a guide to practical action. For it is one thing to
acknowledge a necessity, and quite another thing to work for that
necessity. It is quite possible for someone who is convinced that socialism
will triumph in the end to join in the fight against it. The insight into the

* The reference is to Max Adler, Kausalitat und Teleologie im Streite um die
Wissenschaft (1904). [Ed.]
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laws of motion which Marxism gives, however, assures a continuing
advantage to those who accept it, and among the opponents of socialism
the most dangerous are certainly those who partake most of the fruits of its
knowledge.

On the other hand, the identification of Marxism with socialism is easy to
understand. The maintenance of class rule depends upon the condition that
its victims believe in its necessity. Awareness of its transitory character
itself becomes a cause of its overthrow. Hence the steadfast refusal of the
ruling class to acknowledge the contribution of Marxism. Furthermore, the
complexity of the Marxist system requires a difficult course of study which
will be undertaken only by those who are not convinced in advance that it
will prove either barren or pernicious. Thus Marxism, although it is
logically an objective, value-free science, has necessarily become, in its
historical context, the property of the spokesmen of that class to which its
scientific conclusions promise victory. Only in this sense is it the science of
the proletariat, in contradistinction to bourgeois economics, while at the
same time it adheres faithfully to the requirements of every science in its
insistence upon the objective and universal validity of its findings.

The present work was ready in its main outlines four years ago, but
extraneous circumstances have repeatedly delayed its completion.
However, I must permit myself the comment that the chapters dealing with
monetary problems were finished before the appearance of Knapp’s work,
which led me to make only minor changes and to add some critical remarks.
These chapters are also the most likely to present difficulties, for in
monetary matters, unfortunately, not only pleasure but also theoretical
understanding is soon exhausted, as Fullarton was well aware when he
lamented:

i

The truth is that this is a subject on which there can never be any

efficient or immediate appeal io the public at large. It is a subject on

which the progress of opinion has been and always must be exceed-
ing slow.*

Matters have certainly not improved since then. I hasten to assure the
impatient reader, therefore, that once the preliminary discussion has been
mastered, the rest of the study should not give rise to any complaints about
difficulties of comprehension.

Berlin-Friedenau, Christmas 1909 Rudolf Hilferding

*]. Fullarton, On the Regulation of Currencies (1845), p. 5-[Ed.]
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Money and credit
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The necessity of money

In principle the human productive community may be constituted in either
of two ways. First, it may be consciously regulated. Whether its scale is that
of a self-sufficient patriarchal family, a communistic tribe, or a socialist
society, it creates the organs which, acting as the agents of social
consciousness, fix the extent and methods of production and distribute the
social product thus obtained among the members. Given the material and
man-made conditions of production, ail decisions as to method, place,
quantity and available tools involved in the production of new goods are
made by the pater familias, or by the local regional or national commissars
of the socialist society. The personal experience of the former gives him
a knowledge of the needs and productive resources of his family; the latter
can acquire a like knowledge of the requirements of their society by means
of comprehensively organized statistics of production and consumption.
They can thus shape, with conscious foresight, the whole economic life of
the communities of which they are the appointed representatives and
leaders in accordance with the needs of the members. The individual
members of such a community consciously regulate their productive
activity as members of a productive community. Their labour process and
the distribution of their products are subject to central control. Their
relations of production are directly manifest as social relations, and the
economic relations between individuals can be seen as being determined by
the social order, by social arrangements rather than by private inclination,
Relations of production are accepted as those which are established and
desired by the whole community.

Matters are different in a society which lacks this conscious organization.
Such a society is dissolved into a large number of mutually independent
individuals for whom production is a private matter rather than a social
concern, In other words, its members are individual proprietors who are
compelled by the development of the division of labour to do business with
one another. The act by which this is accomplished is the exchange of
commodities. It is only this act which establishes connections in a society
otherwise dismembered into disparate units by private property and the
division of labour. Exchange is the subject matter of theoretical economics
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only because, and to the extent that, it performs this mediating function in
the social structure. It is of course true that exchange may also take place in
a socialist society, but that would be a type of exchange occurring only after
the product had already been distributed according to a socially desired
norm. It would therefore be merely an individual adaptation of the
distributive norm of society, a personal transaction influenced by
subjective moods and considerations. It would not be an object for
economic analysis. It would have no more importance for theoretical
analysis than does the exchange of toys between two children in the
nursery, an exchange which is fundamentally different in character from
the purchases made by their fathers at the toy shop. For the latter is only
one element in the sum of exchanges by which society realizes itself as the
productive community which it really is. A productive community must
express itself in such acts of exchange because only in this way can the unity
of society, dissolved by private property and the division of labour, be
restored.

Just as Marx said that a coat is worth more within the exchange
relationship than outside it, so we may say that exchange has far greater
significance in one social context than in another.! It becomes a distinctive
social force when it supplies the integrating factor in a society in which
private property and the division of labour have dissociated individuals
and yet made them interdependent. Only in a society of this type does it
acquire the function of assuring the social life process. The outcome of
completing all possible acts of exchange in such a society is what would
have been accomplished in a communist, consciously planned, society by
the central authorities; namely, what is produced, how much, where, and
by whom, In short, exchange must allocate among the producers of
commedities what would be allocated to the members of a socialist society
by the authorities who consciously regulate production, plan the labour
process, and so on. The task of theoretical economics is to discover the law
which governs this type of exchange and regulates the course of production
in a commodity producing society, just as the laws, decrees and directives
of the authorities regulate production in a socialist society. The difference
between the two systems is that in a commodity producing society
economic law is not directly imposed on production by the deliberations of
human intelligence, but operates in the manner of a natural law, having the
force of a ‘natural social necessity’.?

In addition, exchange must also provide the answer to another question:
whether production is to be undertaken by the independent artisan or by
the capitalist entrepreneur? The answer to this question is to be found in
the change in the exchange relationship with the development from simple
commeodity production to capitalist production. The act of exchange itself
differs qualitatively only as between different social systems; for instance,
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between the socialist and the commodity producing society. In a com-
modity producing society the act of exchange is qualitatively uniform,
however much the quantitative ratios at which goods exchange may vary.
In such a society, an objective social factor constitutes the basis of exchange
relations: the socially necessary labour time embodied in the things
exchanged. In communist society, on the other hand, the only basis of
exchange is a subjective equalization, an equal desire. Under such
conditions, exchange is purely accidental and is not therefore a possible
object of investigation for theoretical economics. Not being susceptible to
theoretical analysis, it can be grasped only in psychological terms. But since
exchange always appears as a quantitative ratio between two things, people
do not notice the difference.?

The act of exchange becomes the necessary mediator in the circulation of
social goods because their circulation is itself a social necessity. A single or
isolated exchange may be purely fortuitous, but exchange becomes a
general and established practice if it makes possible the social circulation of
goods and ensures the productive and reproductive processes of society.
Social production is thus a condition of exchange among individuals, and
only in this way are they integrated into society and enabled to share in the
aggregate social product which has to be distributed among them. This
situation removes an act of exchange from the sphere of the accidental, the
arbitrary and the subjective, and raises it to the level of the uniform, the
necessary and the objective. And as a condition of the social circulation of
goods, it is also a vital necessity to every individual. A society based upon
private property and the division of labour is oaly possible by virtue of this
exchange relationship among its members; it becomes a society through
exchange, which is the only social process it recognizes from an economic
standpoint. Only in this society does the exchange act become the object of
a specific analysis, which asks how the exchange act, as a means of
circulating social goods, arises.

Exchange converts a good into a commodity, an object no longer
intended for the satisfaction of an individual need or brought into existence
and vanishing with that need. On the contrary, it is intended for society,
and its fate, now dependent on the laws which govern the social circulation
of goods, can be far more capricious than that of Odysseus; for what is one-
eyed Polyphemus compared with the argus-eyed customs officials of
Newport, or the fair Circe compared with the German meat inspectors? It
has become a commodity because its producers participate in a specific
social relationship in which they have to confront each other as inde-
pendent producers. Originally a natural, quite unproblematic thing, a good
comes to express a social relation, acquires a social aspect. Itis a product of
labour, no longer merely a natural quality but a social phenomenon. We
must therefore discover the law which governs this society as a producing,
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and working community. Individual labour now appears in a new aspect,
as part of the total labour force over which society disposes, and only from
this point of view does it appear as value-creating labour.

Exchange is thus accessible to analysis because it not only satisfies
individual needs, but is also a social necessity which makes individual need
its instrument while at the same time limiting its satisfaction. For a need can
be satisfied only to the extent that social necessity will permit. It is of course
a presupposition, for human society is inconceivable without the satisfac-
tion of individual needs. This does not mean, however, that exchange is
simply a function of individual need, as indeed it would be in a collectivist
economy, but that individual needs are satisfied only to the extent that
exchange allows them to participate in the product of society. It is this
participation which determines exchange. The latter appears to be simply a
quantitative ratio between two things,* which is determined when this
quantity is determined. The quantity which is turned over in exchange,
however, counts only as a part of social production, which itself is
quantitatively determined by the labour time that society assigns to it.
Society is here conceived as an entity which employs its collective labour
power Lo produce the total output, while the individual and his labour
power count only as organs of that society. In that role, the individual
shares in the product to the extent that his own labour power participates,
on average, in the total labour power (assuming the intensity and
productivity of labour to be fixed). If he works too slowly or if his work
produces something useless (an otherwise useful article would be con-
sidered useless if it constituted an excess of goods in circulation), his labour
power is scaled down to average labour time, i.e. socially necessary labour
time. The aggregate labour time for the total product, once given, must
therefore find expression in exchange. In its simplest form, this happens
when the quantitative ratios between goods exchanged correspond to the
quantitative ratios of the socially necessary labour time expended in their
production. Commodities would in that case exchange at their values.

In fact, this can happen only when the conditions for commodity
production and exchange are equal for all members of society; that is to
say, when they are all independent owners of their means of production
who use these means to fabricate the product and exchange it on the
market. This is the most elementary relationship, and constitutes the
starting point for a theoretical analysis. Only on this basis can later
medifications be understood; but they must always satisfy the condition
that, whatever the nature of an individual exchange may be, the sum of
exchange acts must clear the market of the total product. Any modification
can be induced only by a change in the position of the members of society
within production. 1n fact, the modification must take place in this manner
because production and the producers can only be integrated as a social
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unit through the operation of the exchange process. Thus the expropriation
of one section of society and the monopolization of the means of
production by another modify the exchange process, because only there
can the fact of social inequality appear. However, since the exchange
relationship is one of equality, social inequality must assume the form of a
parity of prices of production rather than an equality of value. In other
words, the inequality in the expenditure of labour (which is a matter of
indifference to capitalists since it is the labour expenditure of others) is
concealed behind an equalization of the rate of profit. This kind of equality
simply underlines the fact that capital is the decisive factor in a capitalist
society. The individual act of exchange no longer has to satisfy the
requirement that units of labour in exchange shall be equal, and instead the
principle now prevails that equal profits shall accrue to equal capitals. The
equalization of labour is replaced by the equalization of profit, and
products are sold not at their values, but at their prices of production.

If the exchange act may thus be regarded as a creation of society, it is no
less true to say that both society and the individual become aware of this
only after exchanges have been completed. The work of an individual is,
first and foremost, his own individual endeavour, motivated by his own
self-interest. It is his personal labour, not the labour of society. But whether
or not it conforms with the requirements of the total circulation of goods,
of which his labour is necessarily a component part, can be determined only
when all the component elements have been compared and the aggregate
requirements of that circulation have been completely satisfied.

Commodities are the embodiment of socially necessary labour time. But
labour time as such is not expressed directly, as it is in the society envisaged
by Rodbertus, in which the central authority establishes the unit of [abour
time which it will accept as valid for each commodity. Labour time is
expressed only in the exchange commensurability of two articles. Thus the
value of an article, i.e., its average time of production, is not expressed
directly as eight, ten or twelve hours, but as a specific quantity of another
article. In other words, a natural object with all its material attributes
expresses the equivalent value of another thing. For example, in the
equation, one coat equals twenty metres of linen, the twenty metres of linen
are the equivalent of one coat simply because both are embodiments of
sacially necessary labour time. It is in this sense that all commodities are
commensurable.

The value of an article is a social relationship and is always represented in
terms of another article regardless of the differences in their respective use
values. Such a definition of value is implicit in, and inseparable from, the
nature of commodity production. A use value belonging to one person
becomes a commodity and then a use value to another person, thereby
giving rise to the social relationship peculiar to members of a



32 Money and credit

commodity producing society in which all are under the same com-
pulsion to exchange their goods. The producer does not learn whether his
commodity really satisfies a social need or whether he has made the correct
use of his labour time until after the completion of the exchange. The
confirmation that he is a fully-fledged member of a commodity producing
society does not come to him from some person authorized to speak in its
name, and able to criticize, approve or reject his work, as the merchant
might do with his weavers. The only proof he has of his usefulness as a
member of society is another article which he obtains in exchange for his
own. Society entrusts its destiny to things, rather than to people and its own
collective consciousness; and notwithstanding Stirner’s views to the
contrary this is the root of its anarchy. The thing which can give the
producer this assurance must therefore have the necessary authorization to
speak in the name of society. It obtains this authorization in precisely the
same way as other agents receive their authorization, by the common
action of those who confer it. Just as people meet and authorize someone
from among their own number to take specific action on their behalf, so
commodities must meet to authorize a single commodity to confer full or
partial citizenship in the world of commodities. The act of exchange is the
occasion for such a meeting of commodities. The social activity of
commodities on the market is to capitalist society what collective
intelligence is to a socialist society. The consciousness of the bourgeois
world is concentrated in the market report. It is only after the successful
completion of the exchange that the individual can have any insight into the
process as a whole, or any guarantee that his product has satisfied a social
need, as well as the incentive to begin his production anew. The object
which is thus authorized by the common action of commodities to express
the value of all other commodities is — money. The authority of this
particular commodity develops along with the development of the
exchange of commodities.

A and B, as owners of commodities, may begin a social relationship
merely by exchanging their products, say a coat for twenty metres of linen.
As the production of commodities becomes the general rule, the tailor must
perforce satisfy all his needs by exchange. Instead of limiting this
relationship to the maker of linen, he now develops similar arrangements
with many other people. One coat may be worth twenty metres of linen; but
it is also worth five pounds of sugar, ten pounds of bread etc. As all
commodity producers engage in transactions of this type, there emerges a
pattern of numerous exchange equations by which commodities are paired
off and their value measured against one another. In the development of
this process, commodities gradually come to measure their respective
values, with increasing frequency, by a single commodity, thus making
that commodity a general standard of value.
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A simple expression of value, e.g., one coat equals twenty metres of linen,
already expresses a social relationship, but one which may be quite
accidental or isolated. In order to be a genuine expression of a social reality,
it must first lose its isolated character. When the production of com-
modities becomes the universal form of production, the social circulation
of goods, and hence the social interdependence among workers asserts
itself in innumerable acts of exchange and value equations. The concerted
action of commeodities in exchange transforms private, individual and
concrete labour time into the general, socially necessary and abstract
labour time which is the essence of value. As the value of commodities
comes to be measured in multifarious exchanoges, so it comes to be
measured increasingly in terms of a single commodity, and this needs only
to become established as the standard of value in order to become money.

The exchange of values is essential to production and reproduction in a
commodity producing society. Only in this way is private labour socially
recognized, and a relationship between things turned into a relationship
between producers. However exchange takes place, whether directly or
through the medium of money, it is necessarily an exchange of equivalent
values. As a value, therefore, money is like any other commodity, and the
necessity for it to have value arises directly out of the nature of the
commodity producing society.’

Money is a commodity like all other commodities and thus
embodies value, but it is differentiated from all other commodities by being
the equivalent of all of them and thus expressing their value. It acquires that
status as a result of the whole process of exchange.® It becomes the
legitimate standard of value. The money commodity, a substance with all
its natural characteristics, is now the direct expression of value, of this
quality which only arises from the social relations of commodity pro-
duction and their embodiment in objects. It can now be seen how the
necessity for a common measure of value — in which the value of every
other commodity is directly expressed, and with which every commodity
can consequently be directly exchanged —arises from the process of
exchange, from the need continually to equate commodities with each
other. Money is, therefore, on the one hand a commodity, but on the other
hand it is always forced into the unique position of acting as a general
equivalent for all the others. This has happened through the action of all
other commodities, which have legitimated it as their sole and universal
equivalent.

The exchange value of all commodities is thus expressed in a socially
valid form, in the money commodity, in a definite quantity of its use value.
Through the reciprocal action of all other commodities, which are measured
by it, the money commodity appears as the direct embodiment of socially
necessary labour time. Money is thus ‘the exchange value of commodities
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as a particular, exclusive commodity’.” All commodities thus acquire a
standardized social position through their transformation into money.

Just as, according to Ernst Mach, the ego is merely a focal point for an
infinite variety of sensations, from the interplay of which it forms a picture
of the world, so money is a knot in the skein of social relationships in a
commodity producing society, a skein woven from the innumerable
threads of individual exchanges. In money, the social relationships among
human beings have been reduced to a thing, a mysterious, glittering thing
the dazzling radiance of which has blinded the vision of so many economists
when they have not taken the precaution of shielding their eyes against it.

In so far as commaodities come into relation with each other in the
exchange process they are reduced to products of socially necessary labour
time and, as such, are equal. The bond which ties a commodity, as a use
value, to some particular individual need is severed whileitis in circulation,
where it counts only as an exchange value. It resumes its role as a use value
and re-establishes its relevance to another individual need only after the
process of exchange has been completed. As an exchange value, however, a
commodity finds its immediate expression in money, the use value of which
is nothing but the embodiment of socially necessary labour time, that is,
exchange value. Money, therefore, makes the exchange value of a
commodity independent of its use value. Only the transformation of money
into a good realizes the use value of the pood. As a use value it then leaves
the sphere of circulation and enters that of consumption.

Money can serve as a general equivalent for all commodities only
because itis itself a commodity, that is, exchange value. But as an exchange
value, any commodity can serve as a standard of value for all other
commodities. Hence, it is only when commodities, by common action,
align themselves with one special commepdity that it can become an
adequate expression of exchange value, or universal equivalent. The fact
that all commeodities are exchange values means that the producers in this
society atomized by the division of labour and private property — which
nevertheless forms a production community despite the fact that it does not
possess a common consciousness — have a relationship to each other only
through the medium of their material products. This becomes evident in the
fact that the products of their labour, as exchange values, merely represent
different fractions of the same object — money. General labour time, the
economic expression of the productive community, and indeed its essential
feature, thus appears as a unique object, a commodity alongside, and yet
distinct from, all other commodities.

A commodity enters the process of exchange as a use value, having
proved that it can satisly a need to the extent required by society. It then
becomes an exchange value for all other commodities which fulfil the same
condition. This symbolizes its conversion into money, as the expression of
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exchange value in general. In becoming money, it has become the exchange
value for all other commodities. The commodity must therefore become
money, because only then can it be expressed socially, as both use value and
exchange value; as the unity of both which it really is. However, since all
commodities transform themselves into money by divesting themselves of
their use values, money becomes the transformed existence of all other
commodities. Only as a result of this transformation of all other
commodities into money does money become the objectification of general
labour time, that is, the product of the universal alienation and suppression
(Aufhebung) of individual labours.

The necessity of money thus arises from the nature of commodity
producing society, which derives its law from the exchange of commodities
as products of socially necessary labour time. It arises from the fact that the
social relationship of the producers is expressed as the price of their
products, which prescribes their share in the production and distribution of
the product. The law of price is the regulative principle of this society, the
distinctive feature of which is that it requires 2 commodity as a means of
exchanging commodities, since only a commodity embodies socially
necessary labour time. The need for the means of exchange to have value
follows directly from the character of a society in which goods have become
commaodities and must be exchanged as such. “The very same process which
makes commodities out of goods, turns the commodity into
money.” Social association is thus brought about unconsciously through
the exchange of commodities, and the confirmation that this has taken
place in an appropriate way is provided by the same process of exchange.
But the confirmation comes only after the process of production, which
had already established this social association, is finished and unalterable.
The anarchy of the capitalist mode of production consists in the fact that
there is no conscious organization of production in advance to accomplish
its goal. For the individual members, conscious only of themselves and not
of society as a whole, social association appears to be a natural law,
functioning independently of the will of the participants, although it exists
only because of their own unconscious social action. Their action indeed is
never conscious and purposive with respect to social association, but only
with respect to the satisfaction of individual needs. In this sense it may be
said therefore that the necessity to mediate exchange through money, that
is, through a substance which is valuable in itself, arises from the anarchy of
commeodity producing society.

While money is thus, on the one hand, a necessary product of commodity
exchange, it is, on the other hand, the condition for generalizing the
exchange of products as commodities. It renders commodities directly
commensurable by becoming their standard of value, This is because, as
value, it is the same as the commodities, and within the value form their
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opposite; an equivalent which has the form of a use value in which
[exchange] value is expressed.

Money thus originates spontaneously in the exchange process and
requires no other precondition. The exchange process makes that com-
modity into money which is best qualified for the role by its natural
attributes. The use value of this commodity, of gold for example, makes it
money material. Gold is not money by nature (but only due 1o a definite
structure of society) ; but money is by nature gold. Neither the state nor the
legal system determines arbitrarily what the nature or medium of money
shall be. Their primary function is to coin money. The state changes
nothing except the units into which gold is divided. While at first these
were distinguished or measured according to weight, they are now classified
according to another arbitrary standard, necessarily based upon conscious
agreement. Since the supreme conscious organization in a commodity
producing society is the state, it falls to the state to sanction this
agreement. so that it shall be generally accepted throughout society. Its
procedure in this instance is the same as in establishing any other standard,
for example, a measure of length. Only in this case, since it is a standard of
value thatisinvolved, and value always inheres in a particular thing, and in
every such thing according to the time devoted to its production, the state
must also declare what the thing, the money substance, shall be. The
standard is valid only within the area covered by the agreement, for
example, within the boundaries of the state, outside of which it becomes
unacceptable. On the world market gold and silver are accepted as money,
but they are measured in terms of their weight.®

In the absence of state intervention an agreement with respect to a
specific money can also be worked out by private persons — for example, by
the merchants of a city — in which case, of course, it is valid only within the
jurisdiction of the group.®

Gold is therefore divided up in some way by the state, and every piece is
stamped with the government seal. All prices are then expressed in terms of
this standard. The state, then, has established the unit of price. As a
standard of value, the value of gold, because it is a commodity and hence
value, embodying socially necessary labour time, varies with any alteration
in its time of production. As a measure of price, however, it is divided into
pieces of equal weight, and this division is by definition invariable. The
state coinage is simply a guarantee that a piece of coined money contains a
specified weight of the money material; for example, gold. It is also an
important technical simplification, since money need no longer be weighed,
but only counted. Any quantity of value required in exchange can then be
conveniently supplied.

2

Money in the circulation process

The circulation process takes the form: Commodity — Money ~ Com-
modity, or C~M-C. In this process the social exchange of goods is
completed. A sells a commodity which does not have use value for him, and
then buys another which does. In this process, money simply furnishes the
evidence that the individual conditions of production for any single
commodity coincide with the general conditions of social production. The
essential purpose of the process, however, is the satisfaction of individual
wants through general exchange of commodities. A commodity is
exchanged for another of equal value. The latter is then consumed and
disappears from circulation.

While commodities are continuously disappearing from circulation,
money continues to circulate without interruption. The place formerly
occupied by a commodity is merely taken by a unit of money of equal
value. The circulation of money, therefore, really consists of a rotation of
commodities. The question then arises as to the quantity of money required
in circulation. This involves asking what is the real relation between money
and commodities. The quantity of circulating media is determined
primarily by the aggregate price of commodities. Given the quantity of
commodities, changes in the quantity of money in circulation follow the
fluctuations of commodity prices, regardless of whether such price changes
arise from real changes in value or only from fluctuations of market prices.*
Such is the rule when sales and purchases take place in the same locale. If,
on the other hand, they constitute a sequential series, the following
equation holds good: the sum of commodity prices, divided by the velocity
of circulation of 2 unit of money, equals the total quantity of money serving
as a medium of exchange. The law that the quantity of the medium of
exchange is determined by the sum of the prices of commodities in
circulation and the average velocity of circulation of money can also be
expressed by saying that ‘given the sum of the values of commodities and
the average rapidity of their metamorphosis, the quantity of precious metal
current as money depends on the value of that precious metal’.?

We have seen that money is a social relationship expressed in the form of
an object. This object serves as a direct expression of value. In the sequence
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C-M-C, however, the value of a commodity is always exchanged for the
value of another commodity, and money is a transitory form or a mere
technical aid, the use of which causes expense which should be avoided as
far as possible. Simultaneously with money itself arises the effort to
dispense with money.® Money provides circulation with a value-crystal
into which a commodity can be converted, only to be subsequently
dissolved into the equivalent value of another commodity.*

Money can be dispensed with as an expression of equivalence. But it is
indispensable as a symbol of value becauseitisa necessary means of giving
society’s sanction to the value of a commodity. Thafiks to money, it is
possible for value to be reconverted from its monetary form into any other
commodity. However, since the monetary expression of valueis ephemeral,
and unimportant in itself (except when the process C—-M~C is interrupted
and the money itself has to be stored for a longer or shorter time in order to
make possible the completion of the M—C sequence at a later date), what is
important for our purpose is the social aspect of money - its quality of

being the value equivalent of a commaodity, This social aspect of money"

finds its palpable expression in the substance used as money: for example,
gold. But it can also be expressed directly through conscious social
regulation or, since the state is the comscious organ of commodity
producing society, by state regulation. Hence the state can designate
any token - for example, a piece of paper appropriately labelled —as a
representative of money, a money token.

It is clear that tokens of this type can only function as a medium of
circulation between two commodities; they are useless for other purposes.
Their entire work is done in circulation where money, as a form of value, is
always a temporary transition stage to the value of a commodity. The
volume of circulation is extremely variable because, given the velocity of
circulation of money, it depends, as we know, upon the sum total of
prices. This sum changes constantly, and is affected particularly by the
periodic fluctuations within the annual cycle (as when farm products enter

{ the market at harvest time, increasing the sum of prices), and by the cyclical
fluctuations of prosperity and depression. Hence, the volume of paper
.{ money must always be kept down to the minimum amount of money
required for circulation.’ This minimum can, however, be replaced by

* paper, and since this amount of money is always necessary for circulation
there is no need for gold to appear in its place, The state can therefore make
:paper money legal tender. In other words, within the limits set by the
iminimum required for circulation, a consciously regulated social re-
, lationship can take the place of a relationship which is expressed through
, an object. All this is possible because metallic money, although concealed
+in a material garb, is itself a social relation. Unless this is understood, we
«cannot hope to understand the nature of paper money.® We have already

A
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seen how the anarchy of the commodity producing society generates the
/ need for money. The anarchy is more or less eliminated with respect to the
{minimum required for circulation. A certain minimum of commodities with

I a given value must be bought and sold whatever the circumstances. The

exclusion of the effects of anarchic production manifests itself in the
possibility of replacing gold by mere value tokens.

i Nevertheless, the minimum of circulation places a definite limit on this
! kind of conscious control. The-money token can serve as a full-fledged
- substitute for money, and paper can serve as a token for gold, only within
the limits thus set. Since the volume of circulation fluctuates constantly, the

-use of paper money must be accompanied by a perpetual ebb and flow of

' gold in circulation. Where this is not possible a discrepancy arises between
:the nominal value of paper money and its actual value, or in other words,
idepreciation of the paper money.

In order to understand this process let us first envisage a system of pure
paper currency (as legal tender). Let us assume that, at a given time,
circulation requires 5,000,000 marks for which 36.56 pounds of gold would
be needed. We should then have a total circulation as follows; 5,000,000
marks in C -5,000,000 marks in M -5,000,000 marks in C. If paper tokens
were substituted for gold, their sum would have to represent the total value
of commodities (5,000,000 marks in this case) whatever their nominal
value. In other words, if 5,000 notes of equal value were printed, each note

* would be worth 1,000 marks; if 100,000 notes were printed, each would be
worth 50 marks. If the velocity of circulation remained constant and the
sum of prices were to double without any corresponding change in the
quantity of paper money, the value of the paper would rise to 10,000,000
marks; per contra, if the sum of prices were to decline by one half, the value
of the paper would fall to 2,500,000 marks. In other words, under a system
of pure legal-tender paper currency, given a constant velocity of circu-
lation, the value of paper money is determined by the total price of all the

" commodities in circulation. The value of paper money in such circum-
stances is completely independent of the value of gold and reflects directly
the value of commodities, in accordance with the law that jts total amount
represents value equal to the sum of commodity prices divided by the
number of monetary units of equal denomination in circulation. It is
obvious that paper money can appreciate as well as depreciate in relation to
its original value.

Naturally, not only paper but a more valuable material, say silver, can
also function as a money token. If a depreciation of silver results from a fall
in its cost of production, the silver price of commodities will rise, but their
price in terms of gold, other things being equal, will remain unchanged. The
depreciation of silver would be reflected in its exchange rate with gold, and
the degree of depreciation could be measured by the exchange rate

L
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from the erroneous conception that overrated money must be credit
money and must at least derive its value from that of some standard
money is shown by the confused views widely held concerning the
position of the Austrian currency from the year 1879 onwards. The
phenomenon of the rise in the value of the coined Austrian silver
guilden, after the suspension of the free coinage of silver, above the
value of its silver content, puzzled people mainly because it was not
apparent from which type of money of higher intrinsic value, the
silver guilden derived a value exceeding that of its silver content.
Recourse was had, therefore, to the extraordinary explanation that
the value of the silver guilden had been raised above its metallic
value only because of its connection with paper guilden; but it was
not explained by what kind of connection the paper guilden should
have been kept at a higher value than its paper value.!’

Similar phenomena were observable in India. In 1893 the free coinage of
silver was discontinued. The object was to raise the rupee exchange to 16
pence. Under free coinage this rate corresponded to a silver price of about
43.05 pence. In other words, at that price, the silver content of the rupee, if
melted down and sold, would have fetched a price of 16 pence on the
London (world) market. The suspension of free coinage had the following
effect: the price of the rupee rose to 16 pence after having previously stood
at 14.87 pence. But a few days later the price of silver fell from 38 pence
before the closing of the silver mints to 30 pence on 1 July. After that date
the price of the rupee declined while the price of silver rose to 34.75 pence
and remained around that price until the suspension of American silver
purchases on | November 1893 (the monthly amount was 4,500,000 ounces
fine). The price of silver then fell and reached the low point of 23.75 pence
on 26 August 1897. On the other hand, the value of the Indian currency
reached the desired level of 16 pence at the beginning of September 1897,
when the bullion in the rupee was quoted at about 8.87 pence.

From the very beginning it was possible to observe the gratifying
result that once the Indian mints were closed to private coinage, the
price of the rupee always remained higher than the value of its metal
content by an amount far in excess of the costs of coinage. From the
middle of 1896 onward, there was also a severance of the last link
between the price of silver and the price of the rupee. Any paral-
lelism in their movements, however weak it may have been recently,
has now completely disappeared.'®

Monetary theorists are still plagued by the question: ‘What constitutes
the standard of value when coinage is suspended?'” Obviously it is not
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silver (nor gold, when gold coinage is suspended).2® The value of money
and the price of bullion follow completely divergent courses. Further, ever
since Tooke’s demonstration, the quantity theory of money has been
rightly regarded as untenable. Finally, it is impossible to establish a relation
between a mass of bullion on one side and a mass of commaodities on the
other. What relation is supposed to exist between 7 kilograms of goid or
silver, or even paper, and A million boots, B million cases of shoe polish, C
bushels of wheat, D hectolitres of beer, etc? A reciprocal relation between
money and commodities presupposes that they have something in com-
mon; in other words, it presupposes the value relation, which is precisely
what has to be explained.

It is equally useless to invoke the power of the state as an answer to the
question. In the first place, it remains a complete mystery how the state can
possibly confer a purchasing power on a piece of paper or a gram of silver
which wine, boots, shoe polish, etc., do not have. Furthermore, such
attempts by the state have always come to grief. The mere desire of the
Indian government io raise the price of the rupee to 16 pence did not avail it
to the slightest degree. The rupee showed no regard for the government’s
desire in this matter, and the closest the government ever came to success in
its undertaking was the complete unpredictability of the price of the rupee
after it ceased to bear any relation to the price of silver. Again, the
appreciation of silver guilders relative to their metallic content came as a
complete surprise to the Austrian government. It came without warning,
?llmost overnight as it were, without any previously prepared plan of
fntervention on the part of the government. What confounds the theorists
is the circumstance that money has apparently retained its quality of being
a standard of value.*! Naturally, commodities are still expressed in money
terms or ‘measured’ in money, as they were before the suspension of
coinage. And as before, money continues to serve as a ‘measure of value’.
But the magnitude of its value is no longer determined by the value of the
constituent commodity, gold, or silver, or paper. Instead, its ‘value’ is really
determined by the total value of commodities in circulation, assuming the
velocity of circulation to be constant. The real measure of value is not
money. On the contrary, the ‘value’ of money is determined by what I
would call the socially necessary value in circulation. If we also-take account
Pf the fact that money is a medium of circulation, which 1 have so far
ignored for the sake of simplicity, and shall deal with more thoroughly
below, this socially necessary value in circulation can be expressed in the
formula:

total value of commodities

. - : plus the sum of
velocity of circulation of money
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payments falling due minus the payments which cancel each other out,
minus finally the number of turnovers in which the same piece of money
functions alternately as a means of circulation and as a means of payment.
This is, of course, a standard the magnitude of which cannot be calculated
in advance. Society itself is the only mathematician capable of solving the
problem. It is a fluctuating magnitude and the value of the currency rises
and falls in consonance with its movements. The changes in the value of the
Indian rupee from 1893 to 1897, and the fluctuations of the Austrian
currency, offer clear evidence in favour of this proposition. These
fluctuations are eliminated as soon as a commodity of full-fledged value |
(gold, silver) resumes the role of money. As we have already seen, it is not at
all necessary for this purpose that paper money or depreciated money
disappear from circulation; all that is required is that it be reduced to the
minimum of circulation and that any fluctuations over and above that
minimum be eliminated by the introduction of money of full value.

The remarkable history of currencies based on suspended coinage — the
‘silver currencies with golden borders’ or the ‘gold margin system’, as the
Indian and similar currencies have been called — loses its mystery when it is
examined in the light of the Marxist theory of money, while in terms of the
‘metallistic’ theory, it remains completely unintelligible. Knapp, although
he exposed many of the latter’s inadequacies with great acuteness (he takes
no account of the Marxist theory and apparently confuses it with the
‘metallistic’ theory) offers no economic explanation of his own for these
phenomena and contents himself with a highly ingenious system of
classification of the types of money, which neglects both their origin and
their development. [t is a specifically juridical analysis, characterized by an
excessive attention to terminology, while the fundamental economic
problem of the value and purchasing power of money is completely
excluded from consideration. Knapp is, as it were, the Linnaeus of
monetary theory, while Marx s its Darwin; butin this case Linnaeus comes
long after Darwin!

Knapp is the most consistent follower of the theory which, because it
cannot explain the phenomenon of a paper currency, and especially the
obvious phenomenon of the influence of the quantity of paper issued in the
case of legal tender paper money, treats it as an aspect of metallic money
and of general circulation (including bullion, bank notes and government
paper money). The theory takes account only of quantitative ratios and
overlooks the factor which determines the value of both money and
commodities. Its error originates in the experience with paper money
economies, especially that of England following the suspension of specie
payments in 1797.

The historical background for the controversy was furnished by the
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history of paper money during the eighteenth century: the fiasco of
Law’s bank; the depreciation of the provincial bank notes of the
English colonies in North America from the beginning till the middle
of the eighteenth century which went hand in hand with the increase
of the number of tokens of value; further, the Continental bills is-
sued as legal tender by the American government during the War of
Independence; and finally, the experiment with the French assignats,
carried out on a still larger scale,??

Even the penetrating mind of Ricardo could not escape this erroneous
conclusion, and this furnishes an interesting example of the powerful
psychological effect which empirical impressions can exert on abstract
thought. For it is precisely Ricardo who, in other cases, always abstracts
from the quantitative ratios which influence prices (supply and demand) in
an attempt to discover the fundamental factors which underlie and
dominate these quantitative ratios, namely value. Yet when he comes to a
consideration of the money problem, he puts aside the very value concept
he bad previously formulated. He says:

If a mine of gold were discovered in either of these countries, the
currency of that country would be lowered in value in consequence
of the increased quantity of the precious metals brought into circu-{ |
lation and would, therefore, no longer be of the same value as that\
of other countries.??

Here it is quantity alone that reduces the value of gold, and gold is regarded
exclusively as a medium of circulation, from which it follows quite
naturally that the entire quantity of gold immediately enters into circu-
lation. And since quantity is the only factor considered, gold can without
further ado be equated with bank notes. It is true that Ricardo says
expressly at the very outset that he is presupposing convertible bank notes,
but later he gives the impression that convertible bank notes are similar to
legal tender paper money under the conditions of the English currency
system at that time. He can therefore say:

If instead of a mine being discovered in any country, a bank were
established, such as the Bank of England, with the power of issuing
its notes as circulating medium; after a large amount had been is-
sued, . . . thereby adding considerably to the sum of currency the
same effect would follow as in the case of the mine.2*

T‘he influence of the Bank of England is thus placed on a par with that of the
discovery of a gold mine; both increase the medium of circulation.
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This identification prevented any proper understanding of the laws of
metallic money and bank note circulation alike. Knapp, for his part, was
greatly impressed by the more recent developments described above: the
stable ‘paper currencies’ and the divergence of silver money from its bullion
value. The divergence is, of course, characteristic of silver money (or any
metallic money) as well as of paper money. But the value of paper money
nevertheless appears to be determined by the state which issues it; and
since, in this sense, silver seems to approximate the position of paper money
when free coinage is suspended, the illusion is created that paper money,
like metallic money and money in general, is a creature of the state. A state
theory of money, having nothing to do with economic theory, is then
formulated. Marx criticized the illusion on which it is based as follows:

The interference of the state which issues paper money as legal ten-
der . .. seems to do away with the economic law. The state which in
its mint price gave a certain name to a piece of gold of a certain
weight, and in the act of coinage only impressed its stamp on gold,
seems now to turn paper into gold by the magic of its stamp. Since
paper bills are legal tender, no one can prevent the state from for-
cing as large a guantity of them as it desires into circulation and
from impressing upon it any coin denominations such as £1, £5, £20.
The bills having once entered circulation, cannot be removed since,
on the one hand, their course is hemmed in by the frontier posts of
the country, and on the other hand, they lose all value, use value as
well as exchange value, outside of circulation. Take away from them
their function and they become worthless rags of paper. Yet this
power of the state is a mere fiction. It may throw into circulation
any desired quantity of paper bills of whatever denomination, but
with this mechanical act its control ceases. [And therefore Knapp’s
theory ceases to be useful precisely at the point where the economic
problem begins — R.H.] Once in the grip of circulation, and the token
of value or paper money becomes subject to its intrinsic law.?*

The difficulty in understanding the matter comes from confusing the
different functions of money with the different types of money (government
paper money and credit, of which more later). It was a defect of the
quantity theory, from which not even Ricardo was free, that it confounded
the laws of government paper money with those of circulation in general
and the circulation of bank notes in particular. Today the oppaosite error is
just as common. The quantity theory being rightly regarded as refuted,
there is a reluctance to give due recognition to the influence of quantity on
the value of money even where it really is the determining factor, as in the
case of paper money and depreciated currency. All sorts of explanations are
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resorted to, and because no account is taken of the causal role of the social
factor subjective explanations seek to ascribe the value of government
paper to this or that credit evaluation. Since on the other hand, however,
the intrinsic value of metallic money has to be vindicated, one cannot
follow Knapp, because his theory would involve a general abandonment of
all economic explanation. The result is that no satisfactory explanation has
been advanced for overvalued money. Ricardo explained all changes in the
value of money as a consequence of a change in its quantity. According to
his theory such changes in the value of money occur very frequently, the
value rising or falling inversely with the increase or decrease in its quantity.
Every currency is therefore subject to depreciation or overvaluation; and
overvaluation, as such, is not a problem for him. He says:

Though it [paper money] has no intrinsic value, yet by limiting its
quantity, its value in exchange is as great as an equal denomination
of coin, or of bullion in that coin. On the same principle, too,
namely, by a limitation of its quantity, a debased coin would circulate
at the value it should bear if it were of the legal weight and fineness,
and not at the value of the quantity of metal which it actually con-
tained. In the history of British coinage, we find, accordingly, that
the currency was never depreciated in the same proportion that it
was debased; the reason of which was that it never was increased in
quantity in proportion to its diminished intrinsic value.?®

Ricardo’s mistake consists in applying without modification the laws which
regulate currency in a system of suspended coinage to a currency based on a
system of free coinage. The majority of German monetary theorists are also
guilty of confounding the two types of currency, but in an opposite sense;
hence they have a bad conscience with regard to the quantity theory and
continually fall back upon the old notions of the quantity theory whenever
they deal with the circulation of bank notes, while rejecting any quanti-
tative explanation when they deal with problems arising in a system of
suspended coinage.

In contrast, Fullarton offers an interesting and essentially correct
formulation of the problem in a system of restricted coinage. He
presupposes:

the case of a nation having no commercial intercourse with its neigh-
bors, maintaining no mint establishment for the renewal of its coin,
but transacting its interior exchanges by means of an old and de-
based metallic circulation, which preserves a high rate of exchange-
able value merely by limitation of its amount — of a nation making
use, nevertheless, of the precious metals on a large scale for the pur-
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poses of ornament and luxury, and exporting yearly the products of
its industry, to the value, say, of half a million sterling, to some dis-
tant mining country, for the purchase of an equivalent in gold and
silver, to replace the annual tear and wear of its stock, and to meet
an increasing demand for consumption. Under these circumstances,
let it be imagined, that by some extraordinary improvement in the
method of working the mines, or by the discovery of some new and
richer veins of ore, the cost of procuring the gold and silver in the
mining country were reduced to one half of what it had been before;
that, in consequence of this discovery, the annual production were
doubled, and the price of the metals on the spot lowered in a cor-
responding proportion, and that, in consequence of this change in
circumstances, the merchants of the country first mentioned were, in
return for the same quantity of exported goods which had hitherto
been merely sufficient for the purchase of gold and silver to the
amount of the required half-million, enabled to procure and bring
home a million of those metals — what would be the effect? I cer-
tainly am not aware that any effect would be produced, under such
circumstances, differing materially from the effect of an oversupply
of any other equally durable commodity. The previous annual con-
sumption of gold and silver in the country, for plate, gilding, and
trinkets having been fully supplied by an importation to the value of
half a million, there would be no purchase for more until a new de-
mand should be created by a reduction of price; the prices, accord-
ingly, of the newly imported stock of metals, as estimated in the base
currency, would decline with more or less rapidity, as the merchants
might be more or less eager to realize their returns . ... But, all this
time, the price of every other commodity but gold and silver, as
measured in the local currency of the country, would remain un-
moved; and, unless some of the surplus stock of the metals thus
acquired could be turned to account in commercial exchange with
some third country less favorably circumstanced for procuring its
supplies of gold and silver direct from the mines, the importing
country would derive no advantage from these periodical accessions of
metallic wealth, beyond such gratification as can be derived from the
more generally diffused application of gold and silver to domestic

uses.?”

This, in theoretical form, is the case of overvaluation as found in the
Austrian silver guilder, But Fullarton fails to show that the quantitative
ratios are determined by the social minimum of circulation.

He then proceeds to investigate the fundamentally different conditions
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which would prevail under what we today would call a system of free
coinage:

But let us next picture to ourseives the effect which a similar suc-
cession of incidents would produce in a country more advanced in its
commercial relations, and with its monetary system on a more im-
proved footing, possessing aiready a full metallic circulation of stan-
da.rd weight and fineness, an unrestrained traffic in metals, and a
mint open for coinage of all the standard bullion which might be
brought to it. Under such circumstances, the effect of a sudden dup-
lication of the annual supply from the mines would be very different.
A_There would, in that case, be no rise of the market price of bullion,
for the price of gold, measured in coin of the same metal, of equal
fineness, can never vary; they may both rise or fall together, as com-
pared with commodities, but there can be no divergence. Neither
would there be any unusual pressure on the bullion market in con-
sequence of the increased importation, nor, at least in the first in-
stance, any inducement to a larger consumption of the imported
metals in the arts. The market would take off at par nearly such
proportion of the importation as had hitherto sufficed for the pur-
poses of consumption, and the rest would all be sent to the mijnt for
coinage, yielding an enormous accession of wealth to importers, who,
to the extent of the means thus placed in their hands, would im-
_mediately become competitors for every description of productive
investment in the market as well as for all material objects which
contribute to human enjoyment. But as the supply of such objects is
always limited, and would in no way be augmented by this great
inundation of circulating coin, the inevitable results would be first, a
decline of the market rate of interest; next, a rise in the value of land
and of all interest-bearing securities; and lastly, a progressive in-
crease in the prices of commodities generally, until such prices
should have attained a level corresponding with the reduced cost of
procuring the coin, when the action on interest would cease, the new
stock of coin would be absorbed in the old, and the visions of sud-
den riches and prosperity would pass away, leaving no trace behind
them but in the greater number and weight of coin to be counted
over on every occasion of purchase and sale,2®

Still another characteristic type of overvaluation of money remains to be

menti.oned: characteristic because it occurs automatically, without any
state intervention. During the last credit crisis in the United States, in the
autumn of 1907, there suddenly appeared a premium on money; not merely
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on gold money, but on all types of legal tender (gold and silver coins,
government paper greenbacks, and bank notes). Initially the premium
amounted to more than 5 per cent. The facts are set forth in the following
dispatch from New York to the Frankfurter Zeitung, 21 November 1907.

In a good many American commercial centres, cash payments have
ceased completely and private money certificates are used there in-
stead. In a few instances, payments are made partly in cash and
partly in these certificates. In many places cash circulates only as small
change. In 77 American cities, emergency money has been issued;
either in the form of clearing house certificates or bank cheques spe-
cially issued for the occasion, mostly however, the former type.
Before the crisis, perhaps only a dozen American cities had clearing
house institutions, but they have now been established in some hun-
dred places. As soon as the crisis broke out in New York, the money
institutions in these places combined for common protection against
the impending danger. Departing from the practice of New York,
where clearing house certificates were issued only for large sums,
these clearing institutions created emergency money intended for
general use, in denominations of 1,2,5 and 10 dollars, suitable for
use in smail transactions. These money tokens circulate unhindered
in the vicinity of the clearing houses. Workers accept them as wages,
merchants in payment for goods, and so forth. They pass from hand
to hand and usually there is only a small discount on them as com-
pared with cash. How great the dearth of cash was even in New
York, is shown, for example, by the fact that even the powerful Stan-
dard Oil Company has had to pay its workers in certified cheques.
Only in transactions with government agencies is emergency

money not used. Public agencies insist on legal tender payments, so
that cash money has to be obtained. This is the main reason for the
premium on cash money. During the last few days, when the
American Sugar Refining company could not muster sufficient cash
to clear a shipment of sugar through the customs, it had to close
down several establishments for a day or two.

What is unique in this occurrence is that the quantity of means of
circulation available became inadequate for the needs of commerce. The
credit crisis provoked a strong demand for cash payments because there
was a disturbance in the settlement of balances by credit money (bank
drafts, etc.), and a passion for cash money ensued. At the very moment
when circulation required more cash, it disappeared from circulation, to be
hoarded as a reserve.?® In place of the vanished money, an effort was made
to create new money in the form of clearing house certificates which were
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actually notes issued under a common guarantee by the banks belonging to
the clearing house. The legal restriction on the issue of notes was simply
ignored contra, or at least praeter legem, just as, in a similar case in
England, the Pe¢l Act [The Cash Payments Act of 1819.Ed.] was suspended.
But this credit money was not legal tender, and cash money was insufficient.
Hence, the latter was soon overvalued and remained overvalued (it
commanded a premium) until gold imports from Europe, the re-
establishment of normal credit conditions, and the enormous contraction
of circulation immediately after the crisis, eliminated the ‘money famine’
and transformed it into a condition of great cash liquidity. The amount of
the premium varied, depending upon the social value in circulation. It is
characteristic that the premium was the same both for paper and metal; the
best evidence that it had nothing to do with an increase in the vale of gold.

The issue of legal tender paper money is a well-known and frequently
used means for the state to meet its dehts when no other means are
available. Above all, paper money drove full value metallic money out of
circulation,®® the latter being sent abroad to meet, for example, war
expenditures. Continued issues of paper money then led to its depreciation.
The quantity theory, then, holds good for a currency with suspended
coinage. After all, the theory was formulated as a generalization of the
experience with unsettled currencies at the end of the eighteenth century in
America, France and England. In such cases, one may also speak of
inflation, of a circulation glut, and (in specific cases) of a shortage of the
means of circulation. In contrast to this, under a system of free coinage
inflation is impossible even when the minimum of circulation is amply
covered by legal tender paper money. Convertible credit money, when
present in surplus amounts, reverts back to the point of issue; and the same
happens to gold itself, which is accumulated in the coffers of the banks as a
gold reserve. As a universal equivalent, gold is both a universally valid and
always coveted form of value and wealth accumulation. It would be
senseless to accumulate legal tender paper money, since it appears as value
only in the domestic circulation of a country. Gold, on the other hand, is an
international money and constitutes a reserve for all expenditures. Hence
its accumulation is always a rational act. Gold is an independent bearer of
value even when it is not in circulation. Paper money, on the other hand,
acquires a ‘rate of exchange’ only in circulation.

An overissue of paper money is indicated whenever there is a diminution
of its value in terms of the metal it represents. At any given moment,
however, the volume of paper money is neither larger nor smaller than is
required in circulation. Let us assume that circulation requires 1,000,000
guilders but that state expenditures have put 2,000,000 guilders into
circulation. This would cause a 100 per cent rise in nominal prices which
would absorb the 2,000,000 guilders. They would, of course, constitute a
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Value becomes capital when it is used to produce surplus value. This is Money capital, commodity capital, and productive capital are not distinct
what takes place in the process of capitalist production based on the types of capital, but merely particular functional forms of industrial
menopolization of the means of production by the capitalists and the capital. Thus we get the following schema: M—C-P .... C,-M,.
existence of a free wage-earning class. The wage-labourers sell to the The original form of every new capital is money capital. Money does not
capitalist their labour power whose value equals the value of the means : bear a label announcing it as capital. What makes it capital is the fact that it
necessary for the subsistence and reproduction of the working class. Their _ is intended for conversion into the elements of productive capital.®
labour creates new value, one part of which replaces the capital advanced . Otherwise it is only money and can only fulfil money functions, as a means
by the capitalist for the purchase of labour power (Marx calls it variable of circulation or payment.
capital) and the other accrues to the capitalist in the form of surplus value. We have already seen that the function of money as a means of payment
Since the value of the means of production (constant capital) is simply may also include credit relationships. M—C, the first stage of the circulation
transferred to the product in the course of the labour process, the value process of capital is divided into two parts: M~Mp and M-L. Since the
which the capitalist advanced for production has increased, has become wage-labourer lives only by the sale of his labour power, the maintenance
value-breeding value, has confirmed itself as capital. of which requires daily consumption, he must be paid at relatively short

All industrial capital goes through a circular flow, but the only thing intervals, so that he can make the purchases necessary for his sustenance.
which is of interest to us in the present context is the change in form which it Consequently, in dealing with him the capitalist must be in the position of a
undergoes. The creation of surplus value, the valorization of capital, is of money capitalist and his capital must consist of money.? Credit plays no
course the rationale of the process. This is accomplished in the process of role here.
production, which has a double function in capitalist society: (1) as in every The same is not true, however, of the process M—Mp; in this case, credit
form of society, it is a labour process which produces use values; (2) but at can play a greater part. Means of production are purchased in order to
the same time it is a value-creating process, characteristic of capitalist realize value. The money spent for them has only been advanced by the
society, in which the means of production are employed as capital to capitalist. It is intended to return to him at the end of the period of
produce surplus value. Marx has given us an exhaustive analysis of this circulation, and in the normal course of events it will return increased in
process in the first volume of Capital. Our present inquiry, however, need amount. Since money, therefore, is only advanced by the capitalist, and
concern itself only with the transformation of the form of value rather than . returns to him, it can also be advanced to him, i.e. lent. This, in general, is
with its origin. This transformation does not affect the magnitude of value, the basis of production credit: money is loaned only on condition that it is
the increase of which occurs in production, but concerns the sphere of used by the borrower in such a way that in normal circumstances it will
circulation. There are only two forms which value can assume in a return to him. The security for the loan consists of the commodities for the
commoeodity-producing society: the commodity form and the money form. purchase of which the money has been advanced.

If we examine the cycle of the capitalist process we find that every capital We are concerned at this point only with credit which arises from
makes its debut as money capital. Money intended for use as capital is commodity circulation itseif, from the change in the function of money,
converled into commodities of various kinds (C), comprising means of and its transformation into a means of payment after being a medium of
production (Mp) and labour power (L). These are then put to use in circulation. For the present, therefore, I shall not consider the type of credit
production (P) which, as such, does not involve any transformation in the which arises from the division of the functions of the capitalist between the
form of value. The value remains a commodity. But in the production pure money owner and the entrepreneur. When money is advanced by the
process, first, the use value of the commodity is changed (which does not money capitalist to the entrepreneur, the advance is only a transfer; there is
affect value at all), and second, the value is increased by the expenditure of no change inits amount."Such a change may well take place, however, in the
labour. The original value of the commodity is increased by the addition of case which concerns us at the moment. The seller of the means of

surplus value, and it is in this expanded form (C,) that it emerges from the production credits the customer with commodities, and in return receives a

place of production to experience its second and last change of form, when promise to pay in the form of a note. When the note falls due, the capitalist

it is converted into money (M,). may perhaps be able to repay the capital advanced to him from the
The cycle of capital, then, consists of two phases of circulation, M—C and proceeds of its circulation. Under these circumstances, his total capital can

C,-M,, and one phase of production. In circulation, it appears as money be smaller than it would have to be if credit were not available. Credit, then,

capital and commodity capital; in production, as productive capital. The has increased the power of his own capital.

capital which passes through all these metamorphoses is industrial capital But the existence of credit in no way changes the fact that capital must

s










74 Money and credit

a factor in the capitalist process of reproduction; it is the repro-
duction and storage, in the form of money, of the value of its fixed
capital, or its individual elements, until such time as the fixed capital,
shall be worn out, until it shall have transferred its entire value

to the commodities produced, and must be reproduced

in its natural form.'?

Obviously, then, some capitalists are always withdrawing money from
circulation as replacement for the consumed value of the fixed capital. The
essential thing here is the money form. The value of the fixed capital can be
replaced in money form only because the fixed capital itself can continue to
function in production without having to be replaced in kind. It is thus the
particular form of the reproduction of fixed capital which makes money
necessary in this connection.'? In the absence of money, it would not be
possible Lo separate the circulation of the value of fixed capital from its
technical continuity in production. The manner in which fixed capital is
renewed thus requires periodic hoarding, and hence also the periodic
idleness of money capital,

The capitalist mode of accumulation supplies the final cause of the
release of money capital which is of interest to us here. Surplus value must
attain a certain volume, depending upon the prevailing technical and
economic conditions of an enterprise, before it can begin to function as
capital, either in the expansion of existing enterprises or the formation of
new ones. Every cycle ends with surplus value in money form. As a rule, a
whole series of cycles is required before the realized surplus value is large
enough to be converted into productive capital. The result is idle money
capital which originates in production and must remain in money form
until such time as it can be put to productiye use.

Hoarding can occur even in simple commodity circulation. All that is
required is that in the sequence C — M — C, the second part, M — C, should
fail to take place; that the seller of the commodity refrains from buying
other commodities and hoards his money instead. But this kind of action

seems quite accidental and arbitrary, whereas in the circulation of capital ;

such hoarding is essential and ensues from the nature of the process itself.
Another difference between the Lwo types of circulation is that in the
circulation of capital not only are means of circulation set free and
hoarded, but also money capital which was a stage in the valorization
process and a potential starting point for a new cycle of production. In this
way pressure is exerted on the money market.

Thus there arises from the very mechanism of capital circulation the '

necessity for a larger or smaller amount of money capital to remain idle for
longer or shorter periods. During these periods of inactivity, of course, it
can earn no profit - a mortal sin from the standpoint of capitalists. As in
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most cases of sinning, however, the extent to which capital commits this sin
depends upon objective factors, which we must now consider.

The changing volume of idle capital and its causes

Aswealready know, additional money capital which periodically lies idle is
required in order to continue production during the turnover period. In our
first example, if the period of turnover were reduced from three to two
weeks, 1,000 marks would become superfluous and would therefore be
withdrawn in the form of money capital. It would then enter the money
market as an addition to the capital already there. Prior to its release, only
part of the 1,000 marks was in money form, namely the 500 marks which
served to purchase labour power. The balance of 500 marks had been used
to purchase means of production and therefore existed in commeodity
form. The entire sum, in the form of money, is now disengaged from
this cycle.

The 1,000 marks thus withdrawn in money now form a new money
capital seeking investment, a new constituent part of the money mar-
ket. True, they were previously periodically in the form of released
money capital, and of additional productive capital, but these latent
forms were the conditions for the promotion and continuity of the
process of production. Now they are no longer needed for this pur-
pose, and for this reason they form a new money capital and a con-
stituent part of the money market, although they are neither an ad-
ditional element of the existing social money supply (for they existed
at the beginning of the business and were thrown by it into circu-
lation) nor a newly accumulated hoard.'*

This shows how, given a constant money reserve, any increase in the supply
of money capital must be the result of an abbreviation of the turnover
period. Money, having once served as capital, is fated to return to that role.

Conversely, if the turnover period were prolonged, say for another two
weeks, an additional capital of 2,000 marks would be required. This sum
would have to be obtained from the money market in order to re-enter the
cycle of productive capital (including its circulation). Of this sum, half
would be gradually converted into labour power, and the other half,
perhaps all at once, would be invested in means of production. Any
prolongation of the turnover period therefore produces an increased
demand in the money market.

The most important factors which affect the turnover period itself are the
following:
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rich harvest, oversupply, etc., but to an increase of productive power
in the line which supplies the raw materials, then this money capital
is an absolute addition to the money market, or in general to the
capital available in the form of money capital because it no longer
constitutes an integral portion of the capital already invested.'®

Conversely, a rise in the price of raw materials would necessitate additional
money capital and would increase the demand on the money market.

It is evident that the factors we have just considered are of great
importance for the development of the money market during the periodic
fluctuations caused by the business cycle. At the beginning of a period of
prosperity, prices are low, the turnover of capital is very rapid and the time
of circulation is short. As the upswing approaches its peak, prices rise and
the circulation time is extended. There is a stronger demand for credit in
circulation, while at the same time the demand for capital credit has
increased as a result of the expansion of production. The extended
circulation time and the rise in prices make additional capital necessary,
and this must be obtained from the money market, thus reducing the
amount of loan capital available.

Along with its progress toward a higher organic composition, the general
turnover time of the capital generally increases. Both the quantity of capital
and the period of time during which it is engaged in production increase. A
longer time elapses before the capital which has been advanced returns to
its starting point again. For example, if the turnover time is ten weeks, the
capitalist must advance 10,000 marks. If he introduces a new method of
production which requires an advance of 60,000 marks and has a turnover
time of thirty weeks, he would need to draw 60,000 marks ffom the money
market. The capital, increased sixfold, wquld have to be advanced for
thrice the length of time.

The longer the turnover time of the capital the longer it takes for the
equivalent value of the commodities (means of production and means of
subsistence for the workers) withdrawn from the market, to return to the
market in the form of commodities. Thus commodities are withdrawn from
the market and money takes their place. Money is now not an ephemeral
but an enduring value form for the commodities withdrawn from the
market. Its value has become independent of the commodity. The
commodity value must now be replaced absolutely by money, since its
replacement by another commodity can only follow at an entirely different
peint of time.

If we assume that society were not capitalist but communist, then
money capital would be entirely eliminated, and with it, the disguises
which it carries into the transaclions. The question is then simply
reduced to the problem that society must calculate beforehand how
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mygh labour, means of production, and means of subsistence it can
ut1‘hzt’: without injury for such lines of activity as, for instance, the
bmldmg of railways, which do not furnish any means of prodixction
or §ub51stence, or any useful thing, for a long time, a year or more
while they require labour and means of production or subsistence ’
out_of‘the annual social production. But in capitalist society, where
sgcxal intelligence does not act until after the fact, great distt,xrbances
will apd must occur under these circumstances. On the one hand
there is pressure on the money market, while on the other an easy
money mgrket creates just such enterprises in mass that bring about
the very circumstances by which a pressure is subsequently exerted
on the market. A pressure is exerted on the money market, since an
advance'z Qf money for long terms is always required on a large scale.
And thfs 1s S0 quite apart from the fact that industrialists and mer-
‘chan.ts Invest the money capital needed for carrying on their business
in railway speculation, etc., and reimburse themselves by borrowing
on ic money market. On the other hand, there is a pressure on the
avg:_]able productive capital of society. Since elements of productive
cap{tal are continually withdrawn from the market and only an
equivalent in money is thrown on the market in their place, the de-
mand of cash payers for products increases without providi’ng any
elements of supply. Hence a rise in prices of means of production
and of subsistence. To make matters worse, swindling operations are

alwtays carried on at this time, involving the transfer of large sums of
capital . ...

.In sgch circumstances, variations in the rate of turnover constitute a
dl.sturbmg factor in the proportionality of reproduction, and thereby, as
will be‘shown later, an element in crises. , '

. Our m.vestigation so far has therefore yielded the following conclusions:
{1) a portion of the total social capital devoted to production is always lying
xdle. in Fhe form of money capital; (2) the magnitude of this idle money
capital is subject to great variations which exert an immediate influence on
thela demand for and supply of money capital in the money market. But the
ex@ten‘ce of idle money is in contradiction with the very fuaction of capital
which is t‘o produce profit. Hence every effort is made to reduce this idlenes;
to a minimum, and this task constitutes yet another function of credit.

The transformation of idle money into active money capital by means of credit

It is easy to see h.ow c':redit can perform this function. We have seen already
that money capital is periodically released in the cycle of capital. Once |
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order to convert it into productive capital. Thus it expands the scale of
production, and this expansion presupposes the expansion of circulation.
The scale of circulation is enlarged not by the injection of new money, but
simply by the utilization of old, previously idle money for the purposes of
circulation.

There is thus a need for an economic function which consists of collecting
idle money capital and then distributing it. But credit assumes here an
entirely different character from ordinary circulation credit. Circulation
credit merely makes it possible for money to serve as a means of payment.
Payment for a commodity which has been sold is credited, and the money
which would otherwise have had to enter circulation is saved because it is
replaced by credit money. Actual money which might otherwise be
required thus becomes superfluous. On the other hand, no new capital is
made available to the capitalist. Circulation credit merely gives his
commodity capital the form of money capital.

Capital (investment) credit, however, involves the transfer of a sum of
money from the owner, who cannot employ it as capital, to another person
who intends to use it for that purpose. This is the purpose of the money. For
if it were not employed as capital, its value would not be maintained or
recovered. From the standpoint of society as a whole, however, the
borrower must always repay his debt if lending is to take place with any
degree of security. In this case, therefore, Lhere is a transfer of money which
already exists, and no money is economized. Investment credit thus
transfers money and converts it from idle into active money capital.'®
Unlike ordinary commercial credit, it does not reduce the costs of
circulation. Its primary purpose is to enable production to expand on the
basis of a given supply of money. The possibility of investment credit arises
from the conditions of circulation of money, capital, from the fact that in
the cycle of capital money periodically falls idle. Some capitalists are
always paying such funds into the banks which, in turn, make them
available to others.

If, therefore, we view the matter from the standpoint of the capitalist
class as a whole, the money is not idle. No soonerisit hoarded at any point
in circulation, than it is immediately converted by the use of credit into an
active money capital in another process of circulation. The class as a whole
can economize in its advances of money capital, because the transferability
of money available during intervals of circulation obviates the formation of
idle money hoards. The relatively small part of the money supply which the
capitalist class needs to lay by as a hoard, is required only to cope with
irregularities and interruptions in circulation.

Previously we were dealing with productive capitalists (producers and
merchants) who conducted their business (for instance, the purchase of
means of production) by means of credit money. Now the productive
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capitalist has become a money capitalist or a loan capitalist. This new guise,
however, is temperary, lasting only for the period during which his money
capital lies idle, anxious to be turned into productive capital. And just as he
is a lender at one moment, so he is a borrower from some other productive
capitalist at another. The character of loan capitalist is at first only
transitory, but with the development of the banking system it becomes the
specialized function of the banks.

Credit causes the available supply of money capital to do a larger volume
of work than would be possible in the absence of credit. It reduces idle
capital to the minimum which is necessary to avoid interruptions and
unforeseen changes in the capitalist cycle. It thus tries to eliminate, for the
benefit of the whole social capital, the idleness of money capital which an
individual capital experiences for a certain period of time in the course of
the cycle...

It follows that deposits and withdrawals by productive capitalists take
place in accordance with definite laws, which can be inferred from the
nature of the circulation process of productive capital and the length of its
cycle. Experience has familiarized the banks with these regularities, which
indicate the minimum amount of deposits under normal conditions, and
hence the amount which they can make available to productive capitalists.

The cheque is a direct order upon a deposit, while the commercial biil
draws upon it only indirectly. The cheque draws upon an individual
deposit, while the bill is based upon the aggregate deposit of the whole
class. For it is essentially their own deposits which are made available to the
capitalist class for discounting bills, and when the bills which fall due are
paid the money, which has accrued in fact from the sale of commeodities,
returns to the banks as deposits. Should this reflux of money diminish, and
the repayment of these bills be reduced, capitalists would have to secure
additional capital. They would then draw upon their deposits, and thus
reduce the fund which is available for discounting their bills. The bank now
has to intervene and discount bills with its own credit, but since the deposits
which provide the basis for the circulation of bills have been reduced, and
the bank’s liquidity has declined, it is dangerous for the bank to expand its
own credit. The retarded reflux of money, in this case, has increased the
demand for bank credit and thus - since credit cannot be expanded - for
bank (i.e. loan) capital. This is expressed by a rise in the rate of interest. The
functioning of the bill as credit money has declined in importance, and
actual money obtained from the bank has had to take its place, as is
revealed by the increased demand for money capital. Thus we see a
reduction of deposits, while the circulation of commercial bills remains
constant or even increases, and the interest rate rises.

It is obvious that the total volume of deposits is many times greater than
the available supply of cash. Metallic money circulates rapidly and is also
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the basis for the circulation of credit money. Any transfer of either metallic
money or credit money may result in a deposit with the banker, and the fact
that the volume of deposits can thus greatly exceed the stock of cash is
shown by the rate of circulation (including credit money).

A deposits 1,000 marks in a bank. The bank lends these 1000 marks to B
who, in turn, uses them to pay his debt to C. C then again deposits the 1,000
marks in the bank. The bank lends them out again and receives them once
again as a deposit, and so on.

The deposits . . . play a double role. On the one hand . . . they are
loaned out as interest-bearing capital, and are not found in the cash
boxes of the banks, but figure merely in their books as credits of the
depositors. On the other hand, they figure as such book entries to
the extent that the mutual credits of the depositors in the shape of
cheques on their deposits are balanced against one another and so
recorded. In this procedure, it is immaterial whether these deposits
are entrusted to the same banker who can thus balance the various
credits against each other, or whether this is done in different banks,
which mutually exchange cheques and pay only the balances to one
another.!!

In terms of the preceding account the bank has performed two functions:
(1) it has facilitated the process of making payments, and by concentrating
them and eliminating regional disparities, it has enlarged the scale of this
process; (2) it has taken charge of the conversion of idle capital into active
money capital by assembling, concentrating and distributing it, and in this
way has reduced to a minimum the amount of idle capital which is required
at any given time in order to rotate the social, capital. The bank assumes a
third function when it collects the money income of all other classes and
makes it available to the capitalist class as money capital. Capitalists thus
receive not only their own money capital, which is managed by the banks,
but also the idle money of all other classes, for use in production.

In order to perform this function the banks must be able to assemble,
concentrate, and lend out as much of the available idle money as possible.
Their principal means of doing so are the payment of interest on deposits
and the establishment of branch banks where such deposits can be made.
This ‘decentralization’ - a misnomer perhaps, because the decentralization

is purely geographical rather than economic - is essential to the bank’s job _

of transferring idle money to productive capitalists.

The money capital which is thus supplied by the banks to industrial
capitalists can be used to expand production in two different ways: by
increasing either fixed capital or circulating capital. The distinction is a very

e
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important one because it determines the way in which the money capital
flows back. Money capital which is advanced for the purchase of
circulating capital Aows back in the same manner; that is, its value is fully
reproduced during a single turnover period and reconverted to the money
form. This is not the case, however, when the advance is made for
investment in fixed capital. Invested in this way, the money returns in
piecemeal fashion, in the course of a long series of turnovers, during which
time it remains tied up. This difference in the reflux of money is responsible
for a difference in the way in which the bank invests its money. When it
invests its capital in a capitalist enterprise the bank becomes a participantin
Fthe fortunes of the enterprise; and this participation is all the more intimate
the more the bank capital is used as fixed capital. The bank enjoys far more
freedom of action in its dealings with a merchant than with an industrial
entrepreneur. In the case of merchant capital, only credit for payments is
involved, and as we shall see, this explains why bank capital stands in an
altogether different relationship to merchant capital than it does t
industrial capital.

Bank capital (including other funds, as mentioned above) is supplied 1
industrial capitalists in a number of ways; by allowing them to overdraw
their own deposit accounts, by establishing open credit accounts, or by
current account operations. There is no difference in principle between
these three methods. What really counts is the purpose for which the funds
are applied, that is, whether they are used as fixed or circulating capital }?

To the extent that banks tie up their funds, they are obliged to keep a
comparatively large capital of their own, as a reserve fund, and as security
for the uninterrupted convertibility of deposits. Thus banks which are
engaged in supplying long-term credit, in contrast to pure deposit banks,
must have at their disposal a substantial capital. In England the ratio of
paid-up share capital to liabilities is extraordinarily small: ‘In the
excellently managed London and County Bank, the ratio in 1900 was 4.38
to 100.”** On the other hand, this ratio also explains why the dividends of
the English deposit banks are so high.

Originally, the principal credit instrument was the bill of exchange
used as payment credit by productive capitalists —industrial and
commercial — in their dealings with one another; its outcome is credit
money. When credit is concentrated in the hands of the banks, investment
credit becomes increasingly important in comparison with payment credit.
At the same time the credit which industrialists extend to one another may
change its form. Since all their money capital is held in liquid form in the
banks, it becomes a matter of indifference to them whether they extend
credit to one another by means of commercial bills or by claims upon their
bank credit. Bank credit can therefore be substituted for bills, and the

/
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increasing concentration of money capital from all sources in the banks.
This tendency arising in industry is bound to react upon the banks'
methods of providing credit.

One of the first results of this intensified demand is that credit is
sought for use as circulating capital. An increasing proportion of the
entrepreneur’s own capital is transformed into fixed capital while the bulk
of circulating capital comes from the borrowed funds. But as the scale of
[& €hon expands, and fixed capital becomes much more imporiant, so
this limitation of credit to circulating capital is felt to be too restrictive. If
gredit is then required for fixed capital, however, the terms on which credit
is made available undergo a fundamental change. Circulating capital is
reconverted into money at the end of a period of turnover, whereas fixed
capital is converted into money very gradually, over a long period of time,
as it is slowly used up. Consequently, money capital which is turned into
fixed capital must be advanced on a long-term basis because it will remain
tied up in production for a long time. The loan capital available to the
bank, however, is usually repayable at short notice to its owners. For this
reason the bank can only lend for fixed capital investment that amount
which remains in its own possession for a sufficiently long time. This does
not apply, of course, to any particular unit of loan capital; but there always
remains in the hands of the bank a large proportion of the total loan
capital, the composition of which will naturally change, while a certain
minimum amount will always be available, and can therefore be lent for
fixed capital investment. While individual capital is not suitable for fixed
investment in the form of loan capital — {or it ceases then to be loan capital
and becomes industrial capital, and the loan capitalist is turned into an
industrial capitalist — the minimum which the banks always have available
is appropriate for fixed investment. The larger the aggregate capilal at the
disposal of the bank, the larger and more constant will be the portion which
it can lend in this way. Hence a bank cannot lend funds for investment in
fixed capital until it has attained a certain size; and it must expand as
rapidly, or more rapidly, than industrial enterprises themselves. Moreover,
a bank cannot limit its participation to a single enterprise, but must
distribute the risks by participating in many different enterprises. This
policy will in any case be adopted to ensure a regular flow of repayments on
its loans.

This way of providing credit has changed the relation of the banks to
industry. So long as the banks merely serve as intermediaries in payment
transactions, their only interest is the condition of an enterprise, its
solvency, at a particular time. They accept bills in which they have
confidence, advance money on commodities, and accept as collateral
shares which can be sold in the market at prevailing prices. Their particular
sphere of action is not that of industrial capital, but rather that of
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commercial capital, and additionally that of meeting the needs of the stock
exchange. Their relation to industry too is concerned less with the
production process than with the sales made by industrialists to whole-
salers. This changes when the bank begins to provide the industrialist with
capital for production. When it does this, it can no longer limit its interest
to the condition of the enterprise and the market at a specific time, but must
necessarily concern itself with the long-range prospects of the enterprise
and the future state of the market. What had once been a momentary
interest becomes an enduring one; and the larger the amount of credit
supplied and, above all, the larger the proportion of the loan capital turned
into fixed capital, the stronger and more abiding will that interest be.

At the same time the bank’s influence over the enterprise increases. So
long as credit was granted only for a short time, and only as circulating
capital, it was relatively easy to terminate the relationship. The enterprise
could repay the loan at the end of the turnover period, and then look for
another source of credit. This ceases to be the case when a part of the fixed
capital is also obtained through a loan. The obligation can now only be
liquidated over a long period of time, and in consequence the enterprise
becomes tied to the bank. In this relationship the bank is the mqre
powerful party. The bank always disposes over capital in its liquid,
readily available, form: money capital. The enterprise, on the other hand,
has to depend upon reconverting commodities into money. Should the
circulation process come to a halt, or prices fall, the enterprise will require
additional capital which can only be obtained in the form of credit. Under a
developed credit system, an enterprise maintains its own capital at a
minimum ; any sudden need for additional liquid funds involves obtaining,
credit, and failure to do so may lead to bankruptcy. It is the bank’s control
of money capital which gives it a dominant position in its dealings with
enterprises whose capital is tied up in production or in commodities. The
bank enjoys an additional advantage by virtue of the fact that its capital is
relatively independent of the outcome of any single transaction, whereas

“the fate of the entire enterprise may depend entirely upon a single
_transaction. There may, of course, be cases in which a bank is so deeply
committed to one particular enterprise that its own success or failure is
synonymous with that of the enterprise, and it must then meet ail the
latter’s requirements. In general, however, it is always the superiority
of capital resources, and particularly disposal over freely available
money capital, which determines economic dependency within a credit
relationship.

The changed relationship of the banks to industry intensifies all the
tendencies toward concentration which are already implicit in the technical
conditions of the banking system. A consideration of these tendencies must
again distinguish the three main functions of the banks: the supply of
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commercial credit (circulation of bills), the supply of capital credit, and,
anticipaling somewhat, investment banking.

As regards commercial credit, the paramount factor is the development
of international connections, which requires an elaborate network of
relations. Foreign bills take longer to circulate and therefore immobilize a
larger volume of resources. Furthermore, the balancing of payments
through the mutual cancellation of bills is seldom so complete. Dealings in
foreign exchange thus require a large and efficient organization.

The important thing is that the banks tend to concentrate because of
certain technical banking operations which are extremely important ‘
to growing industries. Foreign and domestic bills which industrial
producers use to pay for raw materials and finished goods require an
organization of the banking system sufficiently ramified to enable it
to handle all transactions — especially foreign exchange operations —
on a large scale, and also to guarantee their collateral. It requires, in
other words, large banks with numerous foreign and domestic
branches. It is true, of course, that industries use bills as a means of
payment or to secure commercial credit. Institutions which furnish the
credit do not thereby get a chance to intervene deliberately in the
affairs of their debtor enterprises. In such a relationship between the
bank and the enterprise, the bank’s jurisdiction is limited to the reli-
ability of the borrower and the discount return.'®

In order to be profitable foreign exchange transactions must be closely
linked with arbitrage operations. This requires extensive connections, and
a large volume of liquid resources, because arbitrage must be carried out
quickly and on a large scale to be profitable at all. Arbitrage transactions in
bills are based on the fact that whenever, say, the London demand for Paris
bills exceeds their supply and their price rises accordingly, firms which have
deposits or credits in Paris will take advantage of the situation by drawing
bills on Paris. The Paris firm, on the other hand, on which the bills have
been drawn, waits for a similar favourable opportunity in that market to
transfer the sums again to England.!” /

The fostering of capital credit can best be seen in the growing importance
of current account operations.'®

These transactions play a significant part in the relationship of the
banks to industry for three reasons: (1} Since they are so indispens-
able to the smooth expansion of an enterprise, they make it depen-
dent on the creditor. (2) The technical complexities of bank credit
for industry have a far greater influence on the organization of the
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/ banking system than any of the credit operations we have discussed

previously. They create a tendency toward concentration in bank-
ing. . . . The unique relation (of the banks) to industry . . . requires
new principles and an entirely new knowledge of industry on the
part of bankers. (3) Finally, current account transactions for industry
are the keystone for all other banking activities in industry, such as
promotion and the flotation of shares, direct participation in in-
dustrial enterprises, participation in management through member-
ship of the board of directors. In a large number of cases such acti-
vities are related to bank credit as effect to cause. {At the same time
current account work) is an excellent means of judging the soundness
of an industrial enterprise and of obtaining control over it; regularity
of turnover means that the business is going well.'?

The exact knowledge which a bank obtains as a result of this continuous
relationship can also serve it in good stead in many other ways; for
example, in its business on the stock exchange. On the other hand, the
danger of over-extending credit makes it necessary for the bank to exercise
a high degree of control over the industrial enterprise, and this presupposes
that the enterprise works in association with a single bank.

If the concentration of bank capital tends to increase along with the
expansion of industry when the banks simply provide credit, it reaches its
zenith when they take over the job of floating shares. The large bank enjoys
an unmistakable superiority in this activity because it can undertake the
most profitable operations. Its transactions are more numerous, on a larger
scale, and more efficient. Its flotations are more secure, and it can sell a
large part of the issue to its own customers. On the other hand, the large
bank must be able to provide the even greater sums of capital which may be
required ; and for this purpose, it needs a large capital of its own and a great
deal of influence on the market.

The large bank is able to choose the appropriate time for issuing shares,
to prepare the stock market, thanks to the large capital at its command, and
o control the price of shares after they have been issued, thus protecting
the credit position of the enterprise. As industry develops, it makes
increasing demands on the flotation services of the banks. Once the
mobilization of capital is assured, only one condition governs the
expansion of industry; namely, the technical possibilities. The
expansion of enterprises also ceases to depend upon their own surpluses
resulting from production, and indeed during periods of prosperity an
industry may grow rapidly, often by leaps and bounds. The sudden increase
in the demand for capital which such expansion involves can only be
satisfied by the large, concentrated funds of the banks. The banks alone can
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obtain the capital without disrupting the money market. This operation
can be carried out only if the capital which the bank provides is recovered
quickly, or if the issue is performed as a simple book-keeping transaction,
which will more probably be the case if the bank sells the issue to its own
customers and receives the proceeds of the sale by deducting them from
deposits, thus reducing its liabilities.

The technique of banking itself generates tendencies which affect the

concentration of the banks and of industry alike, but the concentration of

industry is the ultimate cause of concentration in the banking system.

6

The rate of interest

In the capitalist system of production, every sum of money is able to
function as capital, that is, to produce a profit, so long as it is made
available to productive capitalists.

Take it that the average rate of profit is 20 per cent. In that case, a
machine valued at £100, employed as capital under the prevailing
average conditions and with an average exertion of intelligence and
adequate activity, would yield a profit of £20. In other words, a man
having £100 at his disposal holds in his hands a power by which
£100 may be turned into £120. . . . He holds in his hands a potential
capital of £100. If this man relinquishes these £100 for one year to
another man who uses this sum actually as capital, he gives him the
power to produce a profit of 20 per cent, a surplus value which costs
this other nothing, for which he pays no equivalent. If this man
should pay, say £5, at the close of the year to the owner of the £100,
out of the produced profit, he would be paying for the use value of
£100, the use value of its function as capital. . . . That part of the
profit which he pays to the owner is called interest. It is merely an-
other name, a special term for a certain part of the profit which
capital in the process of its function has to give up to the owner,
instead of keeping it in its own pocket.

It is evident that the possession of £100 gives to their owner the
power to absorb the interest, a certain portion of the profit produced
by his capital. If he did not give the £100 to the other man, then this
other could not produce any profit, and could not act in the capacity
of capitalist at all with reference to these £100.*

From the standpoint of the owner of money, the money he lends is

capital because it returns to him after a time in an increased amount.
Capital, however, can acquire an added value only in production, through
the exploitation of labour-power, and the appropriation of unpaid labour.
Consequently, the money capital of the lenders cannot yield a profit unless
it becomes the money capital of producers and is used in production. The
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the state of commercial credit. A closer analysis of these fluctuations
belongs more properly to a discussion of the trade cycle, and will be
presented in that connection.

I am not in complete agreement with Marx’s view that variations in the
rate of interest depend upon the supply of capital which is loaned in the
form of money, cash and notes. He states:

The variations of the rate of interest (aside from those occurring

over long periods or from differences of the rate of interest in dif-
ferent countries; the first-named are conditioned by the variations of
the general rate of profit, the last named by differences in the rates
of profit and in the development of credit) depend upon the supply
of loan capital, all other circumstances, state of confidence etc., being
equal; that is, of the capital loaned in the form of money, hard cash
and notes; this is distinguished from industrial capital which, in the
shape of commodities, 1s loaned out by means of commercial credit
among the agents of reproduction themselves.?

This leaves open the question of how large the volume of bank notes can be.

For England, whose situation Marx evidently has in mind, the answer is, of
course, given by the legal provisions of the Peel Act, according to which the

total volume of cash and notes is constituted by the cash in circulation, the

gold reserve of the Bank of England, and £14,000,000 in notes, being the
volume of unsecured notes in circulation. In fact, these notes assume the
function of state paper money to the extent that they represent — or at least
represented in Peel’s day — the minimum of circulation replaceable by
money tokens. Thus the law provided once and for all that the quantity of
bank notes should remain at a prescribed figure. But if we put the question
in a more general form, variations in the rate of interest depend upon the
supply of loanable money. All money, however, can be loaned which is not
in circulation. There is in circulation, first the money tokens, covering the
minimum requirements of circulation, and second, a certain quantity of
gold. The remainder of the gold is in the coffers of the bank or banks,
serving partly as a reserve for domestic circulation, and partly as a reserve
for international circulation (since gold must perform the function of
international money). Only experience can show the minimum quantity of
gold required for these two purposes. The remainder can beloaned out, and
in the final analysis constitutes the supply whose use determines the rate of
interest. But the extent to which it is employed depends upon the state of
the commercial credit advanced by producers to one another. As long as
this commercial credit can increase fast enough to satisfy the increased
demand, the rate of interest will not change. We should not forget,
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however, that the greater part of the demand is satisfied by a supply which
increases together with the demand. The bulk of credit is commercial
credit, or as I prefer to call it, ‘circulation credit’, and both the demand for
and the supply (or if you wish, means of satisfaction) of such commercial
credit increase together, and pari passu with the expansion of production.
The expansion of credit is possible without any effect on the rate of interest,
and indeed occurs at the beginning of a period of prosperity without such
effects. The interest rate first begins to rise when the gold holdings of the
banks are reduced and the reserves approach the minimum requirements,
forcing the banks to raise their discount rate. This happens at the peak of
the trade cycle because circulation then requires more gold (with the
growth of variable capital, of turnover generally, and of the amount needed
to settle balances). The demand for loan capital becomes greatest precisely
when the stock of gold is at its lowest point owing to the absorption of gold
by the requirements of circulation. The depletion of the gold stock
available for loans becomes the immediate occasion for an increase in the
bank discount rate, which in such periods becomes the regulator of the rate
of interest. The purpose of raising the discount rate is precisely to bring
about an influx of gold. The various restrictions imposed by misconceived
banking legislation only have the effect of bringing about the higher
discount rate sooner than purely economic conditions require. The mistake
of all such restrictions is that in one way or another (indirectly in Germany,
directly in England) they underestimate the minimum required in circu-
lation and thereby limit the supply of loan capital.

It follows, then, that the rate of interest would show a downward
tendency only if it could be assumed that the relation of the existing gold
stock to the demand for loan capital is always becoming more favourable,
that is to say, that the gold stock increases more rapidly than the demand
for loan capital. But if we consider only developed capitalist systems, such a
tendency for interest rates to decline steadily cannot be established.* Nor
can it be postulated theoretically, because simultaneously with the increase
in the gold reserve and in the minimum of circulation there is an increase in
the amount of gold entering circulation in a period of prosperity,

A fall in the rate of profit would involve a decline in the rate of interest
only if interest were a fixed part of profit; but this is not the case. At most, a
decline in the rate of profit means that there has been a reduction in the
theoretical maximum level of interest, namely the total profit. But this is of
no significance, because interest does not generally reach this ceiling in the
long term.’

But there is another important factor which should not be overlooked. In
a developed capitalist system, the rate of interest is fairly stable, while the
rate of profit declines, and in consequence the share of interest in the total
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which is provided in the form of shares is not fixed in advance; it is only a
claim on the yield (profit) of an enterprise. A second difference as against
loan capital is that the return of capital to the money capitalists is not
pguaranteed. Neither the contract which defines their relationship to the
enterprise, nor the relationship itself, gives them any such assurance,
Let us consider the first point. To begin with, it should be realized that
the return on money capital offered in the form of shares is by no means
completely indeterminate, A capitalist enterprise is founded in order to
make a profit, and its creation is undertaken on the assumption that it will
achieve a profit; in normal circumstances, the prevailing average rate of
profit. In any case, the shareholder is in a situation similar to that of the
money capitalist, who counts on the realization of his capital in production
so long as the debtor remains solvent. Generally speaking, the somewhat
greater insecurity of the shareholder by comparison with the money
capitalist will bring him a certain risk premium. But one should not
suppose that this premium is somehow fixed and known in advance to the
shareholder as a definite measurable claim. The risk premivm is simply a
result of the fact that the supply of free money capital, which the founders
of companies are secking, which is available for investment in shares, will
normally be smaller, other things being equal, than that for particulariy
safe, fixed interest investments. It is just this difference in supply which
explains the variations in interest rates and in the market quotations of
interest-bearing securities. Greater security or insecurity is the reason for a
larger or smaller supply, and from the variations in this relation between
supply and demand results the diversity of interest yields. The probable
profit vield on a share is therefore determined by industrial profit and this
profit, other things being equal, is determined by the average rate of profit.
The shareholder, however, is not an indusvrial entrepreneur (capitalist).
He is primarily a money capitalist, and one of the essential characteristics
which differentiates the loan capitalist from the industrial capitalist is that
he holds his capital — money capital — in an entirely different way, available
for use just as he pleases. The industrial capitalist invests his entire capital
in a particular enterprise. Unlike the shareholder, who need have only a
negligible amount of capital available, the industrial capitalist must
command a capital which is large enough to function independently in
the given branch of industry. The industrial entrepreneur has tied up his
capital in his enterprise, he works productively only in that enterprise, and
his interests are bound up with it over a long period. He cannot withdraw
his capital unless he sells the enterprise, and this means only that the person
of the capitalist changes, that one industrialist is replaced by another, He is
not a money capitalist but an industrial {productive, functioning) capi-
talist, who draws a return from his enterprise in the form of industrial
profit. The shareholder, on the other hand, if we consider him only as a
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money capitalist, will make his capital available to anyone so long as he gets
interest omn it.

For the shareholder to become a money capitalist, however, he must be
able to regain possession of his capital as money capital at all times, But his
capital, like that of an individual capitalist, seems to be tied up in the
enterprise, as indeed it is. His money has gone to buy machines and raw
materials, to pay workers etc.; in short it has been converted from money

capital into productive capital (M(t") and enters into the cycle of

industrial capital. Once the shareholder has parted with this capital, he
cannot recover it. He has no claim upon it, but only a claim to a pro-rata
share of its yield. In capitalist society, however, every sum of money has the
capacity to bear interest; and conversely every regularly recurring income
which is transferable (as is usually the case, so far asit is not tied to a purely
personal, and therefore transitory and indeterminate condition, such as
wages, etc.) is regarded as interest on capital and has a price which is
equal to the yield capitalized at the current rate of interest.? This is
easily explained by the fact that large sums of money are always
available for realization and find such realization in a claim upon the profit.
Consequently, the shareholder is in a position to recover his capital at any
time by selling his shares or claims to profit, and to that extent he is in the
same position as the money capitalist. This possibility of selling is created
by a special market, the stock exchange. The establishment of this market
endows share capital, which the individual can now always realize,
completely with the character of money capital. Conversely, the money
capitalist retains his character even when he invests in shares. Liquid
money capital competes, as interest-bearing capital, for investment in
shares, in the same way as it competes in its real function as loan capital for
investment in fixed interest loans. The competition for these various
investment opportunities brings the price of shares closer to the price of
investments with a fixed interest, and reduces the shareholders’ yield from
the level of industrial profit to that of interest.

This reduction of the share yield to the level of the rate of interest is a
historical process which accompanies the development of stocks and the
stock exchange. When the joint-stock company is not the dominant form,
and the negotiability of shares is not fully developed, dividends will include
an element of entrepreneurial profit as well as interest.

To the extent that the corporation is prevalent, industry is now operated
with money capital which, when converted into industrial capital, need not
yield the average rate of profit, but only the average rate of interest. This
appears to be a patent contradiction. The money capital which is provided
in the form of share capital is transformed into industrial capital. The fact
that in the minds of its owners it functions in exactly the same way as does
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laws as is that of the individuaily owned enterprise. Marx was thinking of
the railway corporations of his day, and in this connection his comments
were perhaps partly justified. I say ‘partly’ because even then promoter’s
profit had already absorbed some part of the profit, and this was bound to
be reflected in railway prices.

2 The financing of corporations. Corporations and banks

When a corporation is founded its share capital is calculated so that the
profit of the enterprise will be adequate to distribute a dividend on th'e
capital which will provide each individual shareholder with interest on his
investment.!® Should an economic boom, or other favourable circum-
stances, make it possible later on to distribute a larger dividend, the price
of the shares will rise. If we assume that the shares of a corporation yielding
a dividend of 6 per cent stand at 100, then they will rise to 150 if the
dividend is raised to 9 per cent. These variations in dividends reflect the
varying fortunes of individual enterprises. Such variations, however, are
overridden, in the case of new purchasers of shares, by the rise or fall of the
general level of share prices.!!

The difference between the value of the capital in actual use and the
(fictitious) share capital can increase during the lifetime of a corporatipn. If
the enterprise yields dividends much higher than the average, ar_ld 1-1' the
necessity, or opportunity, of increasing its capital then arises, t!ns higher
yield becomes the basis of the new capitalization, and Fhe nominal share
capital is increased far beyond the extent of the capital in actua.l use.
Conversely, it is also possible to increase the functioning capital without
any increase in the nominal share capital. This is the case, for examp}e,
when the net profit is ploughed back into the operations of the enterprise
rather than being distributed as dividends to the shareholders. But as such.a
use of profit encourages the expectation of an increased future yield, there is
a simultaneous rise in the market quotation of the shares.

Share prices will fluctuate not only as a result of changes in the yield, or
of increases and decreases in the amount of capital in active use, but also
because of changes in the general rate of interest. A low rate of interest over
a long period will make it possible, ceteris paribus, for share prices to rise,
while a high rate of interest will have the opposite effect.

From the nature of dividends it is obvious that there are no average
dividends in the sense in which there is an average rate of interest or an
average rate of profit. A dividend is originally equal to interest p!us a ris‘k
premium, but it may either increase or decrease, and then.r?mam at this
level, in the course of time, because in this case competition does not
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equalize the yield, as it does with the interest rate or the rate of profit, but
only the price of shares.

The market price of share capital is therefore always higher, under
normal conditions, than the value of productive capital; that is, of capital
which yields an average profit. On the other hand, given the vield of the
enterprise and the rate of interest, the market price of the share capital
depends upon the number of shares issued. Thus, if the interest rate is 5
per cent the shares of an enterprise which has a productive capital of
1,000,000 marks and yields a profit of 200,000 marks will have a market
price of 4,000,000 marks. If 1,000,000 marks of shares are issued, a share
with a nominal value of 1,000 marks will sell for 4,000 marks; if 2,000,000
marks of shares are issued, it will sell for 2,000 marks ; if 4,000,000 marks of
shares are issued, it will sell for 1,000 marks., etc.

The issue of shares in such a quantity as to depress the price below the
nominal value, below par, is referred to as ‘stock watering’. It is clear that
this is purely a matter of accounting. The yield is given, and this determines
the price of the shares as a whole. Naturally, the larger the number of shares,
the lower the price of each individual share. The practice of ‘waterin g’ stock
has nothing to do with promoter’s profit, which arises whenever a
corporation is formed, through the transformation of productive, profit-
yielding capital into fictitious, interest-yielding capital. In fact the wateri ng
of stock is not at all essential, and unlike promoter’s profit it can as a rule be
prevented by law. The provision in the German law relating to shares which
requires that any premium on shares must be credited to the reserves has
simply had the effect that shares are turned over at par, or at a small
premium, to a bank consortium which then sells them to the public at a
profit (promoter’s profit).

Under certain conditions, however, stock watering is a convenient
financial device for increasing the share of the founders of a corporation
beyond the normal promoter’s profit. In the United States, for example,
two distinct kinds of shares are usually issued when large corporations are
formed ; preferred and ordinary shares. Preferred shares have a limited rate
of interest, usually between 5 per cent and 7 per cent. They are also
frequently cumulative, in the sense that if in any year the whole dividend to
which they are entitled has not been paid they have a right to have it made
up from the yield of subsequent years. Only after the claims of the preferred
shares have been met can dividends be paid on the ordinary shares. The
volume of preferred shares is usually calculated when the corporation is
founded, so that it exceeds the capital actually required for the conduct of
the business. The greater part of the promoter’s profit is embodied in the
preferred shares. The ordinary shares are usually issued for a similar
amount. In most cases, the price of ordinary shares is at first very low, but
preferred and ordinary shares together stand somewhat above par. A large
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who are at the top of the industrial bureaucracy have a stake in the
enterprise, not only because of the bonuses they earn, but, still more
important, because of their generally substantial shareholdings.

The objective difference between the two kinds of enterprise is much
more important. Recourse to the money market is a recourse to all those
who have money (including the credit at their disposal). The carporation is
independent of the size of individual amounts of capital, which must first be
brought together in a single hand if they are to function as the industrial
capital of a privately owned enterprise. Not only does it broaden the circle
of people involved (anyone who has money can be a money capitalist), but
every sum of money above a certain minimum (which need only amount to
a few schillings) is capable of being combined with other sums in a joint-
stock company and used as industrial capital. It is therefore much easier to
establish, or to expand, a corporation than a privately owned enterprise.

In their capacity to assemble capital the corporations have a similar
function to that of the banks. The difference is that the banks retain the
accumulated capital in its original form as money capital, and make it
available as credit for production after it has been assembled, whereas the
corporations combine the atomized money capital in the form of fictitious
capital. But this should not lead us to identify the combination of small
capitals into a large capital with the participation of small capitalists. These
small amounts of capital may belong to very big capitalists. The small sums
of the petty capitalists are more likely to be assembled by the banks than by
the corporations.

The corporations can accumulate capital just as easily as they acquire it
in the first place. The privately owned enterprise has to accumulate capital
out of its profits. Assuming that it has reached a certain size, that part of its
profit which is not consumed is brought together as potential money capital
until it becomes large enough for new investment and expansion. The
corporation, on the other hand, usually distributes dividends to its
shareholders, but in this case, too, a part of the profit can be accumulated,
especially during periods when the dividends are well above the average
rate of interest. The main point, however, is that the expansion of the
corporation does not depend upon its own accumulation out of earnings,
but can take place directly through an increase of its capital. The limitation
which the amount of profit produced by the enterprise places upon the
growth of the privately owned firm is thus removed, giving the corporation
a much greater capacity for growth, The corporation can draw upon the
whole supply of free money capital, both at the time of its creation and for
its later expansion. It does not grow simply by the accumulation of its own
profits. The entire fund of accumulated capital which is seeking to realize
value provides grist for its mill. The obstacles which arise from the
fragmentation of capital among a host of indifferent and casual owners
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are removed. The corporation can draw directly upon the combined capital
of the capitalist class.

The size of an enterprise which does not have to depend upon individual
capital is independent of the amount of wealth already accumulated by an
individual, and it can expand without regard to the degree of concentration
of property. Hence it is through the joint-stock company that enterprises
first become possible, or possible on a scale which, because of the
magnitude of their capital requirements, could never have been achieved by
an individual entrepreneur, and were, therefore, either not undertaken at
all, or else had to be undertaken by the state, in which case they were
removed from the direct control of capital. The outstanding example is
evidently the railways, which provided such a powerful stimulus to the
growth of corporations. The significance of the corporation in breaking
through the personal limits of property, and thus being constrained not by
the extent of personal capital, but only by the aggregate social capital,”®
was greatest in the early stages.

The expansion of the capitalist enterprise which has been converted into
a corporation, freed from the bonds of individual property, can now
conform simply with the demands of technology. The introduction of new
machinery, the assimilation of related branches of production, the
exploitation of patents, now takes place only from the standpoint of their
technical and economic suitability. The preoccupation with raising the
necessary capital, which plays a major role in the privately owned
enterprise, limiting its power of expansion and diminishing its readiness for
battle, now recedes into the background. Business opportunities can be
exploited more effectively, more thoroughly, and more quickly, and this is
an important consideration when periods of prosperity become shorter.2*

All these factors play an important part in the competitive struggle. As
we have seen, a corporation can procure capital more easily than can a
privately owned enterprise, and is able, therefore, to organize its plant
according to purely technical considerations, whereas the individual
entrepreneur is always restricted by the size of his own capital. This applies
even when he uses credit, since the amount of credit is limited by the size of
his own capital. No such limitation of personal property hampers the
corporation, either when it is founded or when it later expands and makes
new investments. It can, therefore, acquire the best and most modern
equipment and is free to install it whenever it chooses, unlike the privaté
entrepreneur who must wait until his profit has reached a level sufficient for
accumulation. The corporation can thus be eguipped in a technically
superior fashion, and what is just as important, can maintain this technical
superiority. This also means that the corporation can install new technology
and labour-saving processes before they come into general use, and hence
produce on a larger scale, and with improved, modern techniques, thus
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gaining an extra profit, as compared with the individually owned
enterprise.

In addition, the corporation has a great superiority in the use of credit,
which deserves attention at this point. The privale entrepreneur, as a rule,
can obtain loans only up to the amount of his circulating capital. Anything
beyond this would turn the borrowed capital into fixed industrial capital,
and would de facto deprive it of its character as loan capital so far as the
loan capitalist is concerned. The loan capitalist would, in effect, be
transformed into an industrial capitalist. Consequently, credit can only be
extended to private entrepreneurs by people who are thoroughly familiar
with all their circumstances and ways of running their business. This being
so, credit for the private entrepreneur is provided by smalllocal banks, or
private bankers, who have a detailed knowledge of the business affairs of
their customers.

The corporation can obtain credit more easily, because its structure
greatly facilitates supervision. One of the bank’s employees can be
delegated for this purpose, and the private banker is thus replaced by a
bank official. The bank will also provide large amounts of credit more
readily to a corporation, because the corporation itself can easily raise
capital. There is no danger that the credit which has been provided will be
immobilized. Even if the corporation were to use the credit for the creation
of fixed capital, it could, under favourable conditions, maobilize capital by
issuing shares, and repay its bank debts, without having to wait for the fixed
capital to return from circulation. In fact, this is a daily occurrence. Both
these factors — easier supervision, and the possibility of using credit for
purposes other than circulation — enable the corporation to obtain more
credit and so enhance its competitive advantage,

Thus, from the economic advantages, attributable to the greater
accessibility of credit when the corporation is formed, and its greater
capacity to expand, there also results a technical superiority. Thanks to its
structure the corporation also has an advantage in price competition. As
we have seen, the shareholder is, in a sense, a money capitalist who does not
expect more than interest on his invested capital. In favourable circum-
stances, however, the earnings of a corporation may well exceed con-
siderably the rate of interest, in spite of deductions from total profit in the
form of promoter’s profit, high administrative costs, bonuses, etc.

Butas we have already noted, the increasing yield does not always benefit
the shareholders. A part of it may be used to strengthen the enterprise, or to
build up reserves, which enable the corporation to face a period of crisis
more successfully than an individually owned enterprise. These large
reserves also make possible a more stable dividend policy and thus raise the
market price of the shares. Alternatively, the corporation can accumulate a
part of its profit, and so increase its productive, profit-yielding capital,
without increasing its nominal capital, This also increases, even more than
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does the growth of reserves, the real value of the shares. This rise in value,
which perhaps only becomes manifest at a later stage, benefits the large,
permanent shareholders, while the small, temporary owners of shares
contribute by being deprived of a part of their profit.

If business conditions deteriorate, and competition becomes keener, a
corporation which has followed the dividend policy just outlined, thereby
reducing or eliminating the original difference between its share capital and
its actually functioning capital, can reduce its prices below the price of
production ¢ + p (cost price plus average profit) to a price equal to c+1i
(cost price plus interest), and will still be able to distribute a dividend equal
to, or a little below, the average interest.

The power of resistance of the corporation is thus much greater. The
individual entrepreneur strives to realize the average profit, and if he
realizes less, he must consider withdrawing his capital. This motive,
however, is not present with the same degree of urgency in the corporation,
certainly not among its directors and probably not among its shareholders.
The private entrepreneur must make his living from the yield of his
business, and if his profit falls below a certain level, his working capital will
dwindle, since he has to use part of it for his own sustenance. Eventually he
goes bankrupt. The corporation does not face this problem, because it
seeks only to earn interest on its shares. It can generally continue in
business so long as it does not operate at an actual loss. There is no pressure
upon it to operate at a net profit,”? the kind of pressure which threatens the
individual capitalist with immediate disaster if he eats into his capital. Such
pressure might perhaps affect the shareholder and oblige him to sell his
shares, but this would have no effect on the functioning capital. If the net
profit has not been eliminated, but only reduced, the corporation can
continue in business indefinitely, If the net profit has fallen below the
averagerate of dividend, the share prices will fall, and new buyers as well as
the existing owners will now calculate their yield on a lower capital value. In
spite of the lower share price, and even though an industrial capitalist
would pronounce the enterprise unprofitable because it no longer produces
the average rate of profit, it remains quite profitable for the new purchasers
of shares, and even the existing shareholders would lose more by disposing
of all their shares. Even when it is operating at a loss the corporation still
has greater powers of resistance. The individual entrepreneur, in such a
case, is usually lost, and bankruptcy is inevitable, but the corporation can
be ‘reorganized’ with comparative ease. The facility with which it can raise
capital makes it possible to assemble the amounts of money which are
necessary in order to maintain and reorganize production. As a general
rule, the shareholders must give their approval, because the price of their
shares expresses the condition of the enterprise and reflects, if only
nominally, the real losses it has sustained.

The usual procedure is to deflate share values so that the total profit can
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capital it ceases to exist in the form of money and hence ceases to be part of
bank capital. This contradiction is resolved by the mobilization of capital,
by its conversion into fictitious capital or capitalized claims to profit. Since
this conversion process is accompanied by the growth of a market for such
claims, in which they become convertible into money at any time, they can
again become components of bank capital. In all this the bank does not
enter into a credit relationship, nor does it receive any interest. It merely
supplies the market with a certain amount of money capital in the form of
fictitious capital which can then be transformed into industrial capital. The
fictitious capital is sold on the market and the bank realizes the promoter’s
profit which arises from the conversion of the industrial capital into
fictitious capital. The expression ‘fHlotation credit’, therefore, does not
describe a credit relationship, but simply indicates the more or less well
founded confidence of the public that it will not be defrauded by the bank.

This function of the bank, to carry out the mobilization of capital, arises
from its disposal over the whole money stock of society, although at the
same time it requires that the bank should have a substantial capital of its
own. Fictitious capital, a certificate of indebtedness, is a commodity sui
generis which can only be reconverted into money by being sold. But a
certain period of circulation is required before this can happen, during
which the bank's capital is tied up in this commodity. Furthermore, the
commodity cannot always be sold at a particular time, whereas the bank
must always be prepared to meet its obligations in money. Hence it must
always have capital of its own, not committed elsewhere, available for such
transactions. Moreover, the bank is compelled to increase its own capital to
meet the increasing demands which the growth of industry makes upon
(5

The more powerful the banks become, ghe more successful they are in
reducing dividends to the level of interest and in appropriating the
promoter’s profit. Conversely, powerful and well-established enterprises
may also succeed in acquiring part of the promoter’s profit for themselves
when they increase their capital. Thus there emerges a kind of competitive
struggle between banks and corporations over the division of the
promoter’s profit, and hence a further motive for the bank to ensure its
domination over the enterprise.

[t is self-evident that promoter’s profit is not only produced by founding
corporations in the strict sense, whether this involves the creation of
completely new enterprises or the transformation of existing privately
owned enterprises into joint-stock companies. Promoter’s profit, in the
economic sense, can be obtained just as readily by increasing the capital of
existing corporations, provided its yield exceeds the average interest.

To some extent what appears as a decline in the rate of interest is only a
consequence of the progressive reduction of dividends to the level ol

The joint-stock company 129

interest, while an ever increasing share of the total profits of the enterprise is
incorporated, in a capitalized form, in the promoter’s profit. This process
has as its premise a relatively high level of development of the banks, and of
their connections with industry, and a correspondingly developed market
for fictitious capital, the stock exchange. In the 1870s, for example, the
interest on railway bonds in the United States stood at 7 per cent, as against
3.5 per cent today?® and this reduction is due to the fact that the part of the
7 per cent which once constituted the entrepreneurial profit has been
capitalized by the founders. The importance of these figures lies in the fact
that promoter’s profil is on the increase because the yield on stocks and
bonds is being continuously depressed to the level of simple interest. This
upward trend in promoter’s profit runs counter to the falling rate of profit,
but it may be assumed that this fall, which is frequently interrupted or even
checked by counter tendencies, will not in the long run put an end to the
rising trend of promoter’s profit. The latter has shown a continuous
increase in recent times, especially in those countries where there has been a
very rapid development of banks and stock exchanges, and where the
influence of the banks on industry has been most marked.

While the money capitalist receives interest on the money he lends, the
bank which issues shares lends nothing and therefore does not receive
interest. Instead, the interest goes to the shareholders in the form of
dividends. The bank receives a flow of entrepreneurial profit, not in the
form of an annual revenue, but as capitalized promoter’s profit.
Entreprenenrial profitis a continuous stream of income, but it is paid to the
bank as a lump sum in the form of promoter’s profit. The bank assumes
that the capitalist distribution of property is eternal and unchangeable, and
it discounts this eternity in the promoter’s profit. The bank is thus
compensated once and for all, and it has no claim to further compensation
if this distribution of property is abolished. It already has its reward.
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The stock exchange

1 Securities and speculation

The stock exchange is the market for securities. By ‘securities’ I mean
here every kind of scrip which represents sums of money. They fall into two
main groups: (1) certificates of indebtedness, or credit certificates, which
bear a statement of the amount of money for which they are issued, the
principal example being the bill of exchange; (2) certificates which do not
represent a sum of money but its yield. The latter may be further subdivided
into two groups: (a) fixed-interest paper, such as debentures and govern-
ment bonds; and (b) dividend certificates (shares). As we know, in a
capitalist society, every regular (annual) return is regarded as the
revenue on a capital, the amount of which is equal to the capitalized yield
at the current rate of interest. Thus these securities also represent sums of
money, but they differ from those in the first group in the following way.
The prime consideration in the case of credit certificates is the amount of
money they represent; money, or value of equal magnitude, has actually
been lent and now bears interest. The certificates circulate for a specified
period of time and are withdrawn when the capital is repaid. The bill has
fallen due. Bills are always falling due and the capital which has been lent
then flows back to the lender. The latter now has the money in his hands
once more and can proceed to lend it again. The cycle in which bills fall due
and the capital flows back continually te its owner, is a condition for the
constant renewal of the process.

The situation is different with the second group of securities, since here
the money is definitively surrendered. In the case of government bonds it
may have been withdrawn from productive uses for a long time, and thus
ceased to exist; or if it was put into industrial shares, it has been used to buy
constant and variable capital, has served as a means of purchase, and its
value is now incorporated in the elements of productive capital. The money
isin the hands of the sellers of this productive capital and will never return
to its starting point. It follows, therefore, that shares cannot represent this
money, because it has now passed to the sellers of commodities (of the
elements of productive capital) and has become their property. But neither
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do they in any way represent the productive capital itself. In.the first place,
the shareholders have no claim to any part of the productive capital, but
only to the yield ; and second, the share, unlike vouchers or bills of lading,
does not represent any specific use value, as it would have to do if it were
really a share in the capital actually used in production, but is only a claim
to a certain amount of money. It is this which constitutes the ‘mobilization’
of industrial capital. This money is, however, nothing more than the yield
capitalized at the current rate of interest. Hence the yield, or annual
income, is the basis on which the certificates are valued, and only after the
yield is known is the amount of money calculated.

Fixed-interest certificates have some resemblance to those in the first
group, in the sense that a fixed return at a given point of time always
represents a definite sum of money. Nevertheless, they really fall into the
second category, because the money which they originally represented has
been definitively given up and does not have to return to its starting point.
The capital which they represent is fictitious, and its magnitude is
calculated on the basis of its yield. The difference between fixed-interest
certificates and other titles to income seems to be (if we disregard fortuitous
influences) that the price of the former depends only upon the rate of
interest, while the price of the latter depends upon both the rate of
interest and the current yield on capital. The former group, therefore, is
subject to only comparatively minor fluctuations in price; and when such
fluctuations occur, they are gradual and follow the more easily predictable
fluctuations in the rate of interest. By contrast, the rate of return in the
second group is indeterminate, and subject to countless changes which
cannot always be foreseen; and this produces considerable fluctuations in
the price of these certificates. As a result, they are a favoured target of
speculation.

It follows from what has been said that the customary description of the
stock exchange as the ‘capital market’ misses the essential nature of that
institution. The certificates in the first group are certificates of indebted-
ness. The vast majority of them originate in circulation, in the transfer of
commodities without the intervention of money except as a means of final
settlement. They are a form of credit money which replaces cash. When
they are traded on the stock exchange, a grant of credit is simply transferred
from one person to another. The circulation of credit money, as we have
seen, requires as its premise and complement the circulation of real money.
Since credit money is used in foreign as well as domestic payments, the
stock exchange must be able to supply both domestic credit money and
foreign credit money as well as metallic money. Hence, in order to
complement the traffic in credit money the stock exchange also becomes the
centre of dealings in foreign exchange, both credit and cash. Into the stock
exchange streams the ever available money capital seeking investment,
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which it finds in the various types of credit certificates. In this activity the
stock exchange competes with the credit institutions proper, the banks.
Nevertheless, there is a quantitative as well as a qualitative difference
between the two institutions. From a quantitative standpoint, the stock
exchange differs in its activities from the banks because il is not mainly
concerned with collecting small savings, but attracts large amounts of
already accumulated capital which are seeking investment. The con-
centration of funds, which is such an important function of the banks, is
here an accomplished fact. The qualitative difference between the two
institutions turns on the fact that the stock exchange is not concerned with
the diverse ways of making credit available. It simply provides the maney
which is necessary to sustain the circulation of credit money. The money is
supplied in large amounts, in the form of first-class bills. Both demand and
supply involve large, concentrated sums of money, and it is on the stock
exchange that the market price of loan capital (the rate of interest} is
established. It is pure interest, devoid of any risk premium, for these are the
best certificates that can be had in this wicked capitalist world, and their
excellence is even less open to doubt than is the goodness of the Almighty.
The interest which is paid on these finest of all bills (finest, of course, not in
terms of their lowly use value, for even first-class bills are not written on
handmade paper) seems to stem directly from the mere possession of
money capital. It is as though the money had not been given away at all,
since it can always be recovered simply by transferring the bill again. In any
case, the money is only temporarily invested and is always available for
some other use. The absolute security and short term of repayment make
for a low rate of interest on such investments, which are suitable only for
very large, temporarily available, capital sums. The interest rate on such
investments is the basis for calculating the,interest rate on other types of
investment, and it also determines the movement of available floating
money capital from one exchange to another. These funds, in ever-varying
amount, flow in and out of the circulation of world money.

The stock exchange constitutes the market for the traffic in money
among the banks and the big capitalists. Bills usually bear the signature of
one or other of the leading banks. Both domestic and foreign banks, or
other big capitalists, put their funds in these bills, which bear interest and
are absolutely secure. On the other side, the large credit institutions can sell
such bills on the exchange to obtain whatever funds they may need to meet
obligations in excess of their freely available capital.’

Although the sums of money required for such operations vary from
time to time, a certain minimum amount is always available, which is used
to purchase the bills and then returns to its starting point when they fall
due. This continual reflux of money, and its function as a mere in-
termediary in the credit process, at once distinguishes the circulation of
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money which belongs to the first category of stock exchange securities from
the circulation of money in the second category; for example, that which is
invested in shares. In the latter case the money is definitively relinquished,
converted into productive capital, and comes into the hands of those who
sell commodities. It does not return to the stock exchange. In place of
money there are now capitalized claims to interest. Money is here actually
withdrawn from the money market.

The stock exchange and the banks are competitors in the bill market, and
the development of the latter has actually cut into this business of the stock
exchange. The banks have even taken over the major part of the business of
supplying payment credit to industrial capitalists, which was initially the
principal function of the stock exchange, and all that is left to the latter is
the function of an intermediary between the banks themselves and the
foreign exchange market, where foreign payments are dealt with and
foreign exchange rates are determined. Even here a considerable part of the
business is handled directly by the banks, which maintain foreign branches
for this purpose. The development of the banks has reduced this part of the
business of the stock exchange in two ways: first directly, inasmuch as the
banks invest their ever growing funds in bills, to an increasing extent
without involving the stock exchange; and second, by substituting, in part,
other forms of credit for bills.

The bill of exchange represents a credit given by one productive capitalist
(understood as any capitalist who produces profit, thus including the
merchant) to another in lieu of cash payment. The capitalist who receives it
discounts it at the bank, which now becomes the creditor. If, however, both
the capitalists have deposits or open credits at the bank, they can make
their payments by cheque or by a transfer on the books of the bank. The bill
has become superfluous. Its place has been taken by a book-keeping
transaction in the bank, and this, in contrast to the bill which can be
circulated, is a private affair. The increasing involvement of the banks in
making payments for their clients has brought about a contraction of the
traffic in bills, which has further affected that part of stock exchange
business. Furthermore, in those countries where the note issue is a
monopoly, the note-issuing bank has a dominant position cn the foreign
exchange market, and if that position is weakened the change benefits the
large banks rather than the stock exchange. There is, therefore, no specific
and exclusive stock exchange activity in the sphere of credit money
circulation, except speculation in foreign exchange. The stock exchange is
only a concentrated market for the sums of money which are made
available for credit transactions.

The true sphere of stock exchange activity is as a market for titles to
interest, or fictitious capital. Here the investment of capital as money
capital, which is to be converted into productive capital, takes place. The
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money is committed definitively in the purchase of these titles, and does not
return. Only the interest yield flows back annually to the stock exchange,
whereas in the case of money invested in credit instruments the capital itself
is also returned. Flence, new money, serving stock exchange circulation
itself, is required for the sale and purchase of titles to interest. The amount
of new money is small in relation to the aggregate sums turned over. Since
the interest titles represent claims to money, they can be cancelled out
against one another, and there is never more than a small balance to be
settled. The balances are calculated by specialized institutions which ensure
that cash is used only for settling these. Nevertheless, the absolute amount
of means of circulation required on the stock exchange is quite consider-
able, especially during periods of heavy speculation, when speculative
activity is usually oriented in one direction, and the balance for cash
settlement tends to grow appreciably.

The question now arises whether the activities and functions of the stock
exchange have any distinctive features. We have already seen that its
activity in the bill market overlaps with that of the banks. Equally, the
purchase of securities for investment is not a specific function of the stock
exchange, for they can be bought just as easily from the banks, and
indeed it is increasingly common for them to be bought there. The specific
activity of the stock exchange is really speculation.

At first sight, speculation looks like any other purchase and sale. Whalt is
purchased, however, is not commodities but titles to interest. A productive
capitalist must convert his commodity capital into money — that is, sell
it — before he can realize a profit. If another capitalist assumes the task of
selling, the industrialist must assign him part of the profit.

The entire profit contained in the commodity is definitively realized only
when it is sold to the consumer. The commodity is thus transferred from the
producer to the consumer, but it would be absurd to regard this asa change
in location (just think of the sale of a house) and to confuse trade with
transport. Buying and selling do not consist in changes of location, but in
economic events, transfers of property; although in all processes which are
not purely intensional a change of position in space is also involved. But
who would conceive the essential element in visiting the theatre as being to
find the theatre building itself?

The commodity is finally consumed and disappears from the market.
The title to interest, however, is by its very nature eternal. It never
disappears from circulation in the way a commodity does. Even when it is
temporarily withdrawn from the market for investment purposes, it can
return at any time, and in fact such titles do return sooner or later, in larger
or smaller quantities. But the withdrawal of interest titles from the market
is neither the aimn nor the consequence of speculation. Speculative stock is
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constantly circulating on the stock exchange. Its movement is always back
and forth, or circular, not straight ahead.

The purchase and sale of commodities is a socially necessary process,
through which the essential conditions of social life in a capitalist economy
are met. It is the conditio sine qua non of this society, Speculation, on the
other hand, is nothing of the sort. It does not affect the capitalist enterprise;
neither the plant nor the product. An established enterprise is not affected
by a change of ownership or by the constant circulation of shares.
Production and its yield is not affected by the fact that claims to the yield
change hands; nor is the value of the yield changed in any way by changes
in share prices. On the contrary, it is the value of the yield, other things
being equal, which determines these changes in share prices. The purchase
and sale of these claims to interest is a purely economic phenomenon, a
mere fluctuation in the distribution of private property, without any
influence upon production or upon the realization of profit (by the sale of
commodities). Speculative gains or losses arise only from variations in the
current valuations of claims to interest. They are neither profit, nor parts of
surplus value, but originate in fluctuations in the valuations of that part of
surplus value which the corporation assigns to the shareholders; fluc-
tuations which, as we shall see, do not necessarily arise from changes in the
volume of profit actually realized. They are pure marginal gains.? Whereas
the capitalist class as a whole appropriates a part of the labour of the
proletariat without giving anything in return, speculators gain only from
each other. One’s loss is the other’s gain. ‘Les affaires, c'est l'argent des
autres.’

Speculation consists in taking advantage of price changes, though not of
changes in commodity prices. Unlike the productive capitalist the specu-
lator does not care whether commodity prices rise or fall; all that concerns
him is the price of his titles to interest. These prices depend upon the
amount of profit, which can rise or fall, whether prices rise, fall, or remain
stationary. The decisive factor affecting profit is not the absolute level of
prices, but the relationship between costs and prices. But it is also un-
important to the speculator whether profits rise or fall; he is only concerned
with being able to foresee these fluctuations. His interests, therefore, are
entirely different from those of the productive capitalist or the money
capitalist who desire the maximum stability of profit, and whenever
possible, a constantly increasing profit. Increases in commodity prices only
have an influence upon speculation in so far as they are an indication of
increased profit. Speculation is affected only by such changes in profits as
are either bound to occur, or can be expected. But the profit which an
enterprise produces is distributed to the owners of productive capital or to
holders of shares without regard to speculation, The speculator as such
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does not derive his gain from the increase in profit. He can gain just as easily
from a fall in profit. In general, therefore, he does not think in terms of a rise
in profit butin terms of changes in the price of securities induced by a rise or
fall in profit. He does not hold securities in the hope of sharing in the higher
profit ~ as an investor does — but seeks to gain by buying and selling his
securities. His gain does not arise from a share in the profit, for he gains
also from declining profits, but from price changes, which means that at a
particular time he can buy securities more cheaply than he sold them, or sell
them more dearly than he bought them. If all speculators played the same
side of the market, that is, if they all simultancously placed the same higher
or lower value on securities,® there would not be any speculative gains at
all. These arise only because contradictory valuations are made, only one of
which can turn out to be correct. The different valuations made by buyers
and sellers, at a particular time, result in losses for some speculators and
gains for others. The profit of one is the other’s loss; and this is in sharp
contrast with the profit of the productive capitalist; for the profit of the
capitalist class is not a loss for the working class, which cannot expect,
under normal capitalist conditions, to receive more than the value of its
labour power.

What are the factors which speculators must reckon with in their
operations? The principal objects of speculation are securities which do not
bear a fixed rate of interest. Their price fluctuations depend essentially
upon two factors: the level of profit and the rate of interest. Theoretically,
the level of profit is given by the average rate of profit. But the latter is
simply the expression of innumerable individual profit, which may diverge
widely from the average. An outsider, however, is not in a position to know
the level of any individual profit, for this is determined not only by general
factors, such as the amount of surplus value and the quantity of invested
capital, but also by all the fortuitous variations in market prices and by the
entrepreneur’s skill in taking advantage of business opportunities. The
external observer can see only the market price of the commodity; he
cannot have any knowledge ol the really decisive factor, which is the
relation between market price and cost price. Even the entrepreneur
frequently does not know what this relation is until he has made an exact
calculation at the end of a period of turnover. Moreover, aside from the
actual amount of profit, a whole series of more or less arbitrary factors
affect the sum which is actually paid out on the securities; among them the
level of depreciation, bonuses, allocations to reserves, etc. These [actors
give the directors of an enterprise the power, within limits, to fix in an
arbitrary fashion the amount of profit available for distribution and so
influence stock market prices. At all events, the majority of speculators are
completely in the dark about the crucial factor which determines the price
of shares. A general, more or less superficial knowledge of an enterprise will
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ayail themn little should they wish to take advantage of the slight price
differences which sometimes occur, or of those movements in the price of its
securities which result from the capitalization of changed profits
Ca_mvers?ly, the intimate knowledge of an enterprise which an insider.
enjoys gives him the confidence and ability to use this knowledge for
speculative gain with scarcely any risk.

Itisa d.iﬂ'erent matter with respect to the second factor which determines
share prices: the rate of interest. As we have seen, the activities of
speculators depend upon differences of opinion about the probable
mgvement of share prices; such differences, for instance, as those which
arise from uncertainty about future profits. The rate of interest, on the
other hand, is like the market price of commodities; at any given ti1;1e it has
a definite magnitude, which is known to all speculators.

'Fuljthermore, changes in the rate of interest-or at least their
direction —can be predicted with a high degree of probability, except
when the:re are sudden and more or less powerful disturbances cz;used by
extraordinary events such as wars, revolutions, or natural disas,tcrs which
react di‘rectly upon the demand for money. Besides, the inﬂuénce of
ﬁuc'tuatm ns in the rate of interest upon share prices tends to diminish; thus
dur_m_g a depression, a low rate of interest usually prevails, specuiative
activity is sluggish, confidence is impaired, and share prices are low, in spite
of t.he low rate of interest. Conversely, during a period of prospe,rity and
unlimited speculation, the effect of a high rate of interest is lost in the
general anticipation of increased stock market gains. Hence, although the
level of the rate of interest is a more certain factor than any estimate of
futurf: profits, it is still essentially the latier which determines the direction
fmd intensity of speculation. It is, therefore, precisely the uncertain
1{10a1culable factor which speculators are obliged to take into con-,
51dt3rat'ion. In short, no certain foresight is possible in speculative activity
which is essentially a groping in the dark. Stock market speculation is like ;;
game f’f chance or a wager, but for insiders it is a wager a coup sir.

As in the case of all prices, we can distinguish the real causal factors
which dett_ermjne stock market prices from the incidental influences
e:::pfessgd in changes in the relation between supply and demand. This
dxstm_chon is, of course, of no concern to the speculator, who is interested
only in t.he pt.‘ice. changes themselves, not in their causes. Nevertheless, it is
speculation itself, and the ever changing moods and cxpectatior;s of
speculators, arising largely from their uncertainties, which produces the
cea_lseless fluctuations in supply and demand and hence the changss in the
price of shares. Every price change, in turn, provides the impetus for a fresh
wave of speculation, new commitments and changes of position, and
further changes in supply and demand. In this way, speculation creat,es an
ever ready market for the securities which it controls itself, and thus gives









142 The mobilization of capital

of ownership go hand in hand. In simple commodity production the
transfer of poods seems to be the essential thing, the incentive for
transferring property; and the latter is only the means for accomplishing
the formgr. The determining motive for production is still the creation of
use value, the satisfaction of needs. But in capitalist commuodity circulation
the circulation of goods also involves the realization of the profit which
arose in production, and this profit is the mainspring of economic activity.
In capitalist society the transfer of labour power, as a commodity, to
capitalists augments their property through the production of surplus
value. The circulation of securities, on the other hand, involves only a
transfer of property, the circulation of mere paper titles to property,
without any corresponding transfer of goods. In this case, the movement of
property is not accompanied by the movement of goods, and capitalist
property has lost any direct connection with use value. The market for this
circulation of property in itself is the stock exchange.

Mobilization, the creation of fictitious capital, is in itself an important
cause of the emergence of capitalist property outside the process of
production. Capitalist property used to arise essentially from the accumu-
lation of profit, but the creation of fictitious capital now opens up the
possibility of promoter’s profit. By this means, a large part of the profit is
channelled into the hands of the great money powers, who alone are in a
position to give industrial capital the form of fictitious capital. This profit
does not flow to them in the way dividends are paid to shareholders, in the
form of fragmented annual payments, but is capitalized as promoter’s
profit, and received in the form of money, both relatively and absolutely
considerable in amount, which can immediately function as new capital.
Thus every new enterprise pays, from the very outset, a tribute to its
promoters, who have done nothing for it and need never have any dealings
with it. It is a process which is always concentrating large new sums of
money in the hands of the big money powers.

A process of concentration of property takes place in the stock exchange,
quite independently of concentration in industry. The big capitalists, who
are thoroughly familiar with the activities of the corporations, and have a
comprehensive view of business conditions, are thus able to foresee the
future trend of share prices. The strength of their capital enables them,
through appropriate buying and selling, to influence stock exchange prices
themselves, and to collect the resulting profit. This power also makes it
possible for them to intervene in the market, amid universal acclaim, in
order to buy up securities during a crisis or panic, and later sell them at a
profit when conditions have returned to normal.” In short, they are in the
know, and ‘all fluctuations of business are advantageous to those in the
konow’ as that crafty banker Samuel Gurmey assured a committee of the
House of Lords.®
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An essential element in the functioning of the stock exchange as a means
of endowing industrial capital, through its transformation into fictitious
capital, with the character of money capital for the individual capitalist, is
the size of the market, because its character as money depends upon the real
possibility of selling shares and bonds at any time without substantial
losses. That is why there is a tendency to concentrate all transactions to the
greatest possible extent in a single market; hence all bank and stock
exchange business is increasingly concentrated in the main centre of
economic life, in the capital city, while the provincial stock exchanges are
becoming progressively less important, In Germany the Berlin stock
exchange surpasses all others in importance. Outside Berlin only the stock
Eexchanges in Hamburg and Frankfurt are of some account, but their
importance is declining.

According to petty bourgeois theory the development of shareholding
should bring about the ‘democratization of capital’; but petty bourgeois
practice, which is always more sensible, tries to limit share ownership to the
capitalists. The representatives of big business practice subscribe whole-
heartedly to such warnings as the following, in the comfortable knowledge
that they will have little effect: ‘Anyone who needs a fixed income’, the
authoritative Arnhold maintains, ‘should not buy shares.”® He goes on to
say that the fluctuating return on shares will only be a source of capital
lqsscs for anyone who has to live on the interest he receives, because high
dividends will probably encourage him to increase his expenditure. Such a
person will not sell his holdings when prices are high, but as a rule decides to
sell when he becomes uneasy about the small dividends and low share prices
(as he always does, because he has no insight into the real condition of the
business, and must therefore rely upon the market quotations and the
‘verdict’ of the stock exchange), or for some other reason.

3 Stock exchange operations

Transactions on.the stock exchange involve a kind of buying and selling
which differs radically from other kinds, not by virtue of its procedure, but
bccausc.of the commodity which is dealt in. The crucial factor from an
economic standpoint is not the technique employed in such operations, but
their substance; and an account of these technical details would be more
appropriate in a manual for practical dealers than in a theoretical treatise.
Nevertheless, these technical aspects of the subject acquire a more general
interest and importance to the extent that the manner of conducting the
transactions facilitates certain results which stem from the nature of these
operations.
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available on the market and can be many times that amount. Further-
more, the typical conditions under which deals are concluded give the
most complete assurance that such transactions will be completed very
speedily.

The greater simplicity of the futures market, the increased possibility of
cancelling out purchases and sales, reduces the amount of capital which is
needed in order to take part in speculation. Accordingly. the circle of
people who can participate in speculation has been extended, and the scale
of individual transactions has increased. The futures market is expanded as
against the market for cash operations. At the same time il absorbs fewer
resources in order to maintain and develop speculative operations, and so
affects less strongly the rate of interest on the capital which is made
available for speculation. However, since a great deal of speculation is
always carried on with borrowed capital, and the rate of interest on this
capital has a strong influence upon the continuation of speculation, there is
always a general tendency for the futures market to continue to promote
speculation. This greater continuity of operations results in smaller
variations in the relation between supply and demand, and more moderate
fluctuations in share prices. At the same time, given the large scale of the
transactions, much smaller fluctuations are sufficient to induce speculators
to engage in their activities. A similar consequence follows from the fact
that futures operations also make it possible to sell securities for speculative
purposes, so that it is easier here to counteract a one-sided increase in the
supply than it is on the cash market.!!

Trading in futures makes it possible to invest capital, which will only
become due at a later date, at predetermined prices, or to obtain capital on
favourable terms for use at a later date. In addition, there is the expansion
of the market, already mentioned, which futures trading assures through
the ease of obtaining credit and of business procedures generally. The
absorbent capacity of the futures market is greater than that of the cash
market, and this facilitates the issue of securities by making it possible for
the issue houses to place their offerings gradually without depressing the
price of securities.!? Trading in futures is also the standard method of
carrying out arbitrage operations and equalizing price differences between
the various stock exchanges.

Speculation requires thata certain quantity of securities should be made
available for its own purposes. A security which is in ‘safe’ hands, and has
been withdrawn from the market as an investment for a long period of time,
cannot serve the purposes of speculation. The same is true of securities
which have a very small aggregate value. In such a case, small purchases
and sales can exert a strong influence on the price level and give a few
capitalists the opportunity, by buying up all the available ‘material’, to
dictate monopoly prices to their competitors. Speculation presupposes a
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large market which cannot be too easily dominated ; monopoly is the death
of speculation.

As we have seen, credit transactions always go hand in hand with
speculative operations. What is involved in speculation is not the total sum
of quo.ted security prices, but the size of the possible variations in price. In
accepting securities as collateral, the supplier of credit cannot extend
himself beyond the sum which is guaranteed against changes in price. Thus,
!'or example, if the price of a security subject to relatively small fluctuations
is 110, a speculator can pledge it as collateral at any time and obtain 90 for
it, and need then only advance 20 out of his own funds. This is the most
common method by which stockbrokers, bankers and banks extend credit
to enable their clients to participate in stock exchange transactions. The
w1thdrf1wal of such credit, or making it more difficult to obtain, is a
.favourl.te means of putting these clients ‘out of commission’, making it
1mpo§§1blc for them to go on speculating, forcing them to unload their
sec.:untles at any price, and by this sudden increase in supply, depressing
prices and enabling creditors to pick up these securities very cheaply. In this
case too the provision of credit is a means of expropriating small debtors.

'I_"he. provision of credit for the really large speculators is arranged in an
entirely different manner. In this case the speculators obtain the necessary
fund:s on a contango basis. In a formal sense, such contango operations
cons1§t.of buying and selling. If a bullish speculator wants to hold on Lo his
securities beyond settlement day until the next due date, because he hopes
for a further rise in their price in the interim, he simply sells them to a
money capitalist and buys them back for the next term. The interest which
the lender receives on his money is contained in the difference between
purchase and sale price. But this is only a matter of form. In reality, the
lender has simply taken over the securities for the specified period of t‘ime
apd has assumed the place of the speculator. Yet there is a difference betwr:et;
him and. the speculator in that he assumes no risk and does not seek any

s peculatl.ve profit, but has merely invested his money for that period of time
and received interest on it. It is the specific form in which the advance is
made that is important here. For since the credit transaction here takes the
fon?a of a purchasing transaction, ownership of the securities is transferred
during the interim period to the supplier of credit. This enables him to make
§uch use as he pleases of the securities during that time, and this may be
important where industrial shares are concerned. It may be a matter, for
example, of 2 bank securing a decisive voice in the decisions taken l,)y a
general shareholders’ meeting, thanks to its large shareholdings. Through
contango business the bank is enabled to acquire temporary ownership of
the shares and thus to obtain control of the corporation. By reducing
charges, an_d thus making contango arrangements more attractive, a bank
may find it easier to obtain these securities from specu]ator*.;. Quite
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frequently the banks co-operate with each other in this field, in order to
eliminate competition in contango business for certain securities during a
given period of time.'® In this way shares acquire a dual function. They
serve, on the one hand, as objects of speculation and as the source of
marginal profits. At the same time they also serve the banks in their effort to
gain a controlling influence in the corporations and to impose their will on
the shareholders’ meetings without being obliged to make long-term
investments of their funds in the shares concerned.'*

Other things being equal, the extent of stock exchange speculation
depends essentially upon the volume of money which is available to
speculators. For the frequency of turnover of the securities — and every
turnover brings a marginal profit - is obviously independent of the number
of existing securities. This accounts for the influence which banks have upon
stock exchange speculation, for by granting or withholding credit they
affect very strongly the scale of speculation. The greatest demand [or credit
arises from contango operations. Very considerable sums, of floating
capital, for the most part, are invested in these operations,'® and such
investments have an influence in establishing the rates for call money.
During periods when money is less mobile, they also have an influence on
the discount rate and thus on the movement of gold. By restricting the
supply of credit, therefore, the banks can directly influence the rate of
interest, because in this case the supply of credit is to an exceptional degree
at the discretion of the banks. These are purely financial transactions which
have no crucial effect, one way or the other, on the course of the economy.
It is a different matter when credit is being supplied to traders and
industrialists, for in this case a sudden and excessive restriction of credit
would be bound to lead to a collapse and an acute crisis.

The development of the banking system has been accompanied by a
change in the organization of trading in securities. A first the banker is
simply a broker who handles a business affair for his client. But the more
the capital resources of the bank and its interest in the share market
increase, the more actively does it go into business on its own account. A
great many of the transactions no longer take place on the stock exchange,
but instead the bank simply cancels out the orders of its clients against one
another, and only the outstanding balance is settled on the stock exchange
or covered by the bank’s own funds. Up to a certain point, then, the sums
which will be provided for buying and selling on the stock exchange are at
the discretion of the bank, and this gives it a means of influencing the
movement of security prices. The bank thus ceases to be simply a
middleman in securities trading and becomes a dealer itself. ‘In fact,
banking today is no longer a brokerage business, but has become a business
which trades on its own account.’®

At the same time the large bank also takes over part of the function of the
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stock exchange, and itself becomes a securities market ; all that remains for
the stock exchange is the balance which cannot be cleared in the banks.!?
‘A large bank represents in itself a volume of supply and demand such as
was previously represented only by one of the larger stock exchanges.”**

With the increasing concentration of the banking system the power of
the ‘big banks over the stock exchange has grown enormously, especially
during those periods when the participation of the general public in stock
exchange speculation declines.

Considering the way in which affairs have developed on the stock
exchange, one should speak today of the trend in banking rather
than the trend of the stock exchange, because the big banks are in-
S:reaFingly turning the latter into a subservient instrument and direct-
Ing its movements as they see fit. Just as last spring there was much
talk of how an unfavourable forecast of business conditions by one
of th{: big banks gave the external impetus to the sudden collapse of
security prices, which had, of course, more profound inherent causes,
so the contrary attempts by the haute bangue this week to reassure
and stimulate have brought about a change of mood on the stock
exchagge, which is now alert to auspicious signs instead of paying
attention only to the unfavourable aspects.!®

In addition to this powerful influence on the trend of the stock market
the banks, as a result of their increasingly close relations with industry, nou:
have an intimate knowledge of the situation of particular enterprises, can
anticipate their earnings, and under certain conditions influence the lev:el of
earm'ngs_ as they wish. All these factors enable the banks to carry on all their
speculations with considerable security. The declining importance of the
sbtoclI: e;cochanges is obviously connected with this development of the large

anks.

‘ On the stock exchange capitalist property appears in its pure form, as a
title to the yield, and the relation of exploitation, the appropriation of
surplus labour, upon which it rests, becomes conceptually lost. Property
ceases to express any specific relation of production and becomes a claim to
the yield, apparently unconnected with any particular activity. Property is
divorced from any connection with production, with use value. The value
of amy property seems (o be determined by its yield, a purely quantitative
relationship. Number is everything; the thing itself is nothing! The number
alone is real, and since what is real is not 2 number, the relationship is more
mystical than the doctrine of the Pythagoreans. All property is
capital — and not simply property. Debts are also capital, as every state
loan demonstrates. All capital is equal, and is embodied in those printed
certificates which rise and fall in value on the stock exchange. The actual
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are met or not is decided, in disputed cases, by expert bodies of the
exchange itself. The elimination of this function, for the individual
merchant, is a precondition for commodity exchange trading, which also
requires, however, other economic circumstances.

Only commodities of a standard quality are traded on the commodity
exchange. For this purpose, each commodity has to be a fixed use value, a
standard commodity, any unit of which can be replaced by any other. It is
as a quantum of equal use value that the commodity has become an
exchangeable good. The mass of commodities is distinguishable only
quantitatively on the commodity exchange. According to the nature of the
commodity, and the exchange regulations, a given quantity — so many
kilograms, so many sacks — is taken as the unit in concluding a deal. Hence
only those commodities are suited to commodity exchange trading which
are by their nature readily interchangeable, or can be made so by relatively
simple and inexpensive regulations.

The interchangeability of commodities is a natural attribute of their use
value, which some commodities have and others lack. But more than this is
required for commodity exchange trading. In an ordinary commercial
transaction the manufacturer sells his commodity to the merchant at its
price of production, and the latter then sells it to the consumer with his
trading profit added. Such a transaction becomes feasible as a commodity
exchange operation only if a marginal profit in the form of a speculative
gain can be added to the commercial profit. The precondition for
speculation, however, is [requent variations of price; and the commodities
most suitable for trading on the exchange are those which undergo
considerable price fluctuations over relatively short periods of time. These
are primarily agricultural products (wheat, cotton), and those semi-
finished or finished goods, the prices of whigh are strongly influenced by
sharp fluctuations in the price of the raw materials from which they are
produced, e.g. sugar.

According to Robinow, futures trading in England developed first in
metals, talc, etc.? With the introduction of the telegraph and steamship
lines it was extended to overseas products which are only produced
seasonally, and are then thrown on to the market all at once, while
consumption is spread over the whole year. The reason for futures trading
is therefore the short period of production as against the long circulation
time resulting from continuous consumption. The introduction of futures
operations in the securities business was stimulated by the inter-
changeability of the objects dealt in, which themselves, as capitalized
claims to income and thus representatives of money, are interchangeable.
In commodity trading, however, the introduction of futures operations
resulted from specific circumstances in the turnover of commodities, such
as the difference between their time of production and their period of
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circulation. Only the requirements of futures trading lead to the creation,
often by artificial means, of fully interchangeable commodities; that is to
say, commodities of which every unit has the same use value as every
other.® When price fluctuations cease, as a result of the formation of
cartels, as for example in oil, then commodity exchange transactions in
such products also cease, or become purely nominal.

A third important factor, directly related to those already noted, is that it
is seldom possible to control price fluctuations by adjusting supply to
demand. This is particularly difficult in the case of agricultural products.
The supply of such products is more or less fixed, once the crops are
harvested, and it can only be adjusted to the demand for them over a long
period of time. And finally, it should be noted that the supply of such
commodities as are traded on the commodity exchange must be large
enough to preclude the danger of a ‘ring’ being formed, or the market
‘cornered’; for the establishment of a monopoly price would eliminate
price fluctuations and hence speculation.

The distinctive feature of commodity exchange trading is that by
standardizing the use value of a commodity it makes the commodity, for
everyone, a pure embodiment of exchange value, a mere bearer of price.
Any money capital is now in a position to be converted into such a
commodity, with the result that people outside the circle of professional,
expert merchants hitherto engaged in the trade can be drawn into buying
and selling these commaodities. The commodities are equivalent to money;
the buyer is spared the trouble of investigating their use value, and they are
subject only to slight fluctuations in price.* Their marketability and hence
their convertibility into money at any time is assured because they have a
world market; all that need be considered is whether the price differences
will result in a profit or a loss. Thus they have become just as suitable objects
of speculation as any other claims to money; for instance, securities. In
futures trading, therefore, the commodity is simply an exchange value. It
becomes a mere representative of money, whereas money is usually a
representative of the value of a commodity. The essential meaning of
trade — the circulation of commodities —is lost, and along with it the
characteristics of, and the contrast between, commodity and money. This
contrast reappears only when speculation ceases, because the market has
been cornered, and suddenly money has to take the place of the profane
commodity which is no longer available. Just as money plays an evanescent
role in the circulation process, so does the commodity in commodity
speculation, Similarly, speculation turns over .much larger quantities of
commuodities than really exist, just as more money is turned over on paper
than is actually available.’

Eventually, of course, all futures trading in commodities must be
followed by a real transfer of commodities from producers to consumers;
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on the exchange create a stable market for those commodities in which they
deal. The producer or importer can always sell his commodities, and so the
circulation time of his capital is reduced. As we know already, however,
every such contraction of circulation time releases capital. Hencs, in this
way too, the futures trade reduces the amount of capital required to carry
out purely commercial operations, the circulation of commodities, which
served conly to realize profit, not to produce it.

The futures trade is the most satisfactory form for all speculation, since
every kind of speculation is a way of taking advantage of price differences
which occur over periods of time. Speculation is not production, and since
time represents a sheer loss to a speculator unless he is engaged in buying or
selling, he must be able to exploit immediately all price differences,
including those which will occur in the future, He must therefore be able to
buy or sell at any moment, for any future moment of time, and this is
precisely the essential characteristic of futures trading. In this way
speculation creates a price for every instant of the year. It thus gives
manufacturers and merchants the possibility of avoiding the unforeseen
consequences of price movements, of protecting themselves against price
fluctuations, and of passing on the risks of price changes to the speculators.
The manulacturer of unrefined sugar is willing to pay 100,000 marks for
beets today, when he can sell the unrefined sugar on the exchange for
130,000,000 marks, lor delivery on a stipulated future date. If he sells
unrefined sugar at this price today, he will not be affected by any ensuing
price fluctuations and will have secured his own profit. Futures trading is
thus a means by which industrialists and merchants can confine themselves
to their proper function. A part of the reserve capital which would
otherwise be needed as an insurance against such price fluctuations, and
thus tied up in industry or commerce, is thereby set free. Part of it is now
used for speculation on the exchange, but since such capital is more
concentrated on the exchange, it may be smaller in total than the capital
which was dispersed in small units among individual industrialists and
merchants.

Capitalist profit originates in production and is realized in circulation. It
is natural that both producers and merchants should try to insure their
profits against fortuitous price fluctuations occurring during circulation,
when production has long since ended, and the amount of profit for the
producer, and for the merchant who has already bought the commodity, is
settled. At a certain stage of development, and for those commodities which
are liable Lo particularly large and unpredictable price fluctuations because
the output of them is governed by natural (for example, climatic)
conditions, futures trading serves this aim. It smoothes out, so far as
possible, the price fluctuations resulting from speculation, but can only do
so by creating smaller and more frequent oscillations. This speculation,
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which is completely senseless from the standpoint of society, appears
necessary because it brings about the required volume of participation by
buyers and sellers, so that the necessary quantity of commodities is always
being traded. This insurance against price fluctvations brings the market
price increasingly close to the price of production. A specific class of
capitalists, the speculators, is formed, who assume the burden of these price
fluctuations. The question is: how does their capital realize its value?

In dealing with speculation in securities, we saw thai this capital
produces a marginal gain. The profit of one speculator is the loss of another.
As a rule it is the large speculators, who can afford to wait, and can
themselves influence the trend of prices, and the knowledgeable insiders,
who profit at the expense of small speculators and outsiders.® The only
problem which remains is whether speculators also get a risk premium. The
risk premium is frequently alluded to, but very little studied. The first thing
to establish is that the risk premium is not the source of profit and cannot
explain it. Profit originates in production and is equivalent to the surplus
value incorporated in the surplus product of the worker, which has cost the
capitalist class nothing. Varying degrees of risk, or to put it another way,
varying degrees of certainty that the profit which originates in production
will actually be realized in circulation, can only bring about variations in
the distribution of profit. Those branches of industry which have a higher
risk, which must express itself in greater losses, seek higher prices so that in
the end the rate of profit on their capital will be equal to the average rate of
profit. It is clear that in so far as the special circumstances prevailing in any
branch of production tend to reduce its yield, these circumstances must be
offset by a level of prices high enough to assure the equality of the rate of
profit. Thus, the price of optical lenses must include the cost of the glass
which is spoilt during the pouring process. They form part of the cost of
production. Similarly the average amount of damage and wastage which
occurs while commodities are in transit to the market must be included in
their price. The position is entirely different in the case of risk arising from
fortuitous events in the course of circulation, which alter the costs of
production themselves. For example, if there is a product still on the
market, which was manufactured with old machines, while new ones allow
it to be produced in half the time, there is no compensation for such a ‘risk’.
The sellers of this product will have to bear the loss.

The same conditions apply in the case of products which are most
frequently dealt in on the futures market. The uncertainty may arise, for
example, from the fact that the price of German grain is determined not
only by the outcome of the German harvest, that is, by the German costs of
production which would be directly expressed in the price, but also by
American, Indian, Russian, etc. costs of production. For these price
factors, there is no adjustment in the price of German grain.’
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In so far as large, unforeseen fluctuations occur in circulation, the
capitalists in such a branch of production must maintain reserves which
will enable them to cover losses arising [rom price fluctuations, and to
continue their production without interruption. This reserve fund is a part
of the necessary circulation capital, and an average rate of profit is
calculated for it. The profit imputed to it may therefore be regarded as the
risk premium. Productive capitalists may still need such a reserve fund even
when the futures trade has developed, for the latter cannot eliminate in any
way those price fluctuations which result from a change in the conditions of
production. The impact of the world market upon domestic prices must be
borne by the producer,

The commodity market can insure only against those fluctuations which
arise in the course of circulation. The miller insures the price at which he
sells flour on a given day by buying grain on the same day. The grain dealer
insures his profit by selling the grain which he has bought today, on the
commodity exchange, for delivery on an agreed future date. The insurance
consists in the fact that he ensures a definite current price for a later date
when he will actually have to meet his obligation. In other words, purchase
and sale have taken place concurrently, rather than independently and
unilaterally, for the merchant or producer. This presupposes, however, that
there is a large and constantly receptive market such as the futures trade
creates, and along with that, agents who do not seek insurance for
themselves, but anticipate the later state of the market; in short,
speculators who take over the risk from the merchant who has insured
himself. Their profit, therefore, is not a risk premium, but a marginal profit,
which must be compensaied by a corresponding loss. This characteristic of
speculative gains has as its consequence that professional speculators only
thrive when large numbers of outsiders partigipate in speculation and bear
the losses. Speculation cannot flourish without the participation of the
‘public’.®

Increasing concentration gradually makes this kind of insurance un-
necessary. For a commercial entferprise which has become sufficiently large
the favourable and unfavourable circumstances tend to balance out. The
large commercial firm provides its own ‘insurance’ and does without the
futures market. Furthermore, the small speculators are gradually forced
out because they have to foot the bill more and more frequently.® The
development of shares, and of speculation in securities, draws them away
from the commodity exchange. Finally, the syndicates and trusts bring to
an abrupt end speculation in those commodities which they control.

If we ask which business circles find the futures market necessary the
answer is that the medium-size merchant has the most pressing need of it. It
also has a certain utility for the producer to the extent that he would
otherwise be obliged to undertake these important commercial functions
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himself. This will be the case if the processing of goods is already done by
large capitalist enterprises, while the production of raw materials remains
fragmented. In these circumstances the commodity exchange provides the
necessary concentration of the products. A good example is to be found in
the period when modern commercial milling was developing. The com-
modity exchange brings about this kind of concentration more quickly and
more thoroughly than would be the case if a wholesale trade had first to be
developed. The futures market is particularly desirable for commerce in
those products which have a long circulation time, are produced by widely
scattered plants which are difficult to supervise, with a variable yield which
is difficult to anticipate, and hence are characterized by considerable,
irregular price fluctuations during circulation.

Once futures trading is well established, participation becomes increas-
ingly necessary for both merchants and producers, because the futures
market is a major factor in price formation. On the other hand, if the
futures trade were limited to the professional traders, it would be deprived
ofits most important function; namely the possibility of insuring oneself by
unloading the losses due to price fluctuations upon the speculators.

Since speculators have no desire to hold on to speculative objects for
any length of time, it is evident that every speculator is always a seller as
well as a buyer. The bearish speculator, selling a commodity, will become a
buyer of it in order to cover himself. But he buys and sells at different times
and takes advantage of price fluctuations within this period of time,
whereas the security of real trading consists precisely in avoiding such
fluctuations, thus allowing sale and purchase to take place at the prices
which prevail at a given time.

The speculator takes advantage of price fluctuations which are pro-
duced, not by him, but by the actual trade in goods. Such fluctuations may
arise either from a fortuitous relation between supply and demand, or from
more profound changes in the cost of production of a commodity. Supply
and demand by the speculators then change the price level further, and
produce fluctuations which must in the end cancel each other out just
because every speculator is a buyer as well as seller. Naturally, this does
not prevent one speculative trend — for example, a ‘bullish’ trend — from
becoming dominant for a time, and so long as this trend persists the price
will be higher than the actval trading in goods would dictate. Thus
speculation causes more frequent, and therefore, in many cases, smaller
price fluctuations, which cancel each other out in the long run.

The futures trade concentrates all business in one place, and gives the
wholesale merchants in the vicinity of the exchange a preponderance over
the provincial merchants, who are gradually disappearing.’® But it also
makes possible,on the commeodity exchange itself, the entry of previous
outsiders, who now compete with the old established houses. That is why the
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introduction of the futures trade frequently meets with opposition from the
old professional merchants. The futures traders, by and large, are less
qualified than the traditional professional merchants, and the participation
of bank capital enables people who have little capital of their own to
become involved. Yet even here concentration occurs, on a new basis, and
in general one has the impression that the participation of mere specu-
lators, and of outsiders, in the futures markets is declining.'! Conversely,
the abolition of the futures trade would strengthen the position of the large
merchants who can do without this insurance.

One of the dangers of futures trading lies in the possibility of ‘cornering’.
If the seller does not deliver the commodity on the specified date, the buyer
has the right to buy it on the market itself, on the seller’s account. If the
available supply of the commodity does not meet the demand, because the
buyer has previously had the available stock bought up, very high fictitious
prices will result, determined entirely by the decisions of buyers, and the
sellers are then at their mercy. Cornering is all the easier the smaller the
available stocks of the commodity. This situation can also be contrived
artificially if the terms of delivery in futures trading specify a very high
standard of quality for the commodity. Conversely, if the standard is
lowered cornering is made more difficult. Cornering is usually possible only
in special circumstances and for brief periods; for example, when grain
stocks are low just before the harvest, and most of the old supply has
already been sold. But unusually high prices generally cause supplies to
appear on the market which were thought to have been long since
consumed. If these new supplies exceed the demand from the buyers, the
‘corner’ collapses. In general, even successful ‘corners’ only involve the
expropriation of groups of speculators who are outsiders, and they have
only a slight effect on the actual commercg and the real prices.

As is well known, the German Stock Exchange law of 22 June 1896 has
partly abolished the futures trade, and partly made it more difficult. The
grain trade has greatly declined, especially since court decisions jeopar-
dized delivery contracts regulated by commercial law. Hence ‘the circle of
people taking part in the delivery business has grown even smaller until it
scarcely suffices to carry on the trade’. This has also increased the
difficulties of the insurance business. What have the consequences been?

Already there are some large firms which believe that, because of the
difficulties involved, they can get along better without insurance on
the futures market, and these firms, helped by several years of stable
and even rising prices, have achieved quite satisfactory profits. But,
generally speaking, the more reliable firms regard such procedures as
dangerous speculation and prefer to content themselves with a smal-
ler but more certain profit. . . . In the present situation it is quite
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evident that the two or three large firms referred to are capturing an
increasing share of the whole business. In this case, as in the case of
banking, legislation has favoured concentration. But it is very doubt-
ful whether the trend in this direction will, in the long run, really
satisfy those who praise the success of this legislation so highly to-
day. Widespread competition would provide far better guarantees of
more favourable prices to farmers than do prices dictated by giant
firms. 12

The provincial merchants are all the more interested in the delivery
business because the sale of futures enables them to offer their goods
as collateral on more favourable terms. Since these commodities have
already been sold at a firm price, they cannot lose in value, should
prices fall. The merchant can thus once again obtain capital and is in
a position to buy new lots of grain from the producers at good
prices.'?

By reducing the circulation time for productive capitalists, and assuming
the risks, speculators can have an effect upon production itself. Before
trading in futures was introduced it was mainly the partial producer who
had to bear the risk. When this is no longer necessary, and there is no
further need to hold stocks of the commodity, which are now concentrated
at the location of the commodity exchange, this restricted productive
function ceases to be enough. By combining his business with another one
the partial producer becomes a full-fledged entrepreneur. He can do this all
the more easily because a part of his circulation and reserve capital has been
set free. It is in this way that independent wool carders have become
superfluous, because the risk which they had to carry previously has now
been transferred to the futures trade. They now become spinners them-
selves; or conversely, spinners merge with wool-carding firms.*#

Futures trading saves the producers circulation capital, first by reducing
the circulation time, and second by reducing their self-insurance (reserve
fund) apgainst price fluctuations. This strengthens the capital resources of
the large enterprises, which are the principal beneficiaries of the {utures
market. The capital which is thus set free becomes productive capital.

The division of labour within enterprises is not determined solely by
technological considerations, but also by commercial factors. Many partial
processes, especially the conversion of raw materials into semi-
manufactured goods, remain independent simply because the partial
producers also perform important commercial functions. They take over
the raw materials from the producers or importers, with whom they share
the risks involved in price fluctuations. This independence becomes
superfluous if the manufacturer can protect himself against risk without
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their help by resorting to the futures market. He then processes the raw
material in his own plant. The elimination of the commercial [unction
renders the technological independence superfluous. There is also a
tendency here to eliminate the middleman. It is true that commodity
markets give the appearance of multiplying trading operations, but as we
have seen, such purchases and sales are forms of speculation, not trading
operations.

We have seen that the futures trade is a means of enabling bank capital to
participate in commodity trading by the provision of credit, either against
collateral, or through contango operations. But the bank can also use its
great capital resources and its general overview of the market to engage in
speculation on its own account with comparative safety. Its numerous
connections, extending over a wide range of futures markets, and its
knowledge of the market, give it the opportunity to engage in safe arbitrage
dealings, which bring considerable profits because of the large scale on
which they are conducted. The bank can carry on such speculative dealings
all the more safely the larger the quantity of the commodity that it controls
and the greater its influence over the supply. That is why the bank tries to
extend its control over the commodities which are dealt in on the futures
market. The bank tries to obtain the commodity directly from the
producer and to exclude other dealers. It either buys the commodity
outright, or operates on a commission basis; and in the latter case it can
afford to accept a much smaller profit, in competition with other dealers,
because it is also able to gain speculative profits, and to employ a far larger
volume of credit. The bank uses the influence it possesses through its other
business connections with industry, in order to take the place of the
merchant in relation to the industrialist. Once the bank has control of the
marketing, the mutual relations between the bank and industry become
closer. The bank’s interest in the price of the commodity is no longer
exclusively that of a speculator; it desires a high price in the interest of the
enterprise with which it has all kinds of credit connections. At the same
time, since the bank wants to acquire the greatest possible control over the
commodity, it seeks connections with as many enterprises as possible, and
so acquires an interest in an entire branch of industry. The bank’s interest,
therefore, is to protect this branch of industry as much as possible against
the impact of a depression, and so it will use its influence to accelerate the
process of cartelization, which will, to be sure, make the bank’s speculative
activity on the domestic market (though not on the world market)
superfluous, but will amply compensate it by participation, in various
ways, in the cartel’s profits. This is a development which has occurred
whenever historical factors have prevented the emergence of a strong and
effective wholesale trade, either generally or in a specific branch of
production. In Austria, for example, the banks penetrated the sugar
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industry, and with somewhat less success, the oil industry, through
commerce, and became the animators of the trend towards cartelization in
these industries, which are now heavily dependent upon them. Thus the
futures trade encourages a development, which is in any case a general
trend, that culminates in the elimination of the futures trade itself,

Monopolistic combines are completely eliminating the commodity
exchanges. This is self-evident, because they establish long-term prices and
thus make it impossible to take advantage of price fluctuations. The
‘division over time’, of course, continues as before, which would only
surprise someone like Professor Ehrenberg! The German coal syndicate
and the steel combine have made exchange quotations at Essen and
Diisseldorf purely nominal.

Thus the Essen coal exchange is nothing more than a folder contain-
ing a list of coal quotations which is carried regularly from the coal
syndicate building to the hall of the exchange, while the whole so-
called Disseldorf commodity exchange consists of an epistle which
an industrialist conveys at regular intervals to the governing body of
the exchange.'$

The same is true of the futures trade in alcohol:

It has been noted quite correctly that a part of the trade through the
central office (for the regulation of alcohol sales) had become in-
significant, and that a part of the wholesale trade no longer found a
place in the syndicate, This is the part which is mainly concerned
with commodity exchange business. The commission and brokerage
business, and all the merchants who had no direct dealings with pro-
ducers, have become superfluous with the creation of the syndicate
and have been eliminated.*®

The actual traders have been transformed into agents of the syndicate,
working on a fixed commission (30 to 40 pfennigs), and it seems that their
number has been kept more or less constant. In 1906 there were 202 such
agents, selling about 40 per cent of the output.

To the extent that the profits of the commodity exchange derive from
commercial profit, they accrue to producers if the exchange is eliminated.
This is also the case with those profits which arise from differences between
the time of production (the ‘working season’) and the time of consumption.
For example, the price of alcohol is higher in summer than in winter. At the
end of the working season, the output is turned over to dealers. Summer
prices are higher because they must cover storage costs, loss of interest, etc.
But the distillers must sell as soon as possible after the end of the season,
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and the supply becomes excessive. Conversely, there is no production
during the summer, the supply cannot be increased, and the dealers have
enough capital not to be obliged to release the commodity at an
unfavourable time. The difference between the capital resources of the
dealers (who also have at their disposal bank capital against collateral or
on a contango basis) and the capital resources of the often small-scale
producers plays a role in determining the price; not, of course, the price
which consumers pay but that which is paid by the dealer to the producer.
These conditions can be changed by a cartel of producers in their own
favour and to the detriment of merchants. Mr Stern, the managing director
of the Zentrale fur Spiritusverwertung, expresses this concisely when he says:
‘The syndicate allows the price to rise after the end of the distilling season to
the advantage of the distillers; the free market, to the advantage of
speculators.’

Cartelization is  particularly advantageous in  agricultural
production - and the agricultural producers’ ‘co-operatives’ are often
nothing but embryonic or small-scale cartels — for it is precisely here that
capitalist regulation by the price mechanism is least appropriate, and the
anarchy of capitalist society is least compatible with the natural and
technical conditions of agricultural production. By contrast with its success
in industry, capitalism cannot realize the ideal of a rational system of
production in agriculture. This contradiction between capitalist price
formation and the natural and technical conditions of agricultural
production is brought to a head by the existence of a futures market, which
makes price fluctuations continucus. Hence there is a tendency to blame
the futures trade, with its frequently dramatic changes in the movement of
prices — brought about, or at least exaggerated, by speculation - for a
situation which is the fault of the whole capitalist mode of production. If
this is demagogically exploited it can easily lead to a vigorous movement
against the futures trade among agricultural producers.'”

In so far as a cartel is able to diminish economic anarchy it is particularly
effective in the domain of agriculture. Agriculture is inherently subject to
extreme variations of output from year to year, in accordance with natural
conditions, and the volume of products directly affects prices. An abundant
yield exerts a strong deflationary pressure on prices, and increases
consumption for that year. The depressed prices will result in production
being restricted in the following year. If there is, in addition, a poor harvest,
shortages will occur, driving up prices sharply and reducing consumption
drastically. Small-scale, fragmented production is more or less helpless in
the face of such phenomena. A cartel, on the other hand, has a much
greater influence upon price formation, because it is able to stockpile in
pood time, and this, together with the regulation of production, enables it
to prevent excessive price fluctuations, It is true, of course, that the
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capitalist cartel uses this power in order to maintain high prices over the
long term by reducing output, but none the less it creates more stable
conditions for agricultural producers.

Mr Stern, the managing director mentioned earlier, observes:

The syndicate can store a very considerable, though not unlimited,
surplus. In a free market, an excessive surplus causes a fall in prices,
which only stops when they have fallen below the cost of production.
The syndicate can separate the export price from the domestic price.
If the available surplus is directed abroad, the price level for the
entire output on the free market depends upon the income from
exports. For example: in 1893—4 there was a surplus of 20,000,000
litres [of alcohol}, by no means a dangerous surplus, but enough to
depress the average price for that year to 31 marks. Had the syndi-
cate exported an extra 10,000,000 litres that year, sustaining a loss of 5
to 8 marks per 100 litres, or a total of 500,000 to 800,000 marks, on
these exports, then the whole distillery trade would have been spared
a very considerable loss, for if I assume that the price would have
been 5 marks higher for the output as a whole, then taking into ac-
count the loss of 500,000 to 800,000 marks on exports, the value of
the entire output of some 300,000,000 litres would have been in-
creased by some 15,000,000 marks.

The exchange did not allow stocks to increase substantially, and
very quickly offset any surplus by a decline in production. The sur-
plus stocks of alcohol at the end of the season (30 Septemper) during
the period when a free market prevailed was regularly about 30 mil-
lion litres. In several years the stocks were smaller, falling on one
occasion by 9 million litres, but only once, in 18934, were they
larger, by some 15 million litres. These fluctuations of 10 million
litres or so, up or down, amount to only 3 to 5 per cent of total
output, but they are enough to put an intense pressure on prices.
Even small surpluses make the speculator nervous, and he gets rid of
them when he anticipates a good harvest. The apparent equilibrium
of the exchange was fundamentally nothing but a state of anxiety
and nervousness.

He continues by explaining why he does not like equalization through the
exchange: ‘The exchange achieves equilibrium at low prices’ — whereas his
employers, the cartelized distillers and alcohol producers only desire
equilibrium at high prices.

Many advocates of the futures trade also argue that it is an instrument
for the more precise determination of prices. The futures market embraces
a larger number of expert participants and the outcome of so many expert
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opinions must generally be more accurate than those of a smaller number.
But the quality of being a good grain dealer does not endow a person with
the mystical ability to foresee the size of the coming harvest. Such an ability
is possessed neither by a single grain dealer, nor by any number of them,
however great. Perhaps the saying ‘Understanding has always been
confined to the few’ does not apply to the gentry of the commodity
exchange, but whatever other Old Testament qualities they may possess,
they are certainly not endowed with the gift of prophecy. In reality, futures
prices are purely speculative. Even a syndicate like the alcohol syndicate,
which undoubtedly has a direct influence upon domestic price formation,
and would therefore be in a position to make tenders for [utures, does so
with extreme reluctance. The managing director of the alcohel syndicate,
Untucht, declares:

We have always had certain difficulties with futures tenders. If it had
been up to us we would have been more cautious about them. , . .
When someone offers a product, he must know in advance how
much of it he will have in order to fix a price. Naturally, we can
determine this only after several months of the season have passed.
Even then, we cannot be sure of avoiding mistakes, for it is the out-
put of the spring months which determines whether the output for
the entire season will be large or small; and this is especially the case
when the overall situation is not too clear. One must concede, how-
ever, that the head office of the syndicate, which has an overall view
of production, and controls about 80 per cent of the output, has
more reliable information than is available to the commodity ex-
change operators,

The reason for wishing to know futures prices is that the processing
industry must know the price of its raw materials when it has to make
tenders. If the raw materials season does not coincide with the time when
the processing industry orders materials, it will need to know futures prices,
especially in the case of commodities subject to sharp price fluctuations. In
this way the processor transfers the risk to the supplier of his raw materials.
But syndicates also use their power to free themselves of this risk, either by
maintaining stable prices, or by setting futures prices so high that in that
way too they avoid all risk. Herr Untucht is quite frank about it : “Since we
face uncertain conditions, we have been very prudent [sic!] and set our
prices too high rather than too low.” And in a memorandum by the
syndicate, it is noted:

In the first four years of the syndicate’s existence, futures tenders
were issued promptly at the beginning of each business year, but since
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1904-5 we have adopted the practice of not quoting general supply
prices until we have formed some idea of how production is
developing.

In the German stock exchange inquiry, those members of the commis-
sion who were not businessmen themselves (like Privy Counsellor Wiener,
and the Independent Conservative deputy, von Gamp) took the view that
the securities business was legitimate, but market transactions based on
marginal price differences were not, whereas the businessmen consistently
rejected this distinction. The former simply could not understand that in all
capitalist transactions the use value of a commodity is a matter of complete
indifference, and at most a regrettable necessity (a conditio sine qua non).
The pure margin business is actually the most complete expression of the
fact that for the capitalist only exchange value is essential. The margin
business is indeed the most legitimate offspring of the basic capitalist spirit.
It is business-in-itself, from which the profane phenomenal form of
value — the use value — has been abstracted. It is only natural that this
economic thing-in-itself should appear as something transcendental to
non-capitalist epistemologists who, in their anger, describe it as a
swindle.'® They do not see that behind the empirical reality of every
capitalist transaction there stands the transcendental business-in-itself,
which alone explains the empirical reality. The remarkable thing is that the
protagonists of use value themselves forget the concept of use value as soon
as they come into contact with the exchange. All transactions are then
regarded as equally real, whether they concern titles to income or
commodities, provided the titles or commodities are actually delivered.
They ignore completely the fact that the circulation of securities is quite
immaterial to the metabolism of society, whereas the circulation of
commodities is its lifeblood.

An example will show the idiocies which result from this indifference to
use value, In order to be exchangeable a commodity must conform to
certain fixed and definite standards; a specific weight for a given volume, a
particular colour, aroma, etc. Only then does it constitute the ‘type’ or
brand suitable for delivery. The ‘type’ used in the coffee futures trade in
Hamburg was of inferior quality. Accordingly, all superior brands of coffee
were adulterated by adding black beans, kernels, etc. In Berlin the type was
superior, so that the additives incorporated in Hamburg had to be carefully
removed in order to make the coffee fit for delivery. A most remarkable
instance of unproductive capitalist costs!'? But there is still better to come.
In Hamburg, the market was cornered, and supplies of coffee became
scarce. The only coffee available was that mixed with kernels, etc. Superior
brands, because they did not conform to the quality required, had to pay a
premium. In other words, a fine had to be paid for supplying the better
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As a provider of credit, the bank works with all the capital at its disposal;
its own and that of others. Its gross profit consists of interest paid on the
capital which it has lent. Its net profit ~ after deduction of expenses - is the
difference between the interest paid to it and the interest which it pays on
deposits. This profitis not, therefore, profit in the strict sense, and its level is
not determined by the average rate of profit. Like that of any other money
capitalist it arises from interest. The position of middleman that the bank
occupies in credit circulation enables it to profit not only from its own
capital, like any other money capitalist, but also from that of its creditors to
whom it pays a lower interest than it demands from its debtors. This
interest is only part of, or a deduction from, the average social profit
prevalent at the moment. But unlike the profit of the merchant or the
meoney-dealing capitalist it has no influence whatsoever in determining the
average rate of profit.

The level of interest depends upon supply and demand of loan capital in
general, of which bank capital is only a part. This level of interest
determines the gross profit. In order to attract the greatest possible amount
of money for their use, the banks in turn pay interest on their deposits; and
the amount of such capital at the disposal of any bank depends, cereris
paribus, upon the level of interest which it pays on deposits. Competition
for deposits compels the banks to pay the highest possible rate of interest.
The difference between the interest which the banks receive as creditors and
the interest which they pay as debtors constitutes their net profit.

The process can be summarized as follows: the rate of interest is
governed in the first place by supply and demand of loan capital asa whole,
and this determines the gross profit of the banks, which they make by
lending the money — their own and that which is deposited with them — at
thetr disposal. The ratio between the bank’s ewn assets and its customers’
deposits is quite immaterial for the interest rate or the amount of gross
profit. Of course, only part of the deposited money is actually at the
disposal of the bank, while another part must be kept as a reserve fund, but
this reserve, which earns no interest, is very small compared with the total
sum. Competition among the banks determines the rate of interest which
they have to pay to depositors, and on this rate, given the gross profit and
expenses, depends the net profit. It is evident that what is important is not
the banks® own capital, since their profits do not depend upon this, but the
total loan capital at their disposal. The basic datum is the level of profit,
and the amount of their own capital must be adjusted in accordance with it.
The banks can convert into their own capital only as much of the total loan
capital as their profits allow. For capital, however, banking is a sphere of
investment like any other, and it will only flow into this sphere if it can find
the same opportunities for realizing profit as in industry or commerce;
otherwise it will be withdrawn. The bank’s own capital must be reckoned in
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such a way that the profit on it is equal to the average profit. Let us assume
that a bank has at its disposal a loan capital of 100,000,000 marks, and
makes a gross profit of 6,000,000 marks and a net profit of 2,000,000 marks.
If the prevailing rate of profit is 20 per cent, the bank’s own capital can be
reckoned at 10,000,000 marks, while the other 90,000,000 marks are
available as deposits of its customers. This also explains why, when joint-
stock banks are founded, or increase their capital, there is an opportunity
to make promoter’s profit, even though bank capital does not produce
entrepreneurial gains (industrial profit), but only realizes interest. Since the
bank’s profit is equal to the average rate of profit, while the shareholders
need only be paid interest, the possibility of promoter’s profit follows, and
if the bank has a dominant position on the money market it can take the
whole, or part, of the promoter’s profit, to strengthen its reserves. The
reserves are, of course, the bank’s own capital, except that from an
accounting standpoint, the profit is attributed to the smaller, nominal
capital. In turn, the reserves allow the bank to invest a larger part of its
capital in industry.

The fact that the distinction between the bank’s own capital and the
capital deposited with it is immaterial so far as profit is concerned, and that
the ratio of ome to the other is not fixed, creates the impression that the
amount of the bank’s own capital is arbitrary, and allows it to be reckoned
in such a way that the profit, although not really average profit itself, none
the less becomes equal to it. If the banking system is already highly
developed, so that the available loan capital is at the disposal of the existing
banks, it becomes very difficult to found new banks, because there would be
insufficient outside capital available to them, or it could be attracted only
after a fierce competitive struggle with all the other banks, the outcome of
which would be very doubtful.

Bank capitalis not only entirely different from industrial capital, butalso
from commercial and money-dealing capital. In the latter branches of
activity the amount of capital is technically determined by the objective
conditions of the processes of production and circulation. The magnitude
of industrial capital depends upon the general development of the process
of production, the extent of the means of production available, including
natural resources and the ability to exploit them, and the available working
population. The manner in which this capital is used, and the degree of
exploitation of the working population, determine the amount of profit
which is distributed in similar fashion to industrial, commercial, and
money-dealing capital. In the latter two spheres, the amount of capital
required is also determined by the technical conditions of the circulation
process. Since circulation does not produce a profit, and simply represents
costs, there i a tendency to reduce the capital applied in this sphere to a
minimum. Bank capital, on the other hand, including both the bank’s own
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capital and deposited capital, is nothing but loan capital and as such it is, in
reality, only the money form of productive capital. The important feature is
that the greater part of it has a merely formal existence, as a pure unit of
account.

The same relation that exists between bank profit and the amount of the
bank’s own capital, is also to be found in the case of the profit which arises
from issuing shares and from speculative activities. Promoter’s profit, or
the profit from issuing shares, is neither a profit, in the strict sense, nor
interest, but capitalized entrepreneurial revenue. It presupposes the
conversion of industrial into fictitious capital. The level of gains from
issuing shares is determined, first, by the average rate of profit, and second,
by the rate of interest. Average profit minus interest determines the
entrepreneurial gain which, capitalized at the current rate of interest,
constitutes the promoter’s profit. The latter does not depend in any way
upon the amount of the bank’s own capital. The convertibility of industrial
into fictitious capital depends solely upon the quantity of loan capital
available which, while retaining the form of interest-bearing capital, is
ready to be converted into productive capital. There must be enough
money available for investment in shares. But a distinction must be made
here: the conversion of existing industrial capital into share capital ties up
only as much money as is necessary for the circulation of the shares on the
stock exchange, and this in turn depends upon the extent to which these
shares remain in ‘safe hands’ as long-term investments, or experience a very
rapid turnover as speculative stocks. Alternatively, the issue of share
capital may represent the founding of a new enterprise or the expansion of
an existing one. In that case enough money capital is needed, first, to

L
complete the turnover M— < M,
to issue the shares themselves. The amount of loan capital available
determines both the rate of interest, which is the crucial factor in
capitalization, and hence the size of the profit gained by issuing shares,
which is therefore independent of the amount of the bank’s own capital. In
the long term, nevertheless, the gain from issuing shares must equal the
average rate of profit on that capital. On the other hand, the bank will tend
to increase its own capital in order to enhance its credit standing and its
security. The case of speculative profits is analogous. The participation of
the banks in speculation does not depend upon the distinction between
their own capital and that of their depositors, but upon the size of the total
sum.

As we already know, however, both the provision of credit, and
financing and speculation, give rise to a tendency towards concentration,
and at the same time, to the endeavour to hold as much of the capital as
possible as the bank’s own capital. For unlike the borrowed capital, the
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bank’s own capital is not subject to sudden demands for repayment, and it
can, therefore, be invested much more safely in industrial enterprises. In
Particular, the founding of companies involves tying up money capital in
industry for a longer or shorter period until such time as it flows back to the
bank through the sale of shares. This means that by increasing its own
capital the bank is able to participate more fully, and on a more enduring
basis, in industrial enterprises, eventually establishing control over them
and can exert a stronger influence upon speculation in commodities and
securities. Consequently, when its gains from interest and share issues
permit, the bank will tend constantly to enlarge its own capital.

But aside from the fact that the bank must be able to realize the value

Forrt?sponding to its increased capital, it cannot convert deposited capital
into its own capital at will. The bank tries to enlarge its own capital in order
to invest it in industry, to make gains by issuing shares, and to acquire
control over industry. If the sole function of the bank were to provide
payment credit, an increase of its own capital beyond a certain limit would
be unnecessary, since in this case disposal over deposited money is the
crucial factor, and the bank cannot gain anything but interest on capital
which must be immediately available as a means of payment. It is not the
case that the bank, once it holds a larger part of the total available loan
f:apital as its own capital, can then invest a larger amount of capital in
industry on its own account. Quite the contrary. Since only part of the
available loan capital is required as means of payment (circulation credit)
the remainder is available for industrial investment (capital credit). This
division of the total available loan capital between the purposes of
circulation credit and capital credit has its own objectively conditioned
grounds, which result from the prevailing state of the production and
circulation processes; and even though these limits are flexible, the banks
cannot ignore them if bank capital is to retain its money form, and the
ability of the bank to meet its payments is not to be endangered. On the
other hand, this division of the available loan capital does not depend upon
how much of the capital at the bank’s disposal is its own and how much
belongs to its depositors..
- The bank wants to increase its own capital in order to invest it in
industry; and the limits to the amount of outside capitdl which a bank can
convert into its own capital are set by that part of the total available capital
which can be used for capital investment. Within these limits, the trend of
development is for the banks to convert an ever increasing proportion of
loar} capital into their own capital. Thus the magnitude of the bank’s own
capital dqes not depend solely upon its own wishes, nor upon investment
opportunities for the increased capital.

The ipcrcase of bank capital is a purely juridical transaction, not a
change in its economic function. The bank can only increase its capital,
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which must have the form of money capital, by converting deposited
money capital into its own. Since in any developed monetary system all the
available money is assembled by the banks, an increase in bank capital
simply means that a part of the deposits held by the bank has now been
converted into bank capital by an issue of shares. This conversion of
deposited capital into the bank’s own capital, of course, leaves the supply
and demand of money capital entirely unaffected, and consequently has no
influence upon the rate of interest.®

Other things being equal, an increase in industrial capital will result in an
increase in the amount of profit because industrial capital generates surplus
value in the process of production. An increase in bank capital obviously
leaves the total amount of interest received by the banks quite unchanged;
for given a constant demand this depends upon the supply of loan capital
which is not altered in any way by a change in the distribution of loan
capital as between banks and private individuals, by a mere change in
ownership. What changes is only the calculation of the net profit of the
banks, which is smaller in percentage terms as the bank’s own capital has
increased.

Industrial, commercial, and money-dealing capital are distinct parts of
social capital, which at any given moment must have a definite relation to
each other. Abstractly considered, all social capital could also be bank
capital. For bank capital, after all, is only capital which is at the disposal of
the banks, and there is no inherent reason why all capital should not pass
through the banks. Of course, most of this bank capital is fictitious, being
merely a monetary expression for genuinely productive, functioning
capital, or simply capitalized claims to surplus value. An increase in bank
capital, therefore, unlike an increase in industrial capital, is not a
precondition for increased profit. On the contrary, for the bank it is the
profit which is the given factor. If the profit rises, then the bank will increase
its own capital, because the increased capital enables it to convert more of
its bank capital into industrial capital without assuming any greater risk.
The fact that it is essentially the supply of credit to industry, and
participation in industrial enterprises through the issue and ownership of
shares, which induce the banks to increase their own capital is de-
monstrated by the example of the exclusively deposit banks in England,
which are not increasing their capital, despite their vastly increased
turnover, but are distributing very high dividends.

It should not be supposed therefore that the influx or outflow of bank
capital would affect the profits of the banks in such a way as to change the
rate of interest. Only the distribution of the profit changes, in so far asit has
to be allotted to either a larger or a smaller amount of the bank’s own
capital.

There is also a certain significance in the fact that the increase of bank
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capital takes the [orm of share capital, that is to say, fictitious capital. We
have already seen that the conversion of money into fictitious capital leaves
the character of the individual capitalist as a money capitalist, or loan
capitalist, quite unchanged. The money which is converted into fictitious
capital remains bank capital, and so, in the economic sense, money capital.
A part of this bank capital is converted into industrial capital, in one of two
ways: either by providing credit to an industrial enterprise (that is, simply
lending capital to the enterprise), or by acquiring shares in the enterprise
which the bank then owns permanently if the size of its capital permits. In
the latter case, the increase of bank capital has taken place by first
converting money capital into bank capital, and then converting this in
turn into industrial capital. Instead of private money capitalists investing
their money directly in industrial shares, they invest it in bank shares, and it
is the bank which converts it into industrial capital by buying industrial
shares. The difference is that the bank is now not only an intermediary in the
operation, but as the owner of bank capital has become co-owner of the
industrial enterprise. Furthermore, this property right of the bank has
altogether different consequences from that of individual shareholders. A
tendency emerges to convert the greatest possible amount of the disposable
money capital of individuals into bank capital, and only then to convert the
latter into industrial capital. In the process fictitious capital has been
doubled. Money capital assumes a fictitious form as shares in bank capital,
and thereby becomes in reality the property of the bank; and this bank
capital then assumes the fictitious form of industrial shares, and is
converted in reality into the elements of productive capital, means of
production and labour power.

The dividend policy of the banks, which operate with large amounts of
outside capital (deposits), must be more stable than that of industrial
enterprises. This is particularly so if the deposits come from sources which
can only judge whether the management of the bank is good or bad on the
basis of external criteria such as the stability of dividends, and withdraw
their deposits when these fluctuate. Itis a matter here of deposits from non-
capitalist sources. An industrial enterprise can be more independent in its
dividend policy; first, because its creditors are generally well informed
about its ability to pay, and second, because the payments credit to which it
has regular recourse must be covered by the commodities which it
produces, while other credit is not required continuously, as in the case of
the banks, but only at longer intervals. This greater independence enables it
to influence share prices, and gives ‘insiders’ the opportunity to make
speculative gains on the stock exchange. It also facilitates adaptation to
market fluctuations and to the needs of accumulation, both of which are
more important for the industrial enterprise than for the banks.

On the other hand, the banks can adapt a stable dividend policy more



178 The mobilization of capital

easily than can industrial enterprises, because business fluctuations do not
affect bank revenues so strongly or one-sidedly as they affect industrial
profit. In the first place, a large part of bank profit depends less upon the
absolute level of the interest rate than it does upon the difference between
the interest on the capital which they lend and that on the capital which
they borrow. This margin, however, is much more stable than the
fluctuations in the absolute level of interest, particularly if the con-
centration of banking is already well advanced. In the course of the
business cycle there are favourable and unfavourable moments which, in
part, cancel each other out. The most favourable one is a period of
increasing prosperity characterized by a gradual rise in the rate of interest,
strong demand for capital in industry, and consequently brisk activity in
share issues and larger promoter’s profits. At the same time the banks make
larger profits from the management of accounts, advances of commercial
credit, and stock exchange speculation. At the peak of the boom both the
absolute rate of interest and the difference between interest received and
interest paid out increase; but, on the other hand, share issues and
promoter’s profit begin to decline. Bank credit replaces the issue of shares
and debentures as a means of meeting the capital requirements of industry,
while speculation in securities is usually curbed some time before the onset
of the crisis by the high interest rate. The first stage of the depression, when
the rate of interest has reached its lowest point, is the most favourable time
for issuing fixed-interest obligations. Bank gains from the acquisition of
government and municipal bonds, and from the sale of fixed-interest
securities in their own possession at the current inflated prices, grow
appreciably. A part of the bank debt previously incurred by industry is
converted into share and debenture issues, since the money market is fluid,
and yields new gains on capital issues. All these factors compensate, to a
greater or lesser extent, for the smaller revenue derived from interest on the
supply of credit.

The competition among the banks is not conducted only with their own
capital but with the entire capital at their disposal. Competition on the
money market, however, is essentially different from that on the com-
modity market, The most important difference is that on the money market
capital has the form of money, whereas on the commodity market it must
first be converted from commodity capital into money capital, and this
implies that the conversion may miscarry, that the commodity capital may
decline in value, resulting in a loss rather than a profit. In commodity
competition it is a matter of realizing capital, not only of realizing value. In
the competition of money capital the capital itself is secure and it is only a
matter of the level of value it attains, the level of interest. But interest is
determined in such a way as to leave the individual competitors very little
room for manoeuvre. It is primarily the discount policy of the central
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financial institutions which determines the situation for everyone else and
sets rather narrow limits to their freedom of action. This is particularly
important in the strictly credit operations of the banks (either lending or
borrowing) where there is little competition. The less room for manoeuvre
there is, however, the more important is the purely quantitative volume of
business. Only if this is very large can the bank reduce its commission
charges and increase the interest it pays on deposits. These conditions,
however, are more or less the same for all enterprises of the same size.
Furthermore, there is no extra profit in credit operations for large
enterprises as against small ones, except perhaps in respect of economy of
operation, and the greater ease with which losses can be avoided and risks
distributed. On the other hand, the extra profit arising from patented
technical improvements in industry, which plays such an important part in
the competitive struggle, has no counterpart in this sphere.

Competition is more important in the financing of enterprises through
share issues than in the provision of credit. Here the size of the promoter’s
profit leaves scope for competitive underbidding, though even in this case
the limits are still rather narrow, and it is the extent to which industryisin a
condition of dependence as a result of previous loans, rather than the terms
offered by the banks, which is the crucial factor.

In industry, it is necessary to distinguish between the technical and the
economic aspects of competition, but in the case of the banks, technical
differences play a minor part and banks of the same type use the same
technical methods. (Banks of different types do not compete directly with
each other at all.) Here there is only an economic, purely quantitative,
difference which involves simply the size of their competing capitals. It is
this quite distinctive type of competition which makes it possible for the
banks alternately to compete and to co-operate with one another in such
varied and changing ways. An analogous situation can sometimes be
observed among equally large enterprises in industry, which may oc-
casionally enter into agreements about particular business matters; for
example, in the case of tenders. In industry, however, such an agreement is
frequently the precursor of a cartel, that is, of an enduring co-operation
which excludes competition.

Ifthe general rate of interest is the barrier to competition in the provision
of credit, so the average rate of profit constitutes a limit in the field of
payment transactions. Here the volume of business is crucial in determin-
ing the amount of commission charged, and it gives a great advantage to
the large banks.

The professional banking principle of maximum security makes the
banks inherently averse to competition, and predisposed in favour of the
elimination of competition in industry through cartels, and its replacement
by a *steady profit’.
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Bank revenue is not profit. Nevertheless, the total revenue, calculated on
the basis of the bank’s own capital, must equal the average rate of profit. If
it is lower, capital will be withdrawn from the banking business, while if it is
higher new banks will be established. Since bank capital is in the form of
money, or to a great extent can easily be converted into money at any time,
the equalization of profit can be achieved very quickly. For that reason
there is also no ‘overproduction’ of bank capital. An excessive increase in
the bank’s own capital leads to a withdrawal of capital, and its investment
elsewhere, rather than to a general crash, accompanied by depreciation,
etc., as may be seen in industry. A bank crash results only from industrial
overproduction or excessive speculation, and manifests itself as a scarcity
of bank capital in money form, due to the fact that bank capital is tied up in
a form which cannot be immediately realized as money.

With the development of banking, and the increasingly dense network of
relations between the banks and industry, there is a growing tendency to
eliminate competition among the banks themselves, and on the other side,
to concentrate all capital in the form of money capital, and to make it
available to producers only through the banks. If this trend were to
continue, it would finally result in a single bank or a group of banks
establishing control over the entire money capital. Such a ‘central bank’
would then exercise control over social production as a whole.®

In credit transactions the material, business relationship is always
accompanied by a personal relationship, which appears as a direct
relationship between members of sociely in contrast to the material social
relations which characterize other economic categories such as money;
namely, what is commonly called ‘trust’. In this sense a fully developed
credit system is the antithesis of capitalism, and represents organization
and control as opposed to anarchy. It has ts source in socialism, but has
been adapted to capitalist society; it is a fraudulent kind of socialism,
modified to suit the needs of capitalism. [t socializes other people’s money
for use by the few. At the outset it suddenly opens up for the knights of
credit prodigious vistas: the barriers to capitalist production - private
property — seem to have fallen, and the enlire productive power of society
appears to be placed at the disposal of the individual. The prospect
intoxicates him, and in turn he intoxicates and swindles others.

The original pioneers of credit were the romanticists of capitalism like
Law and Pereire; it was some time before the sober capitalist gained the
upper hand, and Gunderman vanquished Saccard.*

*The reference is to the two principal characters in Zola’s novel, L'Argent.
[Ed]
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Surmounting the obstacles to the
equalization of rates of profit

The aim of capitalist production is profit. The achievement of the largest
possible profit is the motive of every individual capitalist, and becomes the
guiding principle of his economic action as a necessary consequence of the
capitalist competitive struggle. For the individual capitalist can only
survive if he strives continually not simply to keep pace with his
competitors, but to outstrip them; and he can do this only if he succeeds in
raising his profit above the average, thus achieving an extra profit.!

The subjective desire for maximum profit, which animates all individual
capitalists, nevertheless results objectively in the tendency to establish a
uniform average rate of profit for all capital.?

This result is assured by the competition of capitals for spheres of
investment, by the constant influx of capital into those spheres with above
average rates of profit, and by its withdrawal from those spheres where the
rate of profit is below average. This perpetual ebb and flow of capital,
however, encounters obstacles which become more formidable as capi-
talism continues to develop.

The increasing productivity of labour, the progress of technology, can be
seen in the fact that the same amount of living labour sets in motion an ever
growing quantity of means of production. This process is reflected, in
economic terms, in the higher organic composition of capital, in the
increasing proportion of constant capital to variable capital in the total
capital.* This change in the ratio C:V expresses the changing image of
manufacturing industry, from bhandicraft production and the early capi-
talist factory, with its cramped working space and the workers crowded
around a few small machines, to the modern factory in which the few
diminutive human figures, visible here and there behind the gigantic frames
of automatic machines, seem to be continually disappearing.

Technological development also brings about a change in the component
elements of constant capital. Fixed capital increases more rapidiy than does
circulating capital. The following account illustrates this point:

Technical advances in the smelting process have led to an increase in
the size of firms and to an ever greater concentration of capital. Ac-
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1,000 hectares of iron ore fields 10,000,000 marks
6 coal fields in the Ruhr 3,000,000
Colliery with 1 million tons

capacity, including coke

installations 12,000,000
Blast furnace installations 10,000,000
Steel and rolling mills 15,000,000
Site, branch railway, workers’

dwellings etc. 5,000,000

Total 55,000,000 marks

Such an enterprise would need 10,000 workers. In America an invest-
ment of 20 to 30 million dollars is indicated as necessary for a steel
works with double this capacity (2,500 tons per day). By contrast,
the capital invested in the whole Nassau iron industry in 1852 was
1,235,000 florins.®

This enormous inflation of fixed capital means, however, that once
capital has been invested, its transfer from one sphere 1o another becomes
increasingly difficult. Circulating capital is reconverted into money at the
expiration of each turnover period, and can then be invested in any other
branch of production; but fixed capital is tied up in the production process
through a whole series of turnover periods. Its value is only gradually
transferred to the product, and hence only gradually reconverted into
money. The turnover time of the total capital is therefore prolonged. The
larger the fixed capital, the greater its weight in the balance of investments,
and the larger its proportion in relation to the total capital, the more
difficult it becomes to realize the valuelembodied in it without very
considerable losses, and to transfer it io a more advantageous sphere. This
circumstance modifies the competition between capitals for investment
outlets. In place of the old legal restrictions imposed by medieval tutelage,
new economic restrictions have emerged which limit the mobility of capital,
although admittedly they only affect the capital which has already been
transformed into means of production, not the capital which still awaits
investment. A second limitation consists in the fact that technical progress
expands the scale of production, and that the increasing volume of constant
capital, especially fixed capital, requires an ever greater absolute sum of
capital in order to expand production itself on a corresponding scale or to
establish new enterprises. The sums which are gradually accumulated from
surplus value are far from adequate to be transformed into independent
capitals. It is conceivable, therefore, that the influx of new capital is
insufficient or arrives Loo late. The free movement of capital, however, isa
necessary condition for the establishment of an equal rate of profit. This
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equality is violated whenever the ebb and flow of capital is impeded in
any way. Since the tendency towards equality of profit is identical with the
striving of the individual capitalist to maximize his profit, the removal of
this limitation must also begin with the individual. This occurs through the
mobilization of capital.

In order to centralize capital it suffices to create a capital association. But
the mobilization of capital simultaneously broadens the extent of the
capital which can be associated, for it makes the continuous reconversion
of industrial capital (including fixed capital) into money capital as
independent as possible from the actual reflux of capital at the end of the
turnover period during which the fixed capital has to function. This
reconversion is not possible, of course, on a society-wide scale, but is only
available to a certain number of continually changing individual capi-
talists. Nevertheless, this constant reconvertibility into money endows
capital with the fluidity of loan capital, that is, of money capital which is
advanced for a certain period and then returns as a sum of money enhanced
by interest. Thus it makes sums of money suitable for industrial investment
which would otherwise not have functioned as industrial capital.

Such sums of money must either lie idle for a longer or shorter time in the
hands of their owners, or be invested temporarily as pure loan capital.
These sums change constantly in their composition, contract and expand,
but a certain amount of such idle money is always available to be converted
into industrial capital, and thus tied up. The continual changes in this sum
of money are expressed in the continual changes in the ownership of shares.
Its conversion into industrial capital, of course, occurs only once, and once
for all. Idle capital is converted definitively into money capital, and this, in
turn, into productive capital. The fresh sums of money which flow out of
this fund of idle capital function as means for purchasing shares, and then
as means of circulation for the turnover of shares. For the owners of the
money which was initially converted into industrial capital they make
possible the return of their money, which can now be applied to other
purposes, after having served them in the meantime as capital. It should be
noted, by the way, that when share prices rise, more money will be required,
ceteris paribus, for the turnover of shares, and more money can then enter
into circulation than was originally converted into industrial capital. Here
we should observe that, as a rule, the share prices are higher than the value
of the industrial capital into which the money was converted. The
mobilization of capital, of course, has no effect upon the process of
production. It affects only property, only creates the form for the transfer
of property which functions in a capitalist way, the transfer of capital as
capital, as a sum of money which breeds profit. Since it leaves production
unaffected this transfer is in effect a transfer of property titles to profit. The
capitalist is concerned only with profit, and is quite indifferent to its source.



188 Finance capital and the restriction of free competition

Hedoesnot n-!akc acommodity, but whatisina commaodity, namely profit

One.sha‘re is, therefore, just as good as another if, other things beiné
equal,-lt br‘mgs the same profit. Every share is thus valued according to the
profit it brings. The capitalist who buys shares, buys just the same stake in
the profit as does any other capitalist who pays the same amount of mone
Heuc.e, at. the individual level, the mobilization of capital ensures that ti?:-:
equalization of the rate of profit is realized for every capitalist., But this
ha]?pens only in the case of the individual, since for him the inequalities
_wh:ch :l'eally exist are effaced when he buys shares. In reality, these
mequahties' p_)crsist, as does the tendency to balance them out. ’

Tht_: mobilization of capital does not affect the real tendency of capital to
cqua}hz_e the rate of profit. The constant effort of individual capitalists o
maximize their profits remains, and now shows itseif in the form of larger
dmdend.s and higher share prices, which indicate the proper direction for
new capital investment. The level of profit achieved, once the business
§ecret of the individual enterprise, is now more or less adequately expressed
in the le\Afel of dividends, and facilitates the decision as to where to invest
new capital. For example, if a capital of 1,000 million marks in the iron
mdustrylmakes a profit of 200 million marks, whereas the same capital in
anqther industry makes only 100 million marks, then assuming a capitali-
zation of 5 per cent, the market price of the iron shares will be 4,000 miilion
m'arks, and that of the other shares 2,000 million marks. In tfu's way, the
dxfferencfc is obliterated for the individual owners. But this will not c;eter
new capital from seeking investment in the iron industry, where it can make
above-average profits. It is the share system, in fact, which facilitates the
ﬂoTv of capital into such areas, not only because, as has already been
pou_lted oul, it removes the difficulty presented by the large amounts of
capltal required, but also because the capitalization of the extra profit in
this sphere holds out the promise of ’large promoter’s profits, and
el'1cou1'*a-ges the banks to participate in this branch of productiou’ The
disparities in the rates of profit take the form, in this case, of djfferen;:es in
the amount of promoter’s profit, but they are then evened out by the flow of
newly accumulated quantities of surplus value into those spheres which
have the highest promoter’s profit.

Similarly the mobilization of capital does not affect the difficulties which
obstruct t.he equalization of the rate of profit. On the other hand, however
the combination of capitals which always accompanies their mo’bilizatio:;
removes the limitations which arise from the magnitude of the capitals
reqp:red for new invesiment. With the increasing wealth of capitalist
society, and U.IB ability to combine many individual sums of money, the size
of an enterprise is no longer an obstacle to its establishment. The ’rcsult is
that the equalization of the rate of profit is possible, increasingly, only
through the influx of new capital into those spheres in which the r:'ne of
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profit is above the average, whereas the withdrawal of capital from those
branches of production which have a large amount of fixed capital is
extremely difficult. In the latter case the capital can only be reduced by a
process of gradual obsolescence of old installations, or by the destruction
of the capital in the event of bankrupicy.

At the same time the extension of the scale of production gives rise
to a further difficulty. A new business in a highly developed sphere of
capitalist production must be established from the outset on a very large
scale, and its establishment will at once increase enormously the output of
that branch of industry. Technological imperatives do not allow the careful
and discriminating increase of production which might be indicated by the
capacity of the market. The rapid spurt in production may have an over-
compensating effect on the rate of profit, which from having been above the
average, may now fall below the average.

Thus obstacles to the tendency to equalize rates of profit emerge, and
they increase as capitalism develops. The strength of these obstacles varies,
of course, in different spheres in accordance with the composition of
capital, and in particular with the relative proportion of fixed to total
capital. The difficuities are greatest in the most advanced branches of
capitalist production, in the heavy industries, where fixed capital is by far
the most important factor, and where it is most difficult to withdraw capital
once it has been invested.

What effect does this have on the rate of profit in these spheres? One
might conceivably argue that since these industries require a very large
initial capital, such as few people possess, there will be less competition and
a higher profit. This argument, however, is only valid for the period when
capital still functioned in an individual capacity. The possibility of
combining capitals easily overcomes this limitation. The fact that a very
large amount of capital is required presents no impediment to obtaining it.
On the other hand, in such branches of industry, it is wellnigh impossible to
equalize the rate of profit by withdrawing capital, and extremely difficult to
write off the capital. These highly developed industries are precisely the
ones in which competition eliminated the small firms most rapidly, or in
which there were no small firms to begin with (as in many branches of the
electrical industry). Not only does the large firm predominate, but these
large, capital-intensive concerns tend to become more equally matched, as

the technical and economic differences which would give some of them a
competitive advantage are steadily reduced. The competitive struggle is not
one between the strong and the weak, in which the latter are destroyed and
the excess capital in that sphere is eliminated, but a struggle between equals,
which can remain indecisive for a long time, imposing equal sacrifices on all
the contending parties. The enterprises involved must all find ways of
continuing the struggle, if the whole immense capital invested in each of
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them is not to depreciate in value. Consequently, it has become extremely
difficult, in this sphere, to ease the situation by writing off capital ; and at the
same time the establishment of any new enterprise, because of the high
production capacity which it must possess from the outset, has a powerful
influence upon supply. A situation may casily develop, in these areas, in
which the rate of profit remains below the average over a long period, and
this situation is all the more dangerous, the lower the average rate of profit.
The decline in the rate of profit which is associated with the development of
capitalist production continually narrows the range within which pro-
duction is still profitable. If the rate of profit is only 20 per cent, as
compared with a previous rate of 40 per cent, a much smaller decline in
price is enough to eliminate the profit entirely and defeat the very purpose
of capitalist production. It is just these industries, with their large amounts
of fixed capital, which are particularly vulnerable to competition and to the
resulting decline in the rate of profit, while at the same time they find it
increasingly difficult to change the established distribution of capital
resources. Assuming free competition, the rate of profit which emerges in
such industries may well be below the average, and it can be equalized only
very gradually, if the influx of new capital comes to an end and
consumption slowly increases as a result of the growth of population. The
tendency toward a lower rate of profit may be reinforced by the fact that
new capital (share capital) can only expect to receive, from the outset, a rate
of profit below the average.

On the other side, a lower-than-average rate of profit will be the rule in
those spheres in which individual capital is still dominant and the capital
required is relatively small. These spheres attract capital sums which
cannot compete in the advanced sectors of industry, and which are too
small to allow their owners to invest them as interest or dividend-bearing
capital. They are the spheres of retail trade and petty capitalist production,
characterized by a bitter competitive struggle and the continual de-
struction of old capital which is at once replaced by new capital; spheres
populated by those elements in society who always have one foot in the
proletariat, are always threatened by bankruptcy, and of whom only a few
gradually develop into big capitalists. These are the sectors of production
which, in very diverse ways, are increasingly forced into a position of
indirect dependence upon big business,

Aside from the fact that these sectors of production are overcrowded,
there is another reason for the reduction of their rate of profit. There is
savage competition for trade, which involves large expenditures to
accelerate the turnover of goods and increase sales. Large advertising
campaigns are undertaken and hordes of salesman are sent oui. Ten
salesmen battle for every customer. All this requires money, which swells
the capital in these sectors, but since it is not used productively and does not
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increase profit, the rate of profit, which must now be calculated on this
larger capital, declines.

Thus we see how, for entirely different reasons, the rate of profit tends to
be depressed below the average at both poles of capitalist development.
Where capital is sufficiently powerful a counter tendency emerges in order
to overcome this trend. The final outcome is the abolition of [ree
competition, and a trend towards the maintenance of a lasting inequality of
rates of profit, until eventually this inequality itself is eliminated by the
removal of the division between different sectors of production.’

The tendency which thus arises within industrial capital, and more
particularly in its most developed sectors, is given a further impetus by the
interests of bank capital. We have seen that concentration in industry also
promotes a concentration of the banks, which is reinforced by the specific
conditions of development of the banking business. We have also noted
how bank capital can expand industrial credit by the issue of shares, and
encouraged by the prospect of promoter’s profit acquires an ever increasing
interest in the financing of enterprises. Other things being equal,
promoter’s profit depends upon the overall level of profit. Hence bank
capital becomes directly interested in industrial profits. As concentration
proceeds in banking, so the range of industrial enterprises in which the
bank participates as a supplier of credit, and as a financing agency, grows.

An industrial enterprise which enjoys technical and economic super-
iority can count upon dominating the market after a successful competitive
struggle, can increase its sales, and after eliminating its competitors, rake
in extra profits over a long period, which more than compensate it for the
losses sustained in the competitive struggle; but the bank has other
considerations in mind. The triuraph of one enterprise means defeat for the
others, in which the bank is equally interested. These enterprises had drawn
heavily upon bank credit and the borrowed capital is now endangered. The
competitive struggle itself involved all the enterprises in losses. The bank
had to curtail its credit and forego profitable financial transactions, for
which the victory of one of the enterprises provides no compensation. A
powerful enterprise of this kind is an adversary from which the bank
cannot earn very much. In general, it can only stand to lose from
competition among enterprises which are its customers. Hence the bank
has an overriding interest in eliminating competition among the firms in
which it participates. Furthermore, every bank is interested in maximum
profit, and other things being equal, this will be achieved by the complete
elimination of competition in a particular branch of industry. That is why
the banks strive to establish monopolies. In this way the tendency of both
bank capital and industrial capital to eliminate competition coincides. At
the same time, the increasing power of bank capital enables it to attain this
goal even il it is opposed by some enterprises which, on the basis of
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particularly favourable technical conditions, would perhaps still prefer
competition. [ndustrial capital has bank capital to thank for eliminating
competition at a stage of economic development in which, without
intervention, free competition would still prevail.®

These general tendencies to restrict competition are supplemented by
other tendencies which arise from certain phases of the industrial cycle. It
should be noted, first, that during a period of depression the drive to
increase profits asserts itself with particular strength. In times of prosperity
demand exceeds supply, as is shown by the fact that cutput is sold long
before it has been produced.’ But it should also be noted that during such a
period demand frequently has a speculative character. People buy in the
expectation that prices will continue to rise, and while the rise in prices
restricts consumer demand it stimulates that of speculators. If demand
exceeds supply the market price is determined by the least efficient
enterprises, and those which have more favourable conditions of pro-
duction realize an extra profit. Enlrepreneurs are a tightly knit group, even
without any formal agreement.

The contrary is true in a depression, when there is a scramble to save
whatever can be saved, and everyone acts without regard Lo others.

That side of competition which is momentarily the weaker is also
that in which the individual acts independently of the mass of his
competitors and often works against them, whereby the dependence
of one upon the other is impressed upon them, while the stronger
side always acts more or less unitedly against its antagonist. If the
demand for this particular commodity is larger than the supply, then
one buyer outbids another within certain limits, and thereby raises
the price of the commodity for all of them above the market price,
while on the other hand the sellers unite in trying to sell at a high
price. If, vice versa, the supply exceeds the demand, someone begins
to dispose of his goods at a cheaper rate and the others must follow,
while the buyers unite in their efforts to depress the market price as
much as possible below the market value. The common interest is
appreciated only so long as each gains more by it than without it.
And common action ceases as soon as this or that side becomes the
weaker, when each one tries to get out of it by his own devices with
as little loss as possible. Again, if someone produces more cheaply
and can sell more goods, thus assuming more room on the market
by selling below the current market price, or market value, he does
it, and thereby he begins an action which gradually compels the
others to introduce the cheaper mode of production and reduces the
socially necessary labour to a new and lower level. If one side has
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the advantage, everyone befonging to it gains. It is as though they
had exerted their common monopoly. If one side is the weaker, then
anyone may try on his own to be the stronger (for instance, anyone
working with lower costs of production) or at least to get off as ea-
sily as possible, and, in that case, he does not care in the least for his
neighbour, although his actions affect not only himself, but also all
his fellow strugglers.'®

Thus a contradiction arises: the restriction of competition can be
accomplished most easily when it is least necessary, namely in a period of
prosperity, because the agreement among producers then only sanctions an
accomplished fact. Conversely, during a depression, when the restriction of
competition is most essential, it becomes extremely difficult to conclude any
agreement. This accounts for the fact that cartels are most easily organized
in periods of prosperity, or at least after the end of a depression, but
frequently collapse during a depression, unless they are very strictly
organized.'' It is also clear that monopolistic combines will control the
market much more effectively in good years than in times of depression.'?

Besides the tendencies which give rise to a protracted decline in the rate
of profit and in its average level, which can only be overcome by eliminating
their cause — competition — there is also the phenomenon of a fall in the rate
of profit in one industry resulting from an increase of profit in another.
Whereas the first kind of decline is due to long-term causes, the second
arises from the conditions of the industrial cycle; and while the first will
eventually occur in all branches of advanced capitalist production, the
second will only affect particular branches of production. Finally, while the
former results from competition within an industry, the latter originates in
the relation between different branches of industry in which one supplies
the raw materials of the other.

In times of prosperity production expands. This expansion occurs most
rapidly where the amounts of capital involved are relatively small and
production can be increased quickly at many points. To a certain extent
this rapid expansion of production checks the rise in prices, notably in a
large part of the finished goods industry. On the other hand, production
cannot be expanded so rapidly in the extractive industries, where sinking a
new shaft, or installing new blast furnaces, requires a comparatively long
period of time.'? During the initial phase of prosperity the increasing
demand is met by a more intensive use of the existing productive capacity.
But at the height of the boom demand from the manufactured goods
industries increases more rapidly than the output of the extractive
industries. Raw material prices therefore rise more rapidly than those of
manufactured goods. The rate of profit in extractive industries thus
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It is a somewhat different matter in the case of large integrated firms
which produce standardized goods (mass consumption goods) and where
the production of one branch of the enterprise meets the demand of
another branch. Commerce then becomes entirely superfluous. The
merchant and his profit can be eliminated, and he is eliminated by such
combinations of enterprises. The elimination of commercial profit is
peculiar to a combine as distinct from an association of businesses of the
same kind, between which no commmercial relations have developed in the
natural course of events. Commercial profit, however, is simply a part of
the total profit, and its disappearance increases the industrial profit
proportionately. As long as the integrated concerns compete with those
which remain independent, this increased profit gives them a competitive
advantage.

If the rates of profit were the same for both types of concern, and equal to
the average rate of profit, the combine would not enjoy any initial
advantage, since il could only realize the average rate of profit. But
combination smoothes out the fluctuations of the business cycle and so
assures a more stable rate of profit for the integrated firm. Second, it
eliminates the middleman’s trade. Third, by the opportunity it offers for the
introduction of technical improvements, it achieves an extra profit as
compared with the non-integrated concerns. Fourth, it strengthens the
competitive position of the integrated concerns as compared with others
during a severe depression, when raw material prices fall less rapidly than
the prices of finished goods.

Combination, which involves a contraction of the social division of
labour, at the same time as it gives an impetus to the division of labour
within the new integrated concern, extending increasingly to management
functions as well, has been a feature of the papitalist mode of production
from the beginning,

Finally, just as manufacture arises in part from the combination of
various handicrafts, so too it develops into a combination of various
manufactures. The large English glass manufacturers, for instance,
make their own earthenware melting pots, because on the quality of
these depends, to a great extent, the success or failure of the process.
The manufacture of one of the means of production is here united
with that of the product. On the other hand, the manufacture of the
product may be united with other manufactures, of which that pro-
duct is the raw material, or with the products of which it is itsell
subsequently mixed. Thus we find the manufacture of flint glass com-
bined with that of glass cutting and brass founding; the latter for the
metal settings of various articles of glass. The various manufactures
so combined form more or less separate departments of a larger
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manufacture, but are at the same time independent processes, each
with its own division of labour. In spite of the many advantages
offered by this combination of manufactures, it never grows into a
complete technical system on its own foundation. That happens only
on its transformation into an industry carried on by machinery.*®

The enormous strides made by combination during the most recent
phase of capitalist development are attributable to powerful economic
forces, and particularly to the formation of cartels. However, once a
combination has come into existence as a result of economic forces it will
very soon present opportunities for the introduction of technical improve-
ments in the process of production. One need only consider, for example,
the linking of blast furnaces with processing plants, which first made
possible an efficient utilization of blast furnace gases as a motive power.
These technical advantages, once achieved, in turn become a powerful
motive for forming combinations where purely economic factors would not
have brought them about.

By combination, therefore, we mean an association of capitalist
enterprises in which one supplies the raw materials for another; and we
distinguish this kind of association, which arises from variations in the rate
of profit in different sectors of industry, from the association of enterprises
within the same branch of industry. The latter is formed with the object of
raising the rate of profit in that branch of industry above its sub-average
level by suppressing competition. In the first case the rates of profit in the
different branches of industry to which the enterprises belonged before they
were combined do not undergo any change. The different rates of profit
remain, except for the integrated enterprise itself. In the second case a rise
in profits is expected in this branch of industry as a result of decreasing
competition. Theoretically, this can happen even when only two enter-
prises unite, either because they put an end to the competition between
themselves, or because the combination of the two enterprises is large
enough to dominate the market and by this means to raise prices, thus
limiting competition also for the other enterprises. Of course, a situation
may also arise in which the unified enterprises use their more powerful
position chiefly in order to beat down their rivals in competition, and only
after this goal has been achieved does the rate of profit begin to rise.

The unification of enterprises can take two forms. The enterprises may
retain a formal independence, and affirm their association only by
agreements, in which case we are faced with a ‘consortium’ (Inzeressenge-
meinschaft). If, however, the enterprises are dissolved in a new enterprise,
this is called a ‘merger’ (Fusion). Both a consortium and a merger may be
either partial, in which case free competition continues to prevail in the
branch of industry concerned, or monopolistic.?*®
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combination have in order to dictate the market price? There is no general
answer to this question valid for all branches of production. Yet there is a
basis for an answer if we recall what was previously said about the
differences in the behaviour of competitors in periods of prosperity and
depression. When business is good, and demand exceeds supply, the price
of the product will be as high as possible, and at such times outsiders sell
above rather than below the cartel price. It is different during a depression
when supply exceeds demand. This is the time when it must be made clear
whether or not the combination does really control the market. This will be
so only if its output is absolutely indispensable to meet the requirements of
the market. It will only sell if its price is met, and this price must be met
simply because the market cannot dispense with the output of the cartel.
The latter can then sell the quantity lacking in the market, at its own chosen
price. But it must restrict production sufficiently not to flood the market,
whereas outsiders are able to dispose of their entire output. This kind of
price policy is most likely to be followed first in those branches of
production in which restriction of output does not involve too great a
sacrifice, that is to say, particularly where human labour constitutes one of
the main elements and the depreciation of constant capital does not play a
very important part. Both these conditions prevail in the extractive
industries. Ore and coal do not depreciate and human labour is the main
factor in their production. Second, this price policy can be followed in the
case of products, the consumption of which contracts only slightly duringa
depression. When both the above-mentioned features are absent,
however, the cartel is obliged to make price concessions to meet the
competition of outsiders if it is to maintain its sales. This is the point at
which a cartel which does not dominate the total production loses its
control over the market and free competition is re-established.

The necessity of curtailing production makes for higher production costs

on a diminished output and a lower rate of profit; and so runs counter to
the tendency to maintain prices even during a depression, which reflects the
cartel’s domination of the market. The cartel can avoid this restriction of
production, however, if it meets only the average demand of the market,
and leaves the satisfaction of cyclical demand to the outsiders. But this is
possible only if the outsiders cannot produce more than is required by the
additional demand in a period of prosperity (for otherwise there is a danger
that the sales of the cartel itself would be restricted), and second, the
outsiders’ costs of production are higher than those of the cartel. Only
under these conditions would price levels that are still profitable for the
cartel drive its competitors out of the market and guarantee its own sales.
In other words, it is essentially the outsiders upon whom the entire burden
of business fluctuations is imposed. The cartel makes large additional
profits during periods of prosperity, and normal profits during a depres-
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sion, when its competitors are eliminated. Under such conditions it is
undoubtedly in the interest of the monopolistic combination not to prevent
the activities of outsiders altogether, as it would have the power to do in
many cases, thanks to its dominant position.

In what circumstances can production by outsiders be expected to
operate at such a disadvantage? This may be the case when the size and
technical equipment of the monopolistic combination ensure its super-
iority, but such advantages are often transient or not sufficiently great. It is
a different matter when the cartels concerned have at their disposal more
favourable natural conditions of production, and can therefore connect a
natural monopoly with an economic one. Such, for example, are the cartels
which have acquired particularly high-grade coal or ore mines, or
advantageous water-power sites, leaving the outsiders at a disadvantage.
The latter will then be unable to increase their production sufficiently to
endanger the cartel’s sales, and they will only be able to produce at all when
the high prices during a period of prosperity cover their high costs of
production.

The steel trust provides an excellent example of this kind of policy. The
corporation could easily increase its output, but it does not do so, simply in
order to avoid the burden of overproduction during a depression.

The large combined enterprises in the pig-iron industry consider it
desirable to have a basic output which will always find a market. In
order to achieve this, they allow the outsiders who do not belong to
the combine, and whose costs of production are high, to expand
steadily during times of lively demand and even give them more
work by passing on orders to them. With rising prices the backward
firms become profitable again, a speculative fever leads to the estab-
lishment of new independent concerns, and in short, production in-
creases at a higher level of costs compared with the previous very
low costs. This trend continues until the increasing demand is satis-
fied and prices begin to fall again. Now the blast furnaces which
were brought into operation during the boom disappear from the
market if their costs of production are too high, since they cannot
show a profit. Only the firms with the lowest costs of production
survive, because they are still able to produce profitably; and these
are above all the steel trust, the large combines, and here and there a
particularly well favoured, independent blast furnace concern.

This is how the large enterprises, and above all this corporation,
establish a pattern of production which, in the main, can operate at
a profit and find a market for its output in bad times as well as
good. During good times, the corporation is not hurt by the in-
creased competition of outsiders, for if it undertook to meet the in-
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creased demand itself it would suffer more keenly from the effects of
overproduction in the subsequent recession, whereas the outsiders
now have to bear the brunt of it.??

A somewhat different situation prevails, to take one example, in the case
of the Rhenish-Westphalian Coal Syndicate. Here outsiders are not very
important. In 1900 the syndicate mines accounted for 87 per cent of total
production in the Dortmund Oberberg district, those outside the syndicate
for only 13 per cent. The syndicate therefore controlled the market and
prices. That is why it preferred to maintain the prosperity prices of 1900
even during the crisis of 1901, and to restrict production. As a result, the
outsiders could increase their output somewhat in 1901 and 1902, whereas
the output of the syndicate, which attached more importance to maintain-
ing prices, declined.??

On the other hand, 2 monopolistic combination is obliged to follow a
different policy in cases where the expansion of production is not restricted
by any natural monopolies, and where it can be increased [ar beyond the
amount of the additional demand in a period of prosperity, while costs
remain the same or even lower. Control of the market will then depend
essentially upon whether the combine controls an overwhelming part of the
total output; otherwise a depression would make the cartel valueless to its
participants, and perhaps destroy it.

The presence or absence of a natural monopoly has a crucial influence
upon price formation and costs of production, and hence also upon the
stability and durability of a monopolistic combination and the extent ofiis
power to control the market. [tisa crucial determinant of the proportion of
total production which the combine must have in its own hands in order to
be able to dominate the market. ;

The degree of assurance that control of the market is being maintained
may vary greatly. It will be greatest when an economic monopoly can be
effectively reinforced by a natural monopoly. At the same time, an
established monopolistic combine has a great advantage because ifs large
capital funds allow it to keep massive resources tied up over long periods of
time. The strength of the syndicates which produce raw materials is largely
due to their monopolization of the natural conditions of production, which
is also greatly facilitated, in most cases, by mining legislation.

An economic monopoly is bolstered by a legal monopoly through the
possession of patent rights by the monopolistic combinations. In this case
too, because of their larger capital resources, they are in a better position
than their individual competitors to acquire new patents and so (o
strengthen their monopolistic position.?*

An intermediate stage between a natural and legal monopoly, and a
purely economic monopoly, is that which encompasses means of transport.
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Hence the effort of the trusts to acquire control over both land and water
transport. Nationalization of the means of transport reduces monopolistic
power and, to a certain extent, slows down the concentration of enterprises
and property. Economic monopoly as such becomes all the stronger the lar-
ger the amount of capital necessary in order to establish a new enter-
prise, and the closer the connection between the banks and the
monopolistic combination becomes; for without the help of a bank, and

ccrtai'nly if the banks oppose it, a large industrial enterprise can scarcely
remain viable today.
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The capitalist monopolies and commerce

Capitalist combinations in industry have repercussions upon circulation
and its mediation through commerce. I refer here to commerce as a specific
economic category, and treat it as distinct from such technical functions as
weighing, measuring, and transporting. Commodity production nec-
essarily entails a multilateral change of position of commodities which is
accomplished through purchase and sale. If these become independent
functions of a unit of capital, then this capital is trading or commercial
capital, Clearly, when these activities (which otherwise would have to be
carried out by the producers themselves) become autonomous they do not
thereby become value-creating operations, and merchants do not become
producers. Nevertheless, the autonomy of commerce does effect a con-
centration of buying and selling, savings on storage and maintenance costs,
etc. Commerce, in short, reduces the necessary circulation costs and so
eliminates some of the unproductive expenses of production. But in order
to engage in trade a sum of money is necessary which must then be
converted into commodities. In capitalist society every sum of money takes
on the character of capital, and if commercial functions are to become
independent the money invested in commeree must become capital, that is,
yield a profit. It is clear, however, that this profit does not arise from
commerce, from the mere activity of buying in order to sell again, but is
only appropriated there. The magnitude of the profit is determined by the
amount of capital, for in an advanced capitalist society capitals of equal
size bring equal profits. Nevertheless, this profit itself is derived from the
profit created in production. The industrialists must hand over a part of the
profit which was originally theirs to the merchants, and it must be large
enough to atiract the necessary capital into commerce.

Commerce, which antedates the generalization of commodity pro-
duction, and hence the development of capitalism, is — like usury and loan
capital - older than industrial capital, and provides the starting point of
capitalist development, by bringing together the bulk of the monetary
wealth of society. Through credit, which has always been an important
means of establishing capitalist relations of dependence — frequently in the
form of commodity credit — it made the old handicraft system of pro-
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duction dependent on it and thus launched capitalist domestic industries as
well as the first manufacturing industries. The later development of
industrial capital put an end to the dependence of industry upon commerce
and separated the two activities.

The development of commerce itself is determined by two factors. On
one side it is determined by the technical conditions of trade. Commerce
assembles products from the various centres of production and eventually
sells them to the final consumers. The more dispersed the population is, the
more retail sales have to be divided up not only quantitatively, but also
seasonally and geographically. The character of retail trade depends upon
the income structure and the geographical concentration of the final
consumers, and both these factors vary with the social development and
social structure of a given country. It is precisely in respect of commercial
techniques that the superiority of a large firm over a small one becomes
evident. The costs of buying and selling, book-keeping, etc., do not increase
by any means proportionately to the turnover. Hence, there is a trend
toward concentration. On the other hand, it is the nature of commerce that
as it comes closer to the final consumer sales become more fragmented in
terms of place and time. The size of a commercial firm is thus limited by its
proximity to the final consumer; and these limits, which are always elastic,
tend to expand as a country develops, but have an influence, in all cases,
upon the size of businesses. At every stage the trend toward larger firms
asserts itself, but it varies in its strength and tempo. The need to
decentralize commerce geographically is met by establishing branches of
the same large firm. On the other hand, the concentration of population in
cities allows retail trade to be concentrated in large department stores. But
this is only the beginning of concentration. The technical requirements of
trade link department stores themselves with large purchasing houses,
which combine large numbers of department stores and come to control
them financially to a greater or lesser extent. On the other hand, the
enormous financial needs of the large department stores force them into a
close relationship with the banks.*

Alongside this process of concentration, there is also a trend in retail
trade to eliminate the independent trader in so far as the producers in the
consumer goods industries themselves take over the sale of their products.
This process is most advanced where a trust has completely eliminated the
independent retail trade, as the American Tobacco Trust has done.?

On the other hand, there are obstacles which tend to retard the process of
concentration. It is comparatively easy to open a small retail business — all
the easier, the smaller it is ~ because credit is available (all that is needed
being commodity credit) particularly when it is sought from producers, for
whom it is a2 means of competition for markets. In these small retail
businesses a low rate of profit prevails and this makes the tradesman into a
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mere agent of the capitalist, whose products he sells. Consequently, there is
no strong economic motive for eliminating him,

Aside from these technical factors which play a role in the case of
products destined for the final consumers, that is to say, in retail trade, the
repercussions of the relationships within industry are of major importance,
where it is a matter of the turnover of commodities among industrial
capitalists themselves or between them and the wholesalers. Here con-
centration in industry reacts upon the development of commerce, which is
obliged to adapt to it. The more concentrated industrial enterprises are,
and the greater their output, the larger the capital required by the dealers
who dispose of this output. Furthermore, as concentration reduces the
number of industrial concerns, the more superfiuous do dealers become,
and the simpler does it appear for the larpge concentrated industrial
concerns to enter directly into contact with each other without any
independent merchant as an intermediary. Concentration in industry not
only brings about concentration in commerce, but also makes it super-
fluous. There are fewer turnovers, because each individual turnover is
larger, and increasingly the services of an independent merchant capitalist
can be dispensed with. In this way, however, a part of the capital available
in commerce becomes superfluous and can be withdrawn from circulation.

The capital invested in commerce is equal to the value of the annual
social product, divided by the number of turnovers of commercial capital,
and multiplied by the number of intermediate stages through which it
passes before it reaches the final consumer. But this is only the amount of
commercial capital in book-keeping terms. The greater part of commercial
capital comsists of credit. Commercial capital is used only to circulate
commodities, but as we have seen, this circulation can be carried on, for the
most part, without the use of actual money, Productive capitalists simply
extend credit to each other, and the loans are later cancelled out. The actual
merchant capitalis verymuchsmaller, and itis only from this capital that the
merchant derives a profit. The industrialist’s profit depends upon his entire
capital, repardless of whether it is his own capital or borrowed capital,
because it is productive capital. The merchant’s profit depends only upon
the capital which is actually used, for this is nol productive capital, but
functions simply as money or commodity capital. The use of credit in this
case does not entail merely a partition of property and hence a division of
the profit, but an absolute contraction of the capital and along with it a
reduction of the profit which accrues to the commercial class and is paid to
it by the industrial capitalists. Here, credit reduces directly the costs of
circulation just as paper money does.

Commercial profit, however, is part of the total surplus value generated
by production. Other things being equal, the larger the share which falls to
commercial capital, the smaller will be the share of industrial capital. Thus
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there exists a conflict of interest between industrial and commercial capital.
These conflicting interests lead to a struggle which ends with the victory of
one of the parties and the subordination of the other in a relation of
dependence. In any such struggle between capitalist interests, the deciding
factor is the relative strength of the capitals involved, but this should not be
conceived in purely quantitative terms. The whole preceding discussion
shows that the form of the capital is also important. Other things being
equal, control over money capital assures superiority, because both
industrialists and merchants become increasingly dependent upon money
capital as the credit system develops. Thus, in a variety of ways, the
dependency of both industry and commerce is accomplished.

As long as free competition prevailed, commerce could exploit the
competitive struggle among industrialists to its own advantage. This was
especially true in those branches of industry in which production was still
relatively widely dispersed among many firms, while commerce had
reached a more advanced stage of concentration. Credit relations worked
in the same direction. As long as credit was largely payment credit which
the banks extended mainly to commercial capitalists, the merchants
enjoyed a financial superiority, which they used in order to obtain
advantageous prices, as well as favourable delivery and payment terms,
from the producers. By this means the merchants were able to skim the
cream {rom a period of prosperity, and to impose some of the losses during
a depression on the producers. This was a time when there were constant
complaints from industrialists about the dictatorship of the merchants.
Later on, the behaviour of the merchants served the industrialists as a
Justification for the establishment of cartels. This situation changed
fundamentally, however, with the change in the relations between the
banks and industry, and with the rise of capitalist combinations in
industry.

Partial industrial combinations reduce the amount of trade. Vertical
combinations do this directly by making trading operations entirely
superfluous. Horizontal combinations have the same effect as does
concentration in general. Monopolistic combinations, on the other hand,
tend to eliminate independent trading altogether. We have seen that real
control of the market first becomes possible when commodities are sold
through a central agency. But in order to regulate production in its branch
of industry the central agency must be able constantly to estimate the likely
volume of sales. Since consumption always depends on the level of prices,
the monopolistic combine must be able to fix prices at every stage up to the
final consumer, without any interference by independent elements. But
these independent elements are precisely the merchants. If commercial
operations, including the determination of prices, were left to the
merchants, they would be in a position to exploit the market situation,
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which is the principal advantage of the cartel. They could hoard stocks for
speculative purposes, and particularly during periods of prosperity sell
them at higher prices. This would result, on the one hand, in a contraction
of production, without any compensating benefits to the cartel in the form
of a higher profit, and on the other hand, in the directors of the cartel
misjudging the market if they planned their production solely on the basis
of this speculative and perhaps misleading demand from the merchants.
The monopolistic combination will therefore strive to eliminate all forms of
independent commerce, since only then will it be able to bring its full
influence to bear upon the level of prices.

As we have seen, however, cartelization itself already involves an
intimate connection between industry and bank capital; hence the cartel is
usually stronger and can dictate its own terms to commerce. Its aim in
doing so will be to deprive commerce of its independence and to remove its
power to fix prices. Thus cartelization will eliminate commerce as a sphere
of capital investment. It restricts commercial operations, eliminating some
of them entirely, and performing the others through its own salaried
employees, the sales personnel of the cartel. Some former merchants,
indeed, may well become agents for the cartel, which then prescribes
exactly what their buying and selling prices should be, the difference
between them constituting the commnission for these ‘merchants’. The level
of this commission is no longer determined, however, by the average rate of
profit, but is simply a wage fixed by the cartel.

But if the balance of power between the two forms of capital is different,
the relationship between commerce and cartels may also be somewhat
different. It is possible that conditions could be more favourable to
concentration in commerce rather than in industry. In this case a smail
number of merchants would confront many industrial enterprises with
comparatively small capitals who are dependent on the merchants for the
sale of their products. The merchants are then able to make use of their
greater resources to convert a part of their capital into industrial capital by
participating financially in these enterprises. They can then take advantage
of the dependent position of industry to compel the enterprises to sell to
them at lower prices, and so increase their commercial profit at the expense
of industrial profit. In recent years such relations of dependence have been
developing quite rapidly in some consumer goods industries which sell their
products to large capitalist department stores.

These relations of dependence reproduce, at a higher stage of capitalist
development, the process which led to the emergence of capitalist domestic
industry, in which the merchant displaced the artisan. But similar relations
may also be found in industries which are ripe for cartelization, Here
commercial capital, which is perhaps involved in a whole series of
enterprises, can play the role which would otherwise be assumed by bank

capital.
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In these cases merchants participate directly in the cartel, but they do so
because, in fact, they were already involved in industrial produc?:ion
through their financial participation.? In reality, nothing has changed. For
here too commerce is deprived of its power to fix prices, and ceases to serve
as a market for the industrialists, who now enter into direct relations with
the consumers.

The monopolistic combination thus eliminates independent trade by
making some commercial operations entirely unnecessary and by reducing
the cost of the others. The reduction of those circulation costs which arise
from the attempt to win over consumers to the products of a particular
enterprise, at the expense of the sales of other enterprises, has the same
effect. What is involved here is the outlay on sales representatives (in so far
as their number is determined by the fragmentation of production among
individual enterprises) and on advertising. Such outlays are unproductive
costs of circulation. They produce profit for the individual entrepreneur to
the extent that he succeeds in increasing his turnover. For the branch of
production as a whole these outlays constitute a deduction from the profit
which would otherwise accrue to it. Cartelization reduces these costs
enormously, by limiting advertising to what is necessary for product
ref:qgniﬁon, and reducing the number of sales representatives to the
minimum required for the performance of these diminished, simplified and
accelerated trading operations.

Austria has experienced a unique development. For historical reasons a
genuine capitalist wholesale trade has not developed fully here. In the mass
consumer goods industries, particularly where speculation plays a role, as
in the sugar trade, the bank has assumed the functions of the wholesale
dealer. Bank capital could do this ali the more easily since it involved tying
up only very small amounts of capital. As a result bank capital acquires an
interest in cartelization both as a dealer and as a supplier of credit. Austria,
therefore, provides the clearest example of the direct and deliberate
influence of bank capital upon cartelization. The bank then retains its
function as a sales agent for the cartel and receives a fixed commission for
these services. A similar trend has emerged recently in Germany, Thus, for
example, the Schaaffhausen Bank has established its own commodities

department for the sale of cartelized products.*

The outcome of the whole process is a reduction of the amount of
commercial capital. But if the capital is reduced, so also is the amount of
profit accruing to it, which derives, as we know, from industrial profit. This
reduction of commercial capital is also a diminution of unproductive costs.
What effect does this have on prices? The price of a product is determined
by its cost price plus the gross profit. The division of this profit between
entrepreneurial profit, interest, commercial profit, and rent, has no effect
on the price. The fact that a cartel has taken the place of the merchant, and
that some trading operations have been eliminated, means only that the
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industrialist no longer has to surrender any part of his profit to the
merchant. So far as the consumer is concerned the price of the product
remains unchanged.’ The costs of circulation constitute a deduction from
profit, and the diminution of these costs means that industrial profit,
entrepreneurial gain, increases by the same amount. It is only the
superstition that profit arises from trade, the belief that the merchant
makes a profit simply by adding a mark-up to his cost price, which leads
some writers to entertain the hope that a reduction of commercial costs
could somehow bring down the price of products for the consumer.®

The diminution of commercial operations also has the effect of releasing
capital previously employed in commerce, which now seeks new investment
opportunities. In certain circumstances this may increase the pressure to
export capital.

Itisin the interest of the cartels to retain the external forms of commerce.
On this point Kirdorf, the overlord of the coal syndicate, observes:

To reach the ultimate source of consumption, the individual con-
sumer, requires an enormous apparatus, and the increased adminis-
trative cost would definitely exceed the advantages derived from
higher prices for direct delivery. The business would become into-
lerably costly and the bureaucracy would become too large to super-
vise and control. Hence, within certain limits, a strong middleman’s
trade remains an absolute necessity which can never be entirely
eliminated.” -

In fact, of course, it is no longer a question of dealers and merchants, but
of agents of the syndicates whose independence is as fictitious as that of the
artisan in domestic industry who passes for a master craftsman. The only
difference is that while technical changes in production make domestic
industry unprofitable beyond a certain point, this is less so in commerce.
There is no real economic difference between a commercial representative
on a fixed salary and an ‘independent’ merchant who, in reality, receives a
commission; for by determining the extent of sales areas, and fixing prices
for the various areas, the syndicate moderates divergences to the point
where, in effect, the income of the employee and the income of the merchant
are about the same. The fiction of independence created by a different type
of remuneration - and in this case it is a matter of a wage, the income of the
‘merchant’ consisting of the profit on his capital plus the wage which the
syndicate would have to pay to an agent — saves the costs of supervision
and control, just as piecework wages do as against ime rate wages.
Furthermore, the system greatly reduces the amount of capital required:
the merchant’s own capital can be very small since the stability of cartel
prices and the territorial monopoly diminish the risks. Fence, most of his
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turnover can be carried on by means of credit, and he can usually obtain a
loan for any payments he has to make, paying only interest on this part of
his capital. The syndicate is only concerned with reducing the number of
dealers, since its own marketing is thereby simplified, and with lowering the
rate of commission for dealers’ services (which are regarded as highly
skilled) to the level of workers’ wages. How far this fiction of independence
is maintained is a matter of indifference from an economic point of view.
Kirdorf himself says that the extent to which trading by middlemen has
been eliminated at the present time is not something definitive, but ‘has to
be seen in relation to the historical development of the coal industry’, and
he also emphasizes that it is evident that ‘the coal trade carried on by large
numbers of dealers, as it developed when the mining industry was
frapmented among many independent producers, is no longer necessary
today’.®

Even the large coal dealers, in spite of their obvious reticence, have given
a similar account of the situation. A few quotations will suffice here.
Vowinkel (Diisseldorf) declares:

When I say that we are no longer real merchants, I base this view
upon the following considerations. The coal syndicate prescribes for
us the types of coal we are to buy, the prices at which to buy, where
to sell the coal, and the sale price. Obviously, very little remains of
commercial freedom. But I do not believe the coal syndicate can do
anything else under the circumstances. In future, we wholesale deal-
ers must be clear that things cannot proceed differently, and that our
numbers will diminish. This is so obvious that today it is impossible
to start a wholesale business of any size because the necessary
supplies are not available. Even an existing business is restricted in
the sense that it cannot possibly expand.®

These ‘merchants’ are deprived of every vestige of independence. For as
the coal dealer Bellwinkel (Dortmund) says: ‘the syndicate has a repre-
sentative with voting rights on the board of directors of every marketing
association’, and ‘is moreover authorized to examine the books at any
time’. He concludes quite rightly: ‘In the final analysis our freedom of
action has been taken away, and we have become more like sales
representatives.’

The outlook for the future is even worse. Mr Vowinkel describes it thus:

The syndicate has created a marvellous organization, from which, I

am led to think, the wholesale trade, excepting an unimportant part,
will be eliminated. What justification is there then for any wholesale
trade? All that will remain for the wholesaler in the end will be to
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are traditional in the paper trade.’ Thus the paper dealer becomes an agent
of the syndicate working on a fixed commission. Deprived of his freedom,
he complains vociferously about his shabby treatment and recalls nostalgi-
cally the good old days of /e doux commerce. Of all the condilions now
imposed on him, he finds most onerous the fact that he is now compelled to
buy exclusively [rom the syndicate. He is prevented from taking advantage
of competition among producers, and he himself becomes an instrument
for consolidating the syndicate and perpetuating the monopoly which
holds him in its grip. He must abandon all hope, for above the door of the
syndicate’s sales office are inscribed words which inspire in him a fear as
great as that of the sinner beholding the words above the portal of Dante’s
Inferno: ‘Buy only from the syndicate and sell only at the prices fixed by the
syndicate.” This is indeed the nemesis of the capitalist merchant.?°

One means of eliminating speculation from commerce is the conclusion of
long-term contracts. The coal syndicate, for example, fixes its prices for a
term of one year, during which time they may not be changed. No
conceivable circumstances would persuade it to depart from this ‘funda-
mental rule’.?!

Tempora mutantur! At the time of the stock exchange inquiry of 1893
speculation was the alpha and omega of capitalism. Everything is
speculation: manufacturing, commerce, hedging operations. Every capi-
talist is a speculator, and even the proletarian who considers where he can
best sell his labour power is a speculator. But in the cartel inquiry, the
sanctity of speculation is forgotten. It is now the unmitigated evil from
which crises, overproduction, and, in short, all the defects of capitalist
society flow. Eliminate speculation is now the slogan. In place of the ideal
of speculation we now have speculation about an ideal condition of ‘stable
prices’ and of the demise of speculation. Thestock exchange and commerce
are now speculative, reprehensible activities, which must be cast aside in
favour of industrial monopoly. Industrial profit incorporates commercial
profit, is itself capitalized as promoter’s profit, and becomes the booty of
the trinity which has attained the highest form of capital as finance capital.
For industrial capital is God the Father, who sent forth commercial and
bank capital as God the Son, and money capital is the Holy Ghost. They
are three persons united in one, in finance capital.

The contrast between the certainty of cartel profit and the uncertainty of
speculative gains is reflected in the psychological differences between those
who engage in the two activilies, and in the degree of confidence with which
they appear before the public. The cartel magnate regards himself as the
master of production; his function is evident. He attributes his success to
the effective organization of production and the elimination of unpro-
ductive costs. He regards himself as the representative of social necessity as
against individualist anarchy, and comnsiders his profit a well deserved
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remuneration for his activity as an organizer. His capitalist way of thinking
takes it for granted that he is entitled to the fruits of an organization even if
he is not its sole creator. He is the representative of a new age. “The day of
the individual’, Havemeyer hectors the defenders of the old order, ‘has
passed; if the mass of the people profit at the expense of the individual, the
individual should and must go.’?? The meaning of what he says is socialism,
but drunk with victory he does not notice that one fine day he and his like
may well be among those who will have to go. The cartel magnate has no
scruples, and while Havemeyer declares, with delightful candour, that he
doesn’t care two cents for other people’s ethics,>® Kirdorf insists no less
proudly upon the right of the master in his own house.

In their own ethical code the most heinous crime is a breach of solidarity,
free competition, secession from the brotherhood of monopoly profit; for
which social ostracism and economic destruction are the appropriate
punishment.?* Lists were distributed in which the names of those distillers
who would not join the syndicate were printed in bold type.**

The public image of the speculator is quite different. He makes his
appearance in an unassuming, guilty fashion. His own gain is simply
others’ loss. Even if he is necessary, the need for him is simply an indication
of the imperfections of capitalist society. The source of his gain remains
obscure, for he is clearly not a producer who creates values. If his gains are
exceptionally large, admiration of his achievement is mingled with
suspicion. He is never quite at ease in face of public opinion, and is for ever
fearful of new stock exchange legislation. He is apologetic and implores
people not to judge him too harshly. ‘This is the fate of all human
institutions, which are without exception imperfect and liable to err.”?®

He is content when he finds trusting individuals such as Professor van der
Borght, who consoles him by saying: ‘It is in the nature of human beings to
be seized with a gambling fever from time to time’, and can then deflect the
criticisms of his detractors by assuring them that ‘all these adverse effects
are due, in the final analysis, to the ineradicable weaknesses and passions of
human nature’.%’

But of course we must not be too hard on any capitalist. One of them had
just admitted that ‘Money has a demoralizing power, and a person’s
character changes very rapidly with an increase of income’,?? and then he
became furious. He had been concerned throughout by Professor Cohn’s
lack of understanding, quite inconsistent with his religious faith, of his
sensitive soul. He had endured very patiently the worthy professor’s
exhaustive, if not particularly enlightening, account of the working of the
stock exchange, and had listened with placid good humour to his
interesting observations on the functions of the Prussian universities. But
things should not be carried to extremes. He certainly had no objection to
the professor’s pronouncement that the purpose of the university is to be a
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reluctant but significant producers to sell their factories, by offering a
higher purchase price, thus facilitating the establishment of the cartel. This
can perhaps be expressed in the following way: the cartel exerts a demand
on the enterprises in a particular branch of industry ; this demand increases
to a certain degree the price of the enterprises? and this higher price is then
paid in part out of the promoter’s profit.

Cartelization also means greater security and uniformity in the earnings
of the cartelized enterprises. The dangers of competition, which often
threatened the existence of the individual enterprise, are eliminated and this
leads to an increase in the share prices of these enterprises, which involves
further promoter’s profit when new shares are issued. Furthermore, the
security of the capital invested in these enterprises is significantly increased.
This permits a further expansion of industrial credit by the banks, which
can then acquire a larger share in industrial profits. As a result of
cartelization, therefore, the relations between the banks and industry
become still closer, and at the same time the banks acquire an increasing
control over the capital invested in industry.

We have seen that in the early stages of capitalist production, the money
available to the banks is derived from two sources: on one side, from the
resources of the non-productive classes, and on the other side, from the
capital reserves of industrial and commercial capitalists. We have also seen
how credit develops in such a way as to place at the disposal ol industry not
only the whole capital reserves of the capitalist class but also the major part
of the funds of the non-productive classes. In other words, present-day
industry is carried on with an amount of capital far exceeding that which is
owned by the industrial capitalists. With the development of capitalism
there is also a continual increase in the amount of money which the non-
productive classes place at the disposal of the banks, who in turn convey it
to the industrialists. The control of these funds which are indispensable to
industry rests with the banks, and consequently, with the development of
capitalism and of the machinery of credit, the dependence of industry upon
the banks increases. On the other side, the banks can only attract the funds
of the non-productive classes, and retain their continually growing capital
over the long term, by paying interest on them. They could do this in the
past, so long as the volume of money was not too great, by employing it in
the form of credit for speculation and circulation. With the increase in the
available funds on one side, and the diminishing importance of speculation
and trade on the other, they were bound to be transformed more and more
into industrial capital. Without the continuous expansion of credit for
production, the availability of funds for deposit would have declined long
ago, as would the rate of interest on bank deposits. In fact, this is to some
extent the case in England, where the deposit banks only furnish credit for
commerce, and consequently the rate of interest on deposits is minimal.
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Hence deposits are continually withdrawn for investment in industry by the
purchase of shares, and in this case the public does directly what is done by
the bank where industrial and deposit banks are closely linked. For the
public the result is the same, because in neither case does it receive any of
the promoter’s profits from the merger, but so far as industry is concerned it
involves less dependence on bank capital in England as compared with
Germany.

The dependence of industry on the banks is therefore a consequence of
property relationships. An ever-increasing part of the capital of industry
does not belong to the industrialists who use it. They are able to dispose
over capital only through the banks, which represent the owners. On the
other side, the banks have to invest an ever-increasing part of their capital
in industry, and in this way they become to a greater and greater extent
industrial capitalists. I call bank capital, that is, capital in money form
which is actually transformed in this way into industrial capital, finance
capital. So far as its owners are concerned, it always retains the money
form; it is invested by them in the form of money capital, interest-bearing
capital, and can always be withdrawn by them as money capital. But in
reality the greater part of the capital so invested with the banks is
transformed into industrial, productive capital (means of production and
labour power) and is invested in the productive process. An ever-increasing
proportion of the capital used in industry is finance capital, capital at the
disposition of the banks which is used by the industrialists.

Finance capital develops with the development of the joint-stock
company and reaches ils peak with the monopolization of industry.
Industrial earnings acquire a more secure and regular character, and so the
possibilities for investing bank capital in industry are extended. But the
bank disposes of bank capital, and the owners of the majority of the shares
in the bank dominate the bank. It is clear that with the increasing
concentration of property, the owners of the fictitious capital which gives
power over the banks, and the owners of the capital which gives power over
industry, become increasingly the same people. As we have seen, this is all
the more so as the large banks increasingly acquire the power to dipose over
fictitious capital.

We have seen how industry becomes increasingly dependent upon bank
capital, but this does not mean that the magnates of industry also become
dependent on banking magnates. As capital itself at the highest stage of its
development becomes finance capital, so the magnate of capital, the finance
capitalist, increasingly concentrates his control over the whole national
capital by means of his domination of bank capital. Personal connections
also play an important role here.

With cartelization and trustification finance capital attains its greatest
power while merchant capital experiences its deepest degradation. A cycle
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down capital investment; both in the cartelized industries, because the first
concern of a cartel is to restrict production, and in the non-cartelized
industries because the decline in the rate of profit discourages further
capital investment. Consequently, while the volume of capital intended for
accumulation increases rapidly, investment opportunities contract. This
contradiction demands 2 solution, which it finds in the export of capital,
though this is not in itself a consequence of cartelization. It is a
phenomenon that is inseparable from capitalist development. But carteli-
zation suddenly intensifies the contradiction and makes the export of
capital an urgent matter.

If we now pose the question as to the real limits of cartelization, the
answer must be that there are no absolute limits. On the contrary thereisa
constant tendency for cartelization to be extended. As we have seen, the
independent industries become increasingly dependent upon the cartelized
industries until they are finally annexed by them. The ultimate outcome of
this process would be the formation of a general cartel. The whole of
capitalist production would then be consciously regulated by a single body
which would determine the volume of production in all branches of
industry. Price determination would become a purely nominal matter,
involving only the distribution of the total product between the cartel
magnates on one side and all the other members of society on the other.
Price would then cease to be the outcome of factual relationships into
which people have entered, and would become a mere accounting device by
which things were allocated among people. Money would have no role. In
fact, it could well disappear completely, since the task to be accomplished
would be the allocation of things, not the distribution of values. The
illusion of the objective value of the commodity would disappear along
with the anarchy of production, and money itself would cease to exist. The
cartel would distribute the product. The material elements of production
would be reproduced and used in new production. A part of the output
would be distributed to the working class and the intellectuals, while the
rest would be retained by the cartel to use as it saw fit. This would be a
consciously regulated society, but in an antagonistic form. This anta-
gonism, however, would concern distribution, which itself would be
consciously regulated and hence able to dispense with money. In its
perfected form finance capital is thus uprooted from the soil which
nourished its beginnings. The circulation of money has become un-
necessary, the ceaseless turnover of money has attained its goal in the
regulated society, and the perpetuum mobile of circulation finds its ultimate
resting place.

The tendencies towards the establishment of a general cartel and towards
the formation of a central bank are converging, and from their com-
bination emerges the enormous concentrated power of finance capital, in
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w_h.ich all the partial forms of capital are brought together into a totality.
Finance capital has the appearance of money capital, and its form of
development is indeed that of money which yields money (M — M*) — the
most general and inscrutabie form of the movement of capital. As money
cap.lt.al it is made available to producers in two forms, as loan capital or as
fictitious capital. The intermediaries in this process are the banks, which
gndeavour at the same time to convert an ever increasing part of this capital
into their own capital, thus endowing finance capital with the form of bank
capital. This bank capital becomes increasingly the mere form — the money
form = of actually functioning capital, that is, industrial capital. At the
same time as finance capital eliminates the division between bank capital
?.nd productive capital, commercial capital also increasingly loses its
lr%dep.endence, and within industrial capital itself the progress of com-
bma.tlon among previously separate and independent branches of pro-
dpgt{on breaks down the barriers between different spheres. The social
division of labour — the division into diverse spheres of production which
were only integrated as parts of the whole social organism through
e:‘;c'h:'mge — is constantly diminished, while on the other hand the technical
division of labour within the combined enterprises continues to advance.
Tl_ms the specific character of capital is obliterated in finance capital.
Capital now appears as a unitary power which exercises sovereign sway
over the life process of society; a power which arises directly from
ownership of the means of production, of natural resources, and of the
whole accumulated labour of the past, and from command over living
labour as a direct consequence of property relations. At the same time
property, con‘cantratcd and centralized in the hands of a few giant capitalist
groups, manifests itself in direct opposition to the mass of those who
possess no capital. The problem of property relations thus attains its
clearest, most unequivocal and sharpest expression at the same time as the
development of finance capital itself is resolving more successfully the
problem of the organization of the social economy.



Part IV

Finance capital and
crises



16

The general conditions of crises

It is an empirical law that capitalist production passes through a cycle of
prosperity and depression. The transition from one phase of the cycle to
another is marked by a crisis. At a certain point during a period of
prosperity sales begin to decline in a number of branches of production,
and prices consequently fall; the sluggish market conditions and falling
prices become more widespread and production is curtailed. This phase of
the cycle, marked by low prices and profits, may be more or less prolonged,
but then production gradually begins to expand again, prices and profits
rise, and the volume of production becomes greater than ever, until a new
turning point is reached. The periodic recurrence of this phenomenon
raises a question as to its causes, which can only be discovered by an
analysis of the mechanism of capitalist production.

The general possibility of a crisis arises from the dual existence of the
commodity, as commodity and as money. This involves the possibility of
an interruption in the process of commodity circulation if money is
hoarded instead of being used to circulate commodities. The process
C, - M - C, comes to a halt because M, which had previously realized the
value of C, does not go on to realize the value of C,. C, cannot be sold and
so a glut develops.

But as long as money functions only as a means of circulation, as long as
commodities exchange directly for money and money directly for com-
modities, the hoarding of a sum of money need only be a single isolated
occurrence which would make it impossible to sell some particular
commodity, but would not involve a general slump in sales. This situation
changes, however, when the function of money as a means of payment, and
commercial credit, develop. A slump in sales now makes it impossible to
meet previously contracted debts. As we have seen, however, such promises
to pay have been used as means of circulation or payment in many other
transactions. If one person cannot meet his obligations, then others also
become unable to pay. The chain of debtors resulting from the use of
money as a means of payment is broken, and a slump at one point is
transmitted to all the others, so becoming general. Payment credit thus
makes the various branches of production interdependent and creates the
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Equilibrium conditions in the process of social reproduction

Let me recapitulate briefly the most important resuits of Marx‘s.anaiysis.
First, it is assumed in this study that capitalist production remains at f.?lt’.
same level of development, and only simple reproduction takes place, while
changes in value or price are disregarded. . ‘

The total product, that is the total production of soc:cty,. lfalls into two
major divisions: (1) means of production, being commlodlnes of su:_:h a
kind that they must, or at least can, enter into productive consumption;
and (2) means of consumption, consisting of those commodities which
enter into the individual consumption of the capitalist class and the
working class. o

The capital in each of these departments is again dmd_ed into two parts:
variable (V) and constant (C) capital. The latter, in turn, is sub-divided into
fixed and circulating capital. .

The portion of value (C) which represents the constant caplta_l co_nsumed
in production is not identical with the value of the constant capital mvestf:d
in production, because the fixed capital has transferred or}ly a part Ao‘f its
value to the product. In the following example the fixed capital will initially

be disregarded. B . _
The total production of commodities is represented in the following

schema:

1 4,000 C+ 1,000 V+ 1,000 S = 6,000 means of prnduc[iop
II 2,000C+ S500V+ 5008 =3,000 means of consumption

The total value is 9,000, excluding the fixed capital (disregarded here)
which continues to function in its natural form.

If we now examine the necessary exchanges on the basis of simple
reproduction, in which the entire surplus value js -consu‘med unpro-
ductively, and leave out of account for the time being the c1rculat10_n of
money through which these exchanges are accomplished, then we obtain at
once three main points of reference:

1 The 500 V, wages of workers, and the 500 S, surplus value of the
capitalists, in department II must be spent for means of consumptior:t. But
their value exists in the means of consumption to the value of 1,000, in the
hands of the capitalists of department II, which replace the 500 V advanced
and represent the 500 S. The wages and surplus value of department I_I
therefore are exchanged within department II against the products of this
department. In this way there disappears from the total proc_luct the sum of
(500 V + 500 S)II, which equals 1,000 means of consumption.

2 The 1,000 V and 1,000 S of department I must likewise be spent on
means ol consumption, that is, on the product of department II. Hence
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they must be exchanged against what remains of this product, namely
against the amount of the constant capital, 2,000C. In return,
department IT receives an equal amount of means of production, the
product of department I, in which the value of 1,000 V and 1,000 S of this
department is embodied. In this way there now disappears from the
caleulation 2,000 C from II and (1,000 V + 1,000S) from I

3 There now remains the 4,000 C of department I. This comprises
means of production which can only be used up in department I. It serves
for the replacement of the consumed constant capital, and is disposed of by
mutual exchanges among the individual capitalists of department I, just as
the (500 V + 500 S) in department II is disposed of by exchanges between
workers and capitalists or among individual capitalists in that department.

The replacement of the fixed capital plays a special role. Part of the value of
constant capital is transferred from the instruments of labour to the
product of labour. These instruments of labour continue to function as
elements of productive capital in their original natural form; it is the wear
and tear, the loss of value which they suffer as a result of continuous use

- over a period of time, which reappears as an element of value in the

commodities which they produce.

Money, on the other hand, in so far as it embodies this part of the value
of commodities which represents the depreciation of fixed capital, is not
reconverted into a component part of the productive capital whose loss of
value it replaces. It settles down alongside the productive capital and
retains its money form. This precipitation of money is repeated during a
period of reproduction, which may be longer or shorter, while the fixed
clement of constant capital continues to perform its function in the process
of production in its old natural form. When the elements of fixed
capital — buildings, machinery, etc. -~ are worn out and can no longer
function in the process of production, their value already exists alongside
them, fully transformed into money; namely in the sum of money, the
values, which were gradually transferred from the fixed capital to the
commodities in the production of which it assisted, and through the sale of
these commodities converted into the money form. This money then serves
to replace the fixed capital (or elements of it, since its various elements have
different life spans) in kind, and thus effectively to renew this component of
productive capital. It is the money form of a part of the vahue of constant
capital, its fixed part.

The formation of this hoard is therefore itself a factor in the capitalist
process of reproduction. It is the reproduction and storage, in the form of
money, of the value of fixed capital or its individual elements, until such
time as the fixed capital is worn out and has transferred its entire value to
the commodities produced, and needs to be replaced in kind. This money,
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however, only loses its form as a hoard and actively re-enters the
reproduction process of capital, mediated through circulation, when it is
reconverted into new elements of fixed capital which will replace the worn
out elements. But if there is to be no interruption of this process of simple
reproduction, that part of the fixed capital which is depreciated annually
must equal that which has to be renewed.

Let us consider, for instance, an exchange of (1,000 V 4 1,000 S) of I
against 2,000 C of IL. In this 2,000 C, 200 in fixed capital has to be replaced.
The 1,800 C which is to be converted into circulating constant capital is
exchanged for 1,800 (V + 8) of . Department IT must also obtain the 200
which remains in I in the natural form of fixed capital, but this can only be
done if the capitalists of II have 200 on hand in money with which to buy
the 200 of their fixed capital and retain it in its money form. In other words,
the capitalists who in previous years had hoarded the depreciation of their
fixed capital in money reserves will this year renew their fixed capital in
kind, by using 200 in money to purchase the balance of 200 (V 4+ S) from .
Department I, in turn, will use another 200 in money to buy the remainder
of the means of consumption from the other capitalists of II, who hoard
this money as a reserve against the depreciation of their own fixed capital.
Thus those capitalists in department IT who renew their fixed capital in kind
during this year provide the money with which the other capitalists of II
create a reserve against depreciation which they retain in money form. We
must assume therefore a constant proportion between fixed capital which is
depreciating and fixed capital which has to be renewed; and further, that
there is a constant proportion between the depreciating fixed capital (which
has to be replaced) and the fixed capital which continues to function in its
original natural form. For if the depreciating fixed capital increased to 300,
then the circulating capital would have declined, and II C, having less
circulating capital, would not be able to continue production on the same
scale. Moreover, if the fixed capital increased to 300, and II had only 200 in
money to spend for the replacement of its capital in kind, 100 of the fixed
capital in I would be unsaleable.

Hence, even when the amount of fixed capital is simply maintained, a
disproporticn in the production of fixed and circulating capital may still
occur if — as is indeed always actually the case — the ratio of the annual
depreciation of fixed capital to the fixed capital which continues to function
in production varies. We have also seen that definite proportional relations
must exist if simple reproduction is to be possible. I {V + S) must be equal
to IT C. The anarchy of capitalist society, however, always interferes with
the realization of this proportional relation. In order to ensure continuity
of production a certain amount of overproduction is always necessary as a
safeguard against unpredictable consumer wants and constant fluctuations
in demand. There are always disruptions and irregularities in the reflux of
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the value of capital which is being turned over. In order to overcome these
irregularities, and to cope with the disruptions capitalists must always have
at their disposal a reserve supply both of commodities and of money, and
this requires additional money, a reserve of money capital, which must
necessarily be in liquid form because it is precisely the turnover of
coramodity capital which may be disrupted, and in that case the capitalist
must be able to obtain other commaodities as quickly as possible. Only in the
form of money is value a universal equivalent, always readily convertible
into any other desired commodity. In this case, too, the necessity of money
arises from the anarchy of the capitalist mode of production.

Once the capitalist form of reproduction is abolished, the problem
resolves itself into the simple proposition that the magnitude of the
expiring portion of the fixed capital, which must be reproduced in its
natural form every year (which served in our illustration for the pro-
duction of articles of consumption) varies in successive years. If it is
very large in a certain year (in excess of the average mortality, the
same as among men), then it is so much smaller in the next year,
The quantity of raw materials, half-wrought materials and auxiliary
materials required for the annual production of the articles of
consumption — other circumstances remaining the same — does not
decrease in consequence. Hence, the aggregate production of means
of production would have to increase in the one case and decrease in
the other. This can be remedied only by a continuous relative over-
production. There must be, on the one hand, a certain quantity of
fixed capital in excess of that which is immediately required; on the
other hand, there must be above all a supply of raw materials etc. in
excess of actual requirements of annual production (this applies par-
ticularly to articles of consumption). This sort of reproduction may
take place when society controls the material requirements of its own
reproduction. But in capitalist society, it is an element of anarchy.®

Within certain limits this relative overproduction must also occur
constantly in capitalist society, and is represented by the ever present
reserve stock of commodities which serves to cushion disturbances, as well
as by the reserve of money capital at the disposal of the industrial capitalists
which enables them, in case of any disruption, to draw upon the commodity
reserve for those items which are necessary in order to carry on their
production. But this reserve of money capital which must be available to
capitalists as a protection against temporary disruptions even in normal
times, should not be confused with the reserve of money capital which is
necessary when trade is slack. In times of prosperity production expands
rapidly, and on the other hand, the money capital previously kept as a
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reserve is converted into productive capital. The reserve thus diminishes
and this means that one factor which helps to smooth out disturbances is
removed. This is, therefore, one of the causes of crises.

On the other hand, it should be emphasized that the necessity of this
relative overproduction is grounded not upon capitalist society itself but
upon the nature of the reproduction process once those elements of
production, which appear as fixed capital in capitalist society, have
attained a much greater importance. This ‘overproduction’, which is made
necessary by technical and natural circumstances, is really only a building
up of stocks, and as such wouid also be required by a regulated economy
directed to the satisfaction of needs. It should not be confused with the
general overproduction which occurs during a crisis. Nevertheless, in a
capitalist society, this kind of overproduction may also be a factor which
helps to intensify the crisis.

Equilibrium conditions in the capitalist process of accumulation

Simpile reproduction — which does not actually occur in a capitalist society,
in which the accumulation of capital is a matter of life and death, though of
course this does not exclude the possibility of stagnant or even diminished
reproduction in any particular year of the business cycle — already requires
certain complicated relations of proportionality; and these become still
more complicated if the process of accumulation is to proceed without
disruption. Marx gives the following schema:

I Production of the means of production:
4,000 C + 1,000 V 4 1,000 S = 6,000
II Production of the means of consumption:
1,500C + 750V + 750 S = 3,000
Total value of the social product = 9,000

Assume that I accumulates half its surplus value (= 500) and con-
sumes the other half as income. We would then have the following
turnovers: (1,000 V + 500 S) of I, which are spent as income, are
turned over by I apainst 1,500 C of II. In this way II repiaces its
constant capital and supplies I with the required means of consump-
tion, a turnover which is exactly analogous to that which we en-
countered in the case of simple reproduction. Of the 500 S which
remains in I and should be converted into capital, 400 will become
constant capital and 100 variable capital if the organic composition
remains unchanged. The 500 S exists as means of production, and
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400 of these must exist in a form appropriate to the expansion of
constant capital in department I, which thus adds this amount to its
constant capital. The balance of 100 § must be converted into vari-
able capital, that is to say, into means of subsistence which must be
purchased from II. Since the 100 S are actually means of production,
II would have to use them to enlarge its own constant capital. For I,
then, we have a capital of 4,400 C + 1,100 V = 5,500.

Department IT now has 1,600 C as constant capital, and in order
to put it to work needs an additional 50 V in money for the pur-
chase of new labour power, so that its variable capital grows from
750 to 800. This expansion of the constant and variable capital of II
by a total of 150 is provided out of its surplus value, so that only
600 of the 750 S in II remain for the consumption of the capitalists
of this department, whose annual product is now distributed as
follows:

I 1,600C+ 800V + 6008 (consumption fund) = 3,000

Thus we now have the following schema:
I 4,400C+ 1,100V + 500 (consumption fund) = 6,000
I 1,600C+ 800V + 600 (consumption fund) = 3,000

Total= 9,000 as above

Of these amounts, the following are capital:
I 4,400C+ 1,100V (money) = 5,500
= 7,500

II 1,600C+ 800V (money) =2,400
whereas production began with:
I 4,000C+ 1,000V = 5,000
=17,250

I 1,500C+ 750V =2,250

We can see here a series of new complications. For one thing, the
500 S in I, which are to be accumulated, must be produced as means
of production in such a way that 4/5ths of them are suitable as con-
stant capital for I, and 1/5th as constant capital for II. Hence the
scale of accumulation in II depends upon the accumulation in I. In I
half the surplus value is accumulated, but in IT this is impossible;
from the surplus value of 750 only 150, 1/5th, can be accumulated
while 4/5ths must be consumed.

Let us now consider the further development of accumulation. If
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production is actually undertaken with the enlarged capital, we shall
have at the end of the following year:

I 4400C+ 1,100V + 1,1008 = 6,600
= 9,800

II 1,600C+ 800V+ 800S=3,200

If accumulation continues in the same way we shall obtain in the next
year:

1 4840C+ 1,210V +1,210S=7,260
= 10,780

I 1,760C+ 880V 880S=3,520

In this example we have assumed that half the surplus value in I is
accumulated, and that I (V+1S)=I1IC. If accumulation is to take
place, I (V + S) must always be greater than Il C because a part of
IS cannot in fact be converted into II C, bul must function as means
of production. On the other hand, I (V +4S) may be greater or smal-
ler than II C. For present purposes it is unnecessary to examine the
matter in greater detail.’

Increased production requires a larger quantity of gold for its turnover.
Given a constant velocity of circulation, and disregarding credit, this
increased amount of gold must be provided by gold production. Capitalist
production here encounters a natural barrier, and although the credit
system pushes back this limit very considerably it cannot do away with it
altogether.

Let us now consider for a moment the necessary preconditions under
which the processes of circulation required by accumulation can take place.
In our example, we have assumed that 500 S in I is accumulated and that
of this amount 400 is converted into constant capital. What circulation
processes make this possible, and with what money does I purchase the
4007

Let us look first at accumulation by a single capilalist. He cannot convert
the surplus value into capital until it has reached a certain magnitude. The
surplus value which is converted into money at the end of each year must
therefore be hoarded in the form of money over a number of years. The
capitals of the various branches of industry, as well as the individual
capitals within each industry, are at different stages in the process of
converting surplus value into capital. Hence, while some capitalists are
always converting their potential money capital into productive capital,
when it has grown large enough for that purpose, others are still engaged in
amassing their potential money capital. The capitalists in these two
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categories therefore face each other, one group as buyers and the other as
sellers, each performing one of these roles exclusively.

Suppose, for example, that A sells 600 (400 C + 100V + 100 8) to B (who
may represent more than one buyer). He has sold 600 in commodities for
600 in money, of which 100 represents surplus value which he withdraws
from circulation and hoards as money. But this 100 in money is only the
money form of the surplus product in which a value of 100 is incorporated.
The formation of a hoard is in no way a part of production, or an increment
of production. The action of the capitalist consists merely in withdrawing
from circulation 100 obtained by the sale of his surplus product, and
holding on to it, hoarding it. This operation is carried on not only by A, but
at numerous points on the periphery of circulation by other
capitalists — A*, A2, A? — all of whom are just as busily engaged in this sort
of hoarding. These numerous points at which money is withdrawn from
circulation and accumulated in many individual hoards of potential money
capital appear as so many obstacles to circulation, because they stop the
movement of money and deprive it of its capacity to circulate for a longer
or shorter time.

A can accumulate such a hoard, however, only in so far as he is a seller of
his surplus product, not as a buyer. His continuous production of surplus
product, embodying his surplus value which is to be converted into money,
is a precondition for the formation of his hoard. Hence, although A
withdraws money from circulation and hoards it, from another side he
throws commodities into circulation, without withdrawing other com-
modities in return, so that B*, B%, B? etc., for their part, are enabled to
throw money into circulation and only withdraw commodities in return.

Once more we find here, as we did in the case of simple reproduc-
tion, that the disposal of the various elements of annual reproduc-
tion, that is to say, their circulation which must comprise the repro-
duction of the capital to the point of replacing its various elements
such as constant, variable, fixed, circulating, money, and commodity
capital, is not based upon the mere purchase of commodities fol-
lowed by a corresponding sale, or a mere sale followed by a cor-
responding purchase, so that there would actually be a bare ex-
change of commodity for commodity [in which money would be only
a means of circulation and therefore relatively superfluous — R.H.] as
the political economists assume, especially the free trade school from
the time of the physiocrats and Adam Smith [led astray by their own
polemical interests in the struggle against the bullionist and mercan-
tilist systems — R.H.]. We know that the fixed capital, once its invest-
ment is made, is not replaced during the entire period of its function,
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but serves in its old form until its vaiue is gradually precipitated in
the form of money.®

What money here makes possible for the first time is this separation and
emancipation of the circulation of value from the constancy of the technical
functionin the process of production. For society as a whole this separation
is not possible, and new fixed capital must be provided whenever the old
capital wears out, but in the case of an individual that part of value which is
retained for depreciation can be held for years in money form.

Now we have seen that the periodical renewal of the fixed capital of
IT C - the entire value of the capital of II C being converted into
elements of I valued at (V + S) - presupposes on the one hand the
mere purchase of the fixed portion of II C, which is reconverted
from the form of money into its material form, and to which cor-
responds the mere sale of I S; and presupposes on the other hand a
mere sale on the part of IT C, the sale of its fixed (depreciating) va-
lue, which is precipitated in money and to which corresponds the
mere purchase of I S. In order that the transaction may take place nor-
mally in this case it must be assumed that the mere purchase on the
part of IT C is equal in value to mere sale on the part of II C. . .
otherwise simple reproduction is interrupted. The mere sale on one
side must be offset by a mere purchase on the other. It must likewise
be assumed that the mere sale of that portion of I S which forms the
hoards of A', A%, A, is balanced by the mere purchase of that por-
tion of I S which converts the hoards of B!, B2, B?, into elements of
additional productive capital.

So far as the balance is restored by the, fact that the buyer acts
later on as a seller to the same amount, and vice versa, the money
returns to the side that has advanced it in the first place, which sold
first before it bought again. But the actual balance, so far as the
exchange of commodities itself is concerned, that is to say, the dis-
posal of the various portions of the annual product, is conditioned
on the equal value of the commodities exchanged for one another.

But to the extent that only one-sided purchases are made, a number
of mere purchases on the one hand, a number of mere sales on the
other - and we have seen that the normal disposal of the annual
product on the basis of capitalist production requires such one-sided
metamorphoses — the balance can be maintained only on the assump-
tion that the value of the one-sided purchases and one-sided sales is
the same.
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In all these one-sided transactions money does not function merely as a
mediator in the exchange of commodities, but as the initiator or concluder
of a process in which there is only the commodity on one side and the value
of the commodity in its independent form — money — on the other; so that
money is essential to enable these one-sided processes to continue.

The fact that the production of commodities is the general form of
capitalist production implies the role which money is playing, not
only as a medium of circulation, but also as money capital, and cre-
ates conditions peculiar to the normal transaction of exchange under
this mode of production, and therefore peculiar to the normal course
of reproduction, whether it be on a simple or expanded scale. These
conditions become so many causes of abnormal movements, imply-
ing the possibility of crisis, since a balance is an accident under the
crude conditions of this production.?

Through the sale of their surplus product, capitalists A’, A%, A3, form a
hoard of additional potential money capital. In the present case, this
surplus product consists of means of production which B!, B?, B® use in the
production of means of production. Only in their hands does this surplus
product serve as additional constant capital, aithough it is virtually such
while it is in the hands of the accumulators of hoards, A!, A%, A?in
department I, even before it is sold. If we consider simply the volume of
values of reproduction on the part of I, then we are still moving within the
limits of simple reproduction. The only difference is that other use values
have been produced. Within the same sum of value more means of
production for means of production, instead of for means of consumption,
have been produced.

A part of I § which was previously exchanged for Il C under simple
reproduction, and had therefore to consist of means of production
exchanged for means of consumption, now comprises means of production
exchanged for means of production, which can be incorporated as such in
the constant capital of I. Considering the matter only from the point of view
of the volume of value, it follows that the material basis of expanded
reproduction is being produced within simple reproduction, by the surplus
labour of the working class in department I, expended directly in the
production of means of production, the creation of virtual additional
capital for L. :

The formation of virtual additional money capital by A!, A% A%,
through the successive sales of their surplus product, which was formed
without any capitalist expenditure of money, is in this case the mere money
form of the additional means of production produced by I.
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The production of virtual additional money capital on a large scale,
al numerous points on the periphery of circulation, is therefore only
a result and expression of a multifarious production of virtual ad-
ditional productive capital whose rise does not itself require any
additional expenditure of money on the part of industrial
capitalists.'®

The successive transformation of this virtual additional productive
capital into virtual money capital (hoard) on the part of A', A%, A%,
etc. (I), conditioned on the successive sale of their surplus product,
which is a repeated one-sided sale without a compensating purchase,
is accomplished by a repeated withdrawal of money from circulation
and a corresponding formation of a hoard. This hoarding, except
where the buyer is a gold producer, does not in any way imply ad-
ditional wealth in precious metals, but only a change of function on
the part of money previously circulating. A while ago, it served as a
medium of circulation, now it serves as a hoard, as a virtual ad-
ditional money capital in process of formation. In other words, the
formation of additional money capital and the quantity of precious
metals existing in a counlry are not causally related.
Hence it follows further that the greater the productive capital
already functioning in a particular country (including the labour
power incorporated in it as the producer of the surplus product), the
more developed the productive power of labour and at the same time
the technical means for the rapid extension of the production of
means of production, and the greater therefore the quantity of the
surplus product both as to its value and to the quantity of use va-
lues in which it is expressed, so much greater is:
| The virtual additional productive capital in the form of a surplus
product in the hands of A!, A%, A3, ete., and

2 The mass of this surplus product transformed into money, in
other words, the virtual additional money capital in the hands of
Al, A2 A3

The fact that Fullarton, for instance, will have nothing to do with
any overproduction in the ordinary meaning of the term, but only
with the overproduction of capital, meaning money capital,
shows how pitifully little even the best bourgeois economists under-
stand about the mechanism of their own system.!!

While the surplus product, directly produced and appropriated by
the capitalists, A’, A%, A3 (I), is the real basis of the accumulation of
capital, that is to say, of expanded reproduction, although it does
not actually serve in this capacity until it reaches the hands of the
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capitalists, B', B*, B, etc. (I), it is on the contrary quite unpro-
ductive in its chrysalis stage of money, as a hoard representing vir-
tual money capital in process of formation. It runs parallel with the
process of production, but moves outside it. It is a dead weight of
f:apxtahst production. The desire to utilize this surplus value, which
1s accumulating as virtual money capital, for the purpose of deriving
profit or revenue from it, finds its consummation in the credit system
and paper securities. Money capital thereby gains in another form an
enormous influence on the course and the stupendous development
of the capitalist system of production.

The surplus product converted into virtual money capital will
grow so much more in volume, the greater the aggregate amount of
capital already functioning which brought it into existence. With the
absolute increase in the volume of the annually reproduced virtual
money capital, its segmentation also becomes easier, so that it is
more rapidly invested in a particular business, either in the hands of
the same capitalist or in those of others (for instance, members of
thg family in the case of division of inheritances, etc.). By segmen-
tation of money capital is meant here that it is wholly detached from
the parent capital in order to be invested as new money capital in a
new and independent business.!?

While the sellers of the surplus product, A, A, A% (I), have obtained it as
a direct outcome of the process of production, B, B!, B?, can only obtain it
Fhrough an act of circulation. Having first accumulated the money for this,
just as A, A', A? are now doing by the sale of their respective surplus
products, they have now attained their goal. Their virtual money capital,
accumulated as a hoard, now functions effectively as additional money
capital.

The money which is necessary for these exchanges of surplus products
must be available in the hands of the capitalist class. In simple reproduction
money which served only as revenue for expenditure on means of
consumption, returned to the capitalists in the same amount as they
advanced it in order to turn over their respective commodities; but in this
case, although the same money reappears it has a changed function. The As
and Bs (I} supply each other alternately with the money for converting their
surplus product into additional virtual capital, and alternately throw the
newly formed money capital back into circulation as a means of purchase.

All that is presupposed here is that the volume of money existing in the
country (assuming a constant velocity of circulation, etc.) is also adequate
for the active circulation ; the same presupposition which, as we saw, had to
be made in the case of simple commodity circulation. Only the function of
the hoard is different here.
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this turn of fortune in the capitalist world occur, this transition from the
blessed state of feverishly intense activity, high profits, and accelerated
accumulation, 1o the hopelessness and despair of a slump in sales,
dwindling profits and widespread idleness of capital?

Every industrial cycle begins with an expansion of production, the
causes of which vary according to particular historical circumstances but
which in general can be attributed to the opening of new markets, the
establishment of new branches of production, the introduction of new
technology, and the expansion of needs resulting from population growth.
As demand increases prices and profits rise in particular branches of
production, and they expand their output, which in turn increases the
demand for products from those sectors of industry which supply their
means of production. New investments of fixed capital, and the replace-
ment of old and technically outmoded equipment, are undertaken on a
large scale. The process becomes general as the expansion of each branch of
industry creates a demand flor the output of other industries. The various
sectors of production feed upon each other and industry becomes its own
best customer.

Thus the cycle begins with the renewal and growth of fixed capital, which
is the main source of the incipient prosperity, and as the expansion
continues this new investment is accompanied by the most intensive
possible utilization of all the available forces of production.

To the same extent, therefore, that the magnitude of the value and
the duration of the fixed capital develop with the evolution of the
capitalist mode of production, so does the life of industry and of
industrial capital develop in each particular investment into one of
many years, say of ten years on average, If the development of fixed
capital extends the length of this life on one side, it is on the other
side shortened by the continuous revolution of the instruments of
production, which likewise increases incessantly with the develop-
ment of capitalist production. This implies a change in the instru-
ments ol production and the necessity of continuous replacement on
account of their virtual depreciation long before they are worn out
physically. One may assume that this life-cycle, in the essential bran-
ches of large-scale industry, now averages ten years. However, it is
not a question here of the precise figure. So much at least is evident,
that this cycle, extending over several years, through which capital is
compelled to pass by its fixed part, furnishes a material basis for the
periodical commercial crises in which business goes through suc-
cessive periods of lassitude, average activity, frantic acceleration, and
crisis. It is true that the periods in which capital is invested are dif-
ferent in time and place. But a crisis is always a starting point for a
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large amount of new investment. Therefore it also constitutes, from
the point of view of society, more or less of a new material basis for
the next cycle of turnover.!

But there is another cause of the rise in the rate of profit at the beginning
of a period of prosperity, besides the increased demand previously
described. Along with, and as a result of, the increase in demand, the
turnover period of capital is shortened. The work period for a given output
is reduced because the introduction of technical improvements makes it
possible to produce more rapidly. For example, the auxitiary workers in
mining are reduced to the minimum required to maintain output,
machinery is more intensively utilized by speeding up its running time and
especially by extending the working day (through the elimination of idle
shifts, overtime, hiring of extra workers). Furthermore, the turnover time is
shortened when sales go on uninterruptedly, and it is frequently reduced to
zero because work is done to order. Many important branches of industry
increase their sales in nearby domestic markets relative to sales in distant
[oreign markets, and this too shortens the circulation time. All these [actors
bring about a rise in the annual rate of profit, since the productive capital,
including the variable capital which produces surplus value, is turned over
more rapidly.

The shortening of turnover time also means that the industrialist has to
advance a smaller amount of money capital in relation to his productive
capital. In the first place, better use is made of the available productive
capital without any greater outlay of money capital, or at least without a
correspondingly greater outlay, as a result of shortening the period of work
required by accelerating the tempo of machine operations, and in peneral
by using more intensively the available elements of production. Second, the
circulation time is reduced, and along with it the amount of capital which
the capitalist must keep on hand during the period of circulation, in
addition to the capital that is actually functioning in production. In this
way the capital used only for purposes of circulation, unproductive capital,
is diminished in relation to the profit-producing capital which functions in
production. At the same time the contraction of the circulation period and
the accelerated turnover reduce the amount of capital which islying idlein
the form of commodity stocks, which represents an unproductive expense.
Thus the annual rate of surplus value and profit rises, the latter particularly
sharply because of the reduction in the amount of capital devoted to
circulation. At the same time the total sum of surplus value increases and
along with it the opportunities for accumulation.

Industrial prosperity simply means, therefore, improved conditions for
the valorization of capital, But the very conditions which at first make for
prosperity contain within themselves potentialities which gradually worsen



260 Finance capital and crises

the conditions for valorization, until finally a point is reached where new
capital investment ceases and there is an evident slump in sales.

For example, if the growth of demand in the first phase of the industrial
cycle involves a rise in the rate of profit, this rise nevertheless occurs in
circumstances which prepare the way for a later fall. During the period of
prosperity there is a large amount of new capital investment, reflecting the
latest advances in technology. As we know, however, technical improve-
ments are expressed in a higher organic composition of capital, and this
involves adecline in the rate of profit, a deterioration of the conditions for
the valorization of capital. The rate of profit declines for two reasons: first,
because the variable capital diminishes as a proportion of total capital, so
that the same rate of surplus value represents a lower rate of profit; and
second, because the larger the amount of fixed capital in relation to
circulating capital the longer is the turnover period for capital, and this too
involves a decline in the rate of profit.

There are other circumstances which extend the turnover time. At the
peak of prosperity labour time per unit of output may increase as a result of
a shortage of labour, especially skilled labour, to say nothing of wage
disputes which are usually more widespread during such periods. There
may also be disruptions of the work process, resulting from an overin-
tensive utilization of the constant capital; for instance, through excessive
speeding up of machines which may also be damaged by the employment of
inexperienced workers, or by the neglect of repairs and maintenance in
order to take full advaniage of the brief period of industrial boom. As the
cycle continues, tornover time increases again. Once domestic demand has
been met, more distant foreign markets have to be sought, and the
marketing of commodities and their reconversion into money takes a
longer time. All these factors bring about a fall in the rate of profit in the
second phase of prosperity.

There are also other factors to be considered. During prosperity the
demand for labour power increases and its price rises. This involves a
reduction in the rate of surplus value and hence in the rate of profit,
Furthermore, the rate of interest rises gradually above its normal level for
reasons which will be discussed later, and as a result the rate of
entrepreneurial profit falls. Of course, the profit of bank capital is thereby
increased (2 consideration which is usually overlooked). Yet, during a
period such as this, the banks are no longer in a position to make their
funds available for the expansion of production. In the first place,
speculation in both commodities and securities is in full spate and makes
increasing demands on the supply of credit. Second, as we shall see
presently, the circulation credit which producers extend to each other
becomes inadequate to meet the increased demands, and here too the banks
must help out. The banks will therefore tend to retain their profit in liquid
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form, as money, and this impedes its conversion into productive capital,
and hence any real accumulation and expansion of the reproduction
process. At the same time, this involves a disruption of the process of
production, since as a result of the obstacles to the reconversion of the
money capital which the banks have attracted by the higher rate of interest
and have retained in money form, a part of the productive capital intended
for expanded reproduction remains unsaleable. Thus the decline in
entrepreneurial profit means increasingly unfavourable conditions for
realization, and a lower level of accumulation for the whole capitalist class.

A crisis begins at 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, as a result of rising demand. Two
questions suggest themselves at this point. First, how do these tendencies,
which presage the end of prosperity, assert themselves in and through
capitalist competition? Second, why does this occur in the form of a crisis,
suddenly rather than gradually ? The latter question is less important, for it
is the alternation of prosperity and depression which is crucial for the wave-
like character of the business cycle, and the suddenness of the change is a
secondary matter.

This much at least is clear: if price rises during prosperity were general
and unpiform they would remain purely nominal. If the prices of all
commodities were to rise by 10 per cent or 100 per cent, their exchange
relationship would remain unchanged.? The rise in prices would then have
no effect upon production; there would be no redistribution of capital
among the various branches of production and no change in the
proportional relations. If production is carried on in the proper pro-
portions (as was shown in the schema presented earlier) these relations need
pot change and no disruption need occur, It is different, however, if the
character of price changes is such as to exclude uniformity. The changed
price structure may then bring about changes in the proportional relations
among the various branches of production; for the changes in prices and
profits crucially affect the allocation of capital among these different
branches. This possibility becomes a reality once it is evident that the rise in
prices must necessarily be accompanied by a shift in the distribution of
capital. And indeed, the existence of factors which prevent prices from
rising uniformly can easily be shown.

Leaving aside revolutions in technology and considering only the
ordinary, constant technical improvements, we may say that the greatest
change in the organic composition of capital, which is responsible, in the
last analysis, for the fall in the rate of profit, will occur where the use of
machinery and of fixed capital in general is greatest. For the larger the
amount of machinery, scientific knowledge, etc., that is already employed,
the greater will be the opportunity for further rationalization of pro-
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capilalist, but a certain proportion of the whole class of productive
capitalists. The increased demand for bank credit, which simply resu}ts
from the fact that the circulation credit with which the productive
capitalists provide each other is no longer adequate, as well as the increased
demand for cash, has a direct effect in raising the interest rate.

Increasing disproportionality, which also signifies that sales are s]ump-
ing, has the same effect. One commodity must be exchanged for another if
credit money is to perform its function of replacing cash. If the reciprocal
turnover of commadities comes to a halt then cash must take the place of
credit money. The bill cannot be met when it falls due because the
commodity which it represents has not been sold. If it is, nevertheless, to be
redeemed that can only be done by recourse to bank credit which thus takes
the place of circulation credit. It is a matter of indifference to th.e
industrialist whether the bill which he has accepted in payment for his
cormumnodity is redeemed through circulation credit (which means, in the
final analysis, that his commodity is exchanged for another commodity) or
through bank credit (in which case his commedity has not as yet been
definitively exchanged for another). Of course, he now has to pay a
somewhat higher rate of interest, but he does not understand the reason for
it, and even if he did understand, this would not change anything and
would do him no good. In any case, prices and profits are still high, and he
still needs the money capital which he can get for his bill in order to
continue production on the same scale. He is quite unaware that the money
capital with which he now operates no longer represents the converted form
of his own commodity capital, which in reality has not yet been sold at all.
Nor is he aware that he is now continuing production with additional
money capital made available to him by the banker.

But this is a circumstance of the greatest importance. The incipient
disproportionality must show itself in the formation of stocks of com-
modities. At some point in the circulation process the commodity must
come to a halt, This stock of commodities would be bound to affect the
market if the commodity had to be sold, in order to continue production
with the money realized from its sale. This effect on the market, and the
ensuing effect on prices and profits, is avoided by the banks making money
capital available to the producers, and in this way credit obscur_es the
incipient disproportionality. Production continues unchanged and is even
greatly expanded in some branches where prices are particularly high,
because the drawing in of money capital prevents commodities from
exerling pressure on the market, thus causing prices to fall. Thus
production appears to be in a perfectly healthy condition even though
disproportionality between different branches of production has already

developed. _ o
The changes in the level of the interest rate, which are primarily
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determined by changes in the relations of proportionality in the course of
the cycle, in turn exert a most powerful influence upon the f; ounding of new
enterprises, upon speculation in commodities and securities, and hence
upon the whole state of stock exchange business. In the initial stages of
prosperity the interest rate is low, and other things being equal this raises
the market quotations of fictitious capital. The price of that part of
fictitious capital, such as state bonds and bonds issued by public
corporations, as well as some types of debentures, which has a fixed and
guaranteed return, rises as a direct result of the fall in the rate of interest. In
the case of shares a rise in their price following the decline in the interest
rate is countered by the reduction of dividends and the greater uncertainty
of yields, but prosperity eliminates this counter tendency, and share
quotations rise as the rate of interest remains low, because vietds increase
and become more certain. At the same time speculation increases, with the
aim of exploiting the rise in security prices, and the demand for shares
grows, with the result that prices are driven still higher. The expansion of
production leads to greater activity in the promotion of new companies,
while existing ones increase their capital. The banks become very active in
issuing shares, and the high level of share prices, together with the low
interest rate, bring high profits from such issues. The new shares are quickly
taken up on the stock exchange and are easily sold to the public, that is to
capitalists who have loan capital available, It is in this period that
promotional activity is most vigorous, and the profits made by the banks
from their own issues are greatest. Money liquidity favours speculation,
which is dependent upon the availability of credit for its operations.
Thanks to the low rate of interest, speculation can exploit even small
fluctuations in stock exchange prices such as occur during the initial phase
of prosperity. The stock exchange is lively and the turnover considerable,
and even though price fluctuations are modest, they tend overall to
produce a higher level of quotations. This higher level, which results on one
side from the increase in the volume of securities and their higher prices,
and on the other side from the increased turnover, involves greater recourse
to credit for settling balances, which now require larger sums of money.
This is even more the case since during such periods ‘bullish’ predominates
over ‘bearish’ speculation, purchases exceed sales, and the balances which
have finally to be settled are inflated. The increased demand for credit
emanating from the stock exchange is not matched by an increased supply,
unlike the increased demand of productive capitalists which is immediately
met by an expansion of circulation credit, Hence the increased demand has
a direct effect in raising the rate of interest, and reinforces those tendencies
emerging in the sphere of production which operate in the same direction.
Similar developments occur in the field of commaodity speculation, which
also tries to take advantage of dising prices and to reinforce the upward



270 Finance capital and crises

trend. On one side, commodities are brought from other markets to a
market where the price is particularly high, thus increasing the supply.
Since one importer knows nothing about the activities of others, it is all too
easy for the supply ultimately to exceed demand, producing a glut on the
market. But on the other side speculation in commodities, like speculation
on the stock market, strives to maintain, and if possible augment, the rise in
prices. Commodities are withheld from the market for as long as possible in
order to raise the price; and ‘rings’ and ‘corners’ are formed to force up
prices by creating artificial shortages. In order to withhold commodities
from the market it is again necessary to resort to credit, and this also
contributes to the rise in the rate of interest.

Meanwhile, industrial prosperity has become general and has developed
into a boom. Prices and profits reach their highest levels. Share prices rise as
a result of higher yields. Speculation, which has on the whole shown a
profit, has grown enormously. The prospect of speculative gains becomes
infectious, and the general public is drawn increasingly into stock exchange
dealings, thus providing the professional speculators with opportunity to
expand their operations at the expense of the public. Since the interest rate
is high the changes in stock exchange prices must be large enough io
prevent the higher interest from absorbing speculative gains, if speculation
is to be profitable. In fact, these fluctuations now become significant in
another way, because the reports from industry are no longer entirely
favourable, and although profits continue to rise, there is stagnation here
and there, sales are no longer so buoyant, and access to credit begins to be
more difficult once the banks begin to consider it hazardous to follow a
policy conducive to speculation. This is particularly the case when, with the
greater participation of the general public, there is a considerable increase
in the number of people who engage in spaculation without resources of
their own, or with quite inadequate resources. Similar developments occur
on the commodity market.

The rising rate of interest tends, however, to depress stock exchange
prices, and eventually a point must be reached at which the effort of
speculators to force up prices comes to a halt. This point is reached all the
more quickly if some of the credit which was previously available is
withdrawn from speculation. We have seen that as prosperity advances
productive capitalists have to make increasing demands upon the banks,
and to the reasons given for that situation we must now add another. The
rate of interest is crucial for the level of promoter’s profit. The high rate of
interest which prevails during a boom reduces promoter’s profit and
consequently restricts share issues. In addition, at such a time speculation is
already satiated and could not absorb further issues at the current high
prices. The banks then confront the danger that they will be unable to
dispose of the new issue, or will have to do so at relatively low prices.
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The needs of industry are now met by the banks themselves. Instead of
issuing shares they grant bank credits, on which the productive capitalists
must pay the prevailing high rate of interest. But the greater the
commitments of the banks to industry the less funds they are able to make
available to speculators. Speculation, therefore, has to contract, and this
means a decline in the demand for securities and a fall in stock exchange
prices. Since the prevailing level of security prices was the basis of the credit
made available for speculative purposes, it now becomes necessary Lo
provide additional funds to support the paper which has served as
collateral, or in some other way, as a basis of credit; funds which many of
the speculators, and particularly their fellow travellers among the public,
cannot supply. So there ensue forced sales of pledged shares, a sudden
increase in the supply of shares, and a rapid fall in stock exchange prices.
This fall in prices is exacerbated by the manoeuvres of the professional
speculators who, having recognized the critical state of the market, now
rush into ‘bearish’ operations. The fall in prices leads to a further restriction
of credit and new forced sales; the decline becomes a crash, and a stock
exchange crisis and financial panic develops. There is a massive devaluation
of paper securities, which fall rapidly below the level corresponding to their
real yield at the normal rate of interest. This depreciated paper is then
bought up by the large capitalists and banks, in order to be sold later at a
higher price when the panic is over and share quotations have risen again.
This continues until, in the course of the next cycle, the expropriation of
some of the speculators, and the concentration of property in the hands of
the money capitalists, again takes place, and the stock exchange performs
its function of bringing about a concentration of property through the
concentration of fictitious capital.

The immediate cause of a stock exchange crisis, therefore, is the changes
which occur in the money market and in the credit situation, and since the
advent of such a crisis depends directly upon the level of the interest rate, it
can well precede the onset of a general commercial and industrial crisis.
None the less, it is only a symptom, an omen, of the latter crisis, since the
changes in the money market are indeed determined by the changes in
production which lead to a crisis.!

Developments similar to those in share speculation also occur in
commodity speculation, except that here, in the nature of things, there is a
closer connection with the conditions of production. Here too the rise in the
rate of interest and the restriction of credit make it more difficult to
withhold commedities from the market and so to maintain prices. At the
same time the high level of prices encourages maximum production,
increased imports, and restraint in consumption, until finally the market
collapses. If the commodity is one whose price also affects the price of
leading securities on the stock exchange, as is the case with copper, for
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example, the collapse of commodity speculation may also be the signal fora
collapse of stock exchange speculation.

The change in money market conditions also has a decisive influence
upon the amount and nature of bank profit. At the beginning of a period of
prosperity the interest rate is low and the profits from share issues large. We
have seen that in the course of the cycle they move in opposite directions.
Moreover, during the whole period of the cycle the bank’s profit from its
commissions as an intermediary in the provision of circulation credit
increases; the profit on money dealing capital also increases because
productive capitalists are making more payments; and above all, as the rate of
interest rises, bank capital takes an increasing share of the producers’ profit
at the expense of entrepreneurial gains, and of speculative profit at the
expense of marginal gains. The higher the rats of interest, the greater is the
share of finance capital in the fruits of prosperity, While prosperity lasts
money capital increases its share of the profit made by productive capital.

We have also seen that in the course of the cycle there is an increasing
demand for bank credit as soon as the volume of circulation credit has
reached its maximum limit. The demand for bank credit develops because
the expansion of production entails an increase in circulation, and that in
turn requires increased means of circulation. Bank reserves are therefore
gradually depleted and this eventually involves resort to the central bank of
issue. Lagging sales retard the circulation of bills of exchange, thusreducing
the volume of circulation credit and making it necessary for bank credit to
fill the gap. But disproportionality, with all its consequences, continues Lo
grow, and its effect upon bank credit is reinforced by the growing demands
of speculation. Thus bank credit is gradually strained to the point where the
banks are no longer able to expand credit without an excessive reduction in
their reserves. When circulation can no longer be expanded through the use
of credit there is a dernand for cash, and as it flows into circulation in
increasing volume reserves are again reduced and the banks are obliged to
place further restrictions on the provision of credit. These restrictions mean
that industry can no longer correct the dislocations arising from dispropor-
tionality, because the required money capital is not available. Commodities
must be unloaded on the market in order to obtain means of payment no
longerobtainable through credit. As a result prices begin to fall; but since
the previous price level was the basis of all credit transactions, this means
that bills drawn against these commodities cannot now be met from the
proceeds of their sale. A demand fer money in order to make payments
arises at the very moment when the supply of money is contracting. For
circulation credit declines rapidly as the fall in prices devalues bills and
reduces the amount of money that can be obtained for them. At the same
time, bank credit cannot be expanded because falling prices make it
doubtful whether producers will be in a position to repay loans. Thus the
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very demand for payment leads to the impossibility of satisfying it, and
credit stringency reaches a peak. Not only has the interest rate risen to its
maximum, but it is impossible to obtain credit at all, for the convulsions in
the credit system have as a consequence that all those who have cash
available keep it for their own payments. There is only one way to obtain
means of paymeunt; namely, by converting commodities into money.
Everyone wants to sell, and for the same reasons nobody wants to buy.
Prices fall precipitously, but still commodities remain unsaleable. Sales
come to a full stop, and circulation credit is annihilated ; for no matter how
much circulation is reduced the elimination of credit money reduces still
more the means of circulation. Cash must take the place of credit and the
demand for means of payment becomes a frantic demand for cash.

The consequences of this demand depend upon the specific circum-
stances; the collapse of commodity prices has a very detrimental effect on
the cash position of industrialists, and makes it doubtful whether they will
be able to repay their bank loans. If the bank has placed its funds with
insolvent industrialists then the bankruptcy of the latter will also involve
the bank, and the credit standing which it enjoyed on the basis of its
deposits and the acceptance of the notes which it issued, is suddenly
destroyed. There is a run on the bank and the repayment of deposits is
demanded in cash, whereas only a minimum amount of such deposits has
not been used to make loans. The deposits are wiped out and the panic may
spread to the other banks, thus forcing them in turn to close their doors. A
bank crisis breaks out. The collapse of the credit system, the reversion to a
monetary system as Marx calls it, makes cash the only acceptable means of
payment. But the quantity of cash available is inadequate for the needs of
circulation, more particularly because there is massive hoarding of itas a
result of the panic. In consequence a cash premium emerges, the intrinsic
value of money disappears (even under a gold standard, as the recent
American crisis once again demonstrated), and the value of money is
determined by the socially necessary value required in circulation.

A long period of development separates the use of money as a means of
circulation and payment from its function as loan capital, Money in the
glittering form of gold is the first passionate love of youthful capitalism.
The mercantilist theory is its breviary of love. It is a great and all-
consuming passion, radiant with the glow of romanticism. For the sake of
winning the beloved capitalism performs innumerable feats of heroism,
discovers new worlds, fights ever-renewed wars, creates the modern state,
and in its romantic ecstasy even destroys the very basis of all
romanticism — the Middle Ages. But with advancing years comes wisdom.
Classical theory teaches capitalism to despise the romantic facade and to
build a solid family establishment in its own home, the capitalist factory. It
looks back in horror upon the costly follies of its youth which led it to
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neglect domestic bliss. Ricardo instructs it in the damage done by its

expensive liaison with gold and joins in lamenting the unproductiveness of
the ‘high price of bullion’. On commercial paper, bank notes, and bills of
exchange, capitalism writes its farewell note to the loved one. But it still

seeks to retain certain privileges, and the currency school requires from the

more modest paper currency that it should conform to the traditions of its

more glamorous predecessor. The tastes of ageing capitalism become ever

more refined. Having enjoyed its youth to the full, an extravagant and

intense passion no longer satisfies it, mystical longings arise, and salvation

is sought in faith. John Law proclaims the new gospel. Capitalism, now
satiated, abominates the flesh and seeks refuge in the spirit. Once again it
experiences a supreme rapture, but suddenly the old desires, long denied,
reawaken, the confidence in satisfaction through faith alone evaporates,
and there is a frantic desire to make sure that the old virility remains. Credit
collapses, and thus suddenly deserted capitalism returns in despair to its
first love, to gold. Shaken by the fever of crisis, no sacrifice is too great in
order to attain the loved one. Capitalism thought that it had long since
liberated itself from the domination of gold, but now it experiences a bitter
disillusionment, and shaken by panic recognizes its continuing de-
pendence. But such crises are cathartic. Gradually capitalism comes to
understand the nature of what it fears but cannot forsake. The vain effort to
abandon gold is given up, and more jealously than ever capitalism
endeavours to hold on to it, and especially to restrain its dangerous
propensity to travel abroad. Nevertheless, the more capitalism succeeded
in establishing its own domination, the less did it allow itself to be bound by
this golden chain. The loved one, once so demanding, learns to be more
modest and is eventually satisfied with the role of someone in reserve, to
whom the incorrigible philanderer may return as a refuge after each fresh
disappointment. Her demands may become excessive, and she may
occasionally refuse her favours altogether, but these moods do not last long
and things soon return to normal. Gold has lost, once and for all, its
absolute domination. . .

A monetary crisis is not an absolutely necessary feature of the crisis, and
may not always occur. Even during a crisis the turnover of commodities
continues, even though on a much reduced scale. Within these limits
circulation can be carried on with credit money, all the more so since the
crisis does not affect all branches of production simultaneously or with
equal force. Indeed, the slump in sales seems to reach its lowest point only
when the situation is complicated by a monetary and banking crisis. If the
necessary credit money is made available for circulation the monetary crisis
can be averted; and even a single bank whose credit position is unimpaired
can do this by advancing credit to industrialists against their collateral. In
fact, monetary crises have been avoided whenever such an expansion of the
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means of circulation was possible, and on the other hand they have always
occurred when banks whose credit remained unimpaired were prevented
from making credit money available. Thijs was the case in England in 1847
and 1857; an incipient monetary crisis was cut short by suspending the
Bank Aet which arbitrarily limited the bank note issue (that is, credit
money) to the amount of the gold reserve plus £14,000,000. In America,
'where the law restricts the circulation of credit money in an even more
Insane way, just when credit is most urgently needed, the monetary crisis of
1907 attained classic proportions.

If one considers the train of events on the national market, then it is
evident that the reduction of the cash reserve is due not only to its being
drained off into domestic circulation, but also to its flowing out of the
country. We have seen that gold functions as world money for the
settlement of international payment balances. There is an observable
tendency for the balance of payments to deteriorate in a country which has
reached the peak of the boom and is close to a crisis. Prices during the boom
encourage imports, which rise far above their normal level, whereas exports
do not increase to the same extent since the absorptive capacity of the
domestic market remains considerable; and in the case of some important
export commodities such as ores, coal, etc., there may even be a large
absolute decline.

It should also be borne in mind that the principal imports of the

advanced capitalist countries are agricultural products, consumer goods,
and raw materials, while their exports are mainly manufactured goods. The
former, however, are much more subject to speculation, and this alone,
a.side from other considerations, gives commerce, and market uncertain-
ties, a much more important role here. Hence excessive imports are more
likely to occur, and on a larger scale, than excessive exports. The balance of
trade, the most important element in the balance of payments, deteriorates
and requires a larger quantity of gold for settlement.
_ Events on the money market take a difference course. In the first place,
interest rates are highest in- the country where the boom is greatest.
Consequently a considerable amount of foreign money is invested there on
a long-term or short-term basis. Furthermore, speculation in shares and
commodities on the exchanges is in full swing and attracts foreign
speculators, with the result that large sums of money flow into the country
for the purchase of securities. The particular structure of the balance of
payments at any given moment depends upon credit relations in in-
ternational trade. England, where crises always tend to be preceded by a
large outflow of gold, extends relatively large amounts of credit for the
payment of its exports, but has little resort to credit to pay for the
commodities it imports. This increases the imbalance which, as we have
seen, tends to emerge in the balance of trade.
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The deterioration of the balance of trade may itself be enough to cause a
flight of gold, and any reduction in the gold reserve occt‘lrring at a t@e
when credit is already strained generates alarm, drives the interest rate Stl‘]l
higher, undermines confidence, and above all restricts_ s_peculation. Thus it
may give the initial impetus to a stock exchange crisis. The ‘.aﬁ'ect'r; ofa
deteriorating balance of trade may be reinforced by fluctuations in the
balance of payments. The boom is an international phenomenon, although
it may vary in its intensity and timing from one country to anothcr.. Let us
assume that the boom began in the United States and has reac:.hed its peak
there while England is only approaching the peak. The higher mt_e.rest ra_tes
and vigorous speculation have attracted a large amount of Enghs.h capital
to America. Now, however, increasingly insistent demands are being made
on the money market in England too and the interest rate as well as the
volume of speculation rise to a high level. As a result, money-prevmus_ly
invested on the American money market is withdrawn and invested in
England just at the time when the American balance .of trad? has
deteriorated. This accelerates the outflow of gold from America, leadmg t‘o
a contraction of credit there, and the outbreak of a stock exchange crisis
which itself, as the forerunner of a general business crisis, worsens further
the balance of payments situation. Foreign funds w‘hich had been invested
in speculation are promptly withdrawn. This applies, of course, to funds
invested in collateral and contango operations, which can be 'fv%thdra\fvn,
not to funds tied up in securities. At the beginning of the crisis foreign
speculators also try to dispose of their declining secur-itles, and thc_*,sc sales
are augmented by the forced sales of those whgse ‘bull.lsh’ speculation now
collapses. To the extent that foreign countries are involved the sale of
securities has an adverse effect on the balance of payments. .

At the same time, however, other factors may come i'nto play which may
change the course of events. The stock exchange crisis, and the_ bal.:lkmg
crisis which may be associated with it, produce a violent con_vulslon in the
credit system. The interest rate rises to an extremely high lt.avt:‘l and
encourages the investment of foreign money capital. The depreciation .ol‘
securities makes them attractive to foreign capitalists, and the substantial
export of securities then improves the balance of payments. At the same
time the balance of trade improves, the credit upheaval puts an end to
speculation in commodities, and it soon becomes _apparent t!'lal the
domestic market is overstocked. Prices fall, a commerqal cr_lsm blegms, a:nd
imports stagnate, while exports —as long as the situation in 'f'orexgn
markets, where the crisis has not yet begun, permits — are pushx?d in order

to obtain means of payment.? Bankruptcies begin to oceur, but in so far as
they affect those who have to pay foreign industrialists for 1mpc_\rted goods,
the bankruptcies cancel out such payments and to that c;lent improve the
national balance of payments.” Thus the export of gold is sooner or later
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brought to an end, depending upon the specific circumstances, before the
onset of the crisis, and is replaced by an influx of gold during and after the
crisis. The alternation between exports and imports of gold during a period
of crisis represents changes in the areas in which the main incidence of the
crisis is experienced.
A more pronounced outflow of gold always affects the interest rate at a
time when, as a result of the emerging disproportionalities, circulation
credit can no longer be expanded sufficiently to meet the requirements of
circulation; but its specific effect is strongly influenced by banking
legislation. The essence of mistaken banking legislation is that it severely
restricts the expansion of circulation credit and prevents it from reaching
those limits which would be reasonable from the standpoint of economic
laws. It does so by establishing some arbitrary relation between circulation
credit and a sum of values with which in reality it has absolutely no
connection in terms of its own economic character. As we know, the bank
note is simply another form of the draft, or bill of exchange, and this in turn
is only a monetary form of the value of commodities. If the volume of
banknotes is not related to the amount of bills and drafts — that is, in the
final analysis, to the value of commodities in circulation, as happens in a
strictly enforced system of so-called bank coverage for notes issued — but is
related instead to a metallic reserve, as in England, or to government
bonds, as in the United States, where this kind of insanity has reached a
peak and debts are regarded as the best collateral for the amount of credit
issued (such insanity being explicable by the insane character of fictitious
capital), then an artificial limit is placed upon the supply of loan capital
which must obviously have a direct effect upon the rate of interest. In
England, where the volume of notes is fixed by law and the needs of
circulation can be met only by metallic money (since every note issued in
excess of £14,000,000* simply represents gold in the coffers of the bank and
is actually gold, therefore, in an economic sense) every considerable
increase in the outflow of gold must pose a direct threat to circulation,
Hence, even if business conditions are perfectly healthy, and credit has not
been impaired, the bank cannot convert the same quantity of bills into its
own notes to offset an outflow of gold, which may have resulted, for
example, from increased imports of wheat following a poor harvest in
England. Consequently, whenever there is an outflow of gold, even if one
can be sure that it will be temporary, the bank is obli ged at once to raise the
interest rate in order to protect its gold reserve, thus making credit more
expensive; a measure, incidentally, which increases the profit of loan
capital, including its own capital, at the expense of entrepreneurial profit.
Moreover, the limitation makes it doubtful whether bills can be converted
into bank notes, that is into legal tender, or at any rate into generally
accepted means of payment. Thus the circulation of credit money required
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by increased circulation is arbitrarily restricted, although the state of
production gives no grounds for this; and it creates artificially, under these
circumstances, a total interruption of the circulation of credit money, with
its consequences in a monetary and banking crisis, all for the sake of a false
theory, the practical application of which, however, brings loan capital
advantages which are by no means purely theoretical.

Tven more senseless is the situation in America, where the circulation of
notes can only be increased if the banks purchase more government
bonds. Since the supply of such bonds is limited, the increased demand
leads immediately to an exceptional rise in their price, so that despite the
high rate of interest the banks find it unprofitable to issue bank notes. If the
banks refrain from purchasing bonds and hence from increasing the notes
in circulation, there is an exorbitant rise in the interest rate, which not only
ensures unusually large profits for the banks and banking capitalists, but
makes them masters of the money market and establishes their dictatorship
not only over speculation and the stock exchange, but also over pro-
duction, through their role in share issues and the provision of credit. This
is also one of the reasons why the American stock exchanges have acquired
such immense importance in the process of concentrating property
ownership in the hands of a few money capitalists. If the present banking
legislation were to remain in force the redemption of the national debt (in
the United States) would play havoc with the note circulation; a kind of
madness which has method in it, for it is an excellent way of making money
for loan capital and hence successfully resists all attempts at reform.

The restrictions imposed by banking legislation have only been tolerable,
up to a point, because — partly as a result of the legislation ~in such
countries as England and America, where they are most stringent and
harmful, the circulation of notes is supplemented by other types of credit
money which make the legal regulations considerably less onerous. The
development of clearing house arrangements and the use of cheques come
under this heading. The clearing house effects a direct settlement of bills,
and to the extent that bills cancel out they perform their function as money
and do not need to be converted into bank notes. The same is true of
cheques. A cheque is drawn upon the drawer’s deposit, even though this
deposit does not really exist because the bank has loaned it out. When I pay
with a cheque drawn upon this non-existing deposit it is the same as if I paid
with a bank note, which also has no metallic backing, but is backed, just
like the deposits which have been loaned out, only by the bank’s own
securities. From an economic point of view the substance is the same even if
the forms (and fortunately this is all that banking legislators pay attention
to) differ. In addition to these various means of economizing on the
circulation of notes (and the fact that one type of credit money can be
substituted for another demonstrates their essential equivalence) there is
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also, in England, the further assurance that the splendid Bank Act would be
suspended immediately any danger arose that it might be effectively
applied.

The effects of bank note legislation may also weaken, or under certain
conditions even completely eliminate, the tendencies which are expressed in
changes in the balance of payments during a crisis. We saw earlier that
changes in the balance of payments always occur as a result of the state of
the balance of trade. The latter itself depends in the first place upon the
natural conditions of production, and second, upon the level and stage of
economic development. A country which has undergone a long period of
economic development, is highly developed industrially, has a large export
trade in means of production and a low level of raw material production,
will have an adverse balance of trade. Thus England, the first country in
which advanced capitalist production became established, was only able to
promote its exports of means of production so vigorously by supplying
them not only as commodities but as capital; that is to say, not by selling
means of production abroad but by sending them abroad as capital
investments. Thus, for example, when England made a railway loan to
South America it was used to buy machines, locomotives, etc., from
England. Such exports, which are at the same time exports of capital, cease
to depend upon the simultaneous import of commodities. If it were simply
a case of commodity exports, South America, for instance, could only
import means of production from England over the long term if it could pay
for them with commodities of its own, since it has not accumulated enough
money to pay for so large a quantity of means of production out of its stock
of metal. In fact, a large part of international trade involves this kind of
exchange of commodities, which more or less balances out. But if
commodities are exported as capital, the volume of exports becomes
independent of commodity production in a country which is still unde-
veloped, and is limited only by its potentialities for capitalist development
on one side, and by the accumutation of capital, the existence of a surplus of
productive capital, in the advanced country on the other side. This is
precisely the reason for the rapidity of capitalist expansion. 1t enables the
most advanced capitalist countries to increase their industrial production
and their exports far beyond their imports from the undeveloped countries.
Hence the adverse balance of trade is matched by a favourable balance of
payments, since the industrial countries receive regular payments in the
shape of profits from the exported capital.

The precise influence of the tendencies which determine the import and
export of gold depends upon the particular quantitative structure of the
balance of trade and the balance of payments. If there is not such a regular
outflow of gold from the United States as was the case in England in earlier
crises, two distinct factors account for this. The first is the obstacles to the
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Money capital and productive capital
during the depression

If we observe the accumulation process after a crisis, it is apparent that
initially reproduction takes place on a reduced scale. Social production
undergoes a contraction. Because of the ‘solidarity of the branches of
production’ the sector in which overproduction first occurs does not
matter. Overproduction in the leading sectors involves general overpro-
duction; hence there is no productive accumulation, no expanded recon-
version of profit into capital, no increase in the application of means of
production. Productive accumulation has ceased. But what happens to
individual accumulation and to particular branches of production?
Production continues even if it is on a reduced scale. It is just as certain that
a large number of enterprises, especially those which are most technically
efficient in their own sector and those which operate in sectors producing the
basic necessities of life, the consumption of which cannot be too severely
curtailed, still make a profit. A part of this profit can be accumulated. But
the rate of profit has fallen, and this decline may also reduce the rate of
accumnulation. Similarly, the total amount of profit has declined, and this
too diminishes the possibility of accumulation. Furthermore, while one
part of the capitalist class makes a profit, another part sustains losses which
must be defrayed [rom additional capital if bankruptcy is to be avoided.
Real production, however, is not expanded during a depression, and if
accumulation takes place, it can only be accumulation in the form of money.
Where does the money for the accumulating capitalists come from?
Let us recall the schema of reproduction:

I 4,000 C+ 1,000 V + 1,000 S = 6,000
II 2000C+ 500V+ 5008 =3,000

This would represent production which has been reduced by the crisis.
Capitalists, however, produce commodities, not money. In order to obtain
money, and indeed more money than they already have at their
disposal - for otherwise there would be no accumulation of
money - they must convert their commodilies into money and refrain from
reconverting that money into commodities. If department Il wants to
accumulate say 250 out of its 500 S, it must sell consumer goods (and the
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producers must sell them to others in the same department because Lhe
turnover of I1 S takes place within department IT} without itsell buying
commodities from other members of the same department. Thus 250 §
remain unsaleable in department II. If one producer succeeds in selling
then others are left with unsold stocks. Money capital is redistributed, and
sellers receive money from the buyers, but the money does not return to the
buyers because they cannot sell their 250 of commeodities.

We arrive at the same result if we assume that capitalists in department
accumulate half of their surplus value. They would then be able to sell
1,000 V + 5008 in the form of means of production to I1 C, which would pay
1,500 in money for the purchase. Since 1 S does not buy 2,000 in consumer
goods, but keeps 500 in consumer goods, II C.therefore has 500 less in
money, which remains in ] as accumulated money. But if II C does not
advance 1,000 in money for the purchase of means of production, and if we
assume that I initiates the process, then I will buy 1,500 in consumer goods,
IT will use the 1,500 to buy means of production, leaving I with 500
unsaleable means of production. Its expectation of accumulation has not
been realized. Department 11 restricts production still further, and begins the
process of reproduction with 1,500 C and a correspondingly reduced
variable capital. If it possessed 2,000 in money for its turnover with I C, it
has now used only 1,500, while the 500 which previously functioned as
money capital now lies idle, and to this must be added the reduction in the
amount of money advanced as variable capital.

It is evident that the pure accumulation of money at the level of society as
a whole is impossible on the assumption of reduced or stationary
production. Only individual accumulation can take place, which simply
means that accumulation by one capitalist changes the distribution of
money capital in the hands of others, and this change is then bound to lead
1o new disruptions of reproduction. It makes no difference if we look at the
class of gold producers themselves. In this case a direct accumulation of
money is certainly possible, but this is limited by the size of the accumulated
profit in this particular branch of production. The volume of sales by other
industries is reduced in proportion to the amount of money thus
accumulated, since it is accumulated and retained as a hoard. No matter
how this factor is evaluated it is quantitatively too insignificant to play any
part in the general process of accumulation.

Nor does the use of credit change matters. The 2,000 (V + S) of I must be
sold for the 2,000 C of II. An accumulation of money would mean that I
sells 2,000 but only buys back 1,500 from II. Whether these turnovers are
accomplished by means of credit or not, the fact remains that I can only
accumulate 500 in money or credit money — that is, claims upon future
production — if IT buys 2,000 from I. But I can only do this by paying for it
either with its own commeodities, which is excluded by our assumption, or
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out of a reserve fund of money, in which case I simply accumulates what I1
loses. It is incorrect to say, therefore, that the capital lying idle during a
period of depression consists of money capital accumulated in the form of
money or credit. [t is money capital set free by the contraction of
production, which was previously used to effect turnovers but has been
rendered superfiuous by the decrease in production. Its idleness reflects the
idleness of productive capital. The forces of production, as a result of the
contraction of production, are only partially employed. The newly
produced constant capital is. stored up and finds no application in
production. Money capital and the potentialities of the existing system of
credit have become too large in relation to the diminished turnover, and so
money capital lies idle in the banks awaiting utilization, the precondition
for which is an expansion of production.

It is, by the way, an extraordinary notion of the theorists of crises to
point precisely to this idle money capital as the most powerful stimulus to
an enlargement of reproduction.' As if the shutdown of machinery, with its
threat of material and moral deterioration, the underutilization of fixed
capital in general, which involves not a sacrifice of profit but continuing
losses, were not a much stronger incentive to expand production than a
lowering of the rate of interest on money capital. The question is not
whether the incentive to accumulate after a crisis is reinforced by money
liquidity, but whether or not the expansion of reproduction is objectively
possible. There is usually great money liquidity immediately after a crisis,
and yet it may take years before prosperity is fully restored.?

It is very amusing to see how the views of business commentators in the
bourgeois press change in accordance with the current state of the business
cycle. In the German press, the recent crisis was attributed almost
exclusively to dear money or to the scarcity bf money capital. Now that the
depression persists in spite of the continuing international liquidity they are
slowly discovering that prosperity does not depend solely upon the
condition of the money market.?

The misconceptions about the causes of money liquidity during a
depression, and their significance for overcoming the depression, rest
ultimately upon the failure to see beyond the determination of economic
forms to the material determination of social production which is revealed
by Marx’s analysis in the second volume of Capital. One operates only with
such economic concepts as ‘capital’, ‘profit’, ‘accumulation’, etc., and
thinks that the problem is solved when one has shown the quantitative
relations which make simple or expanded reproduction possible, or
conversely, cause disturbances. In this way the fact is overlooked that these
quantitative relations reflect qualitative conditions and that not only can
value magnitudes, which are directly commensurable, be distinguished,
but also specific use values which must possess definite qualities
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in production and consumption. It is also overlooked, in analysing
the reproduction process, that there are not only distinct units of
capital in general — so that, for example, a surplus or shortage of industrial
capital can be ‘compensated’ by a corresponding amount of money
capital — and not only units of fixed and circulating capital, but that itis a
question of machines, raw materials and labour power of a very definite
kind (required by the technology) which must be available as use values of
this specific kind if disruptions are to be avoided.*

In fact, during a crisis, there is idlé industrial capital (plant, machines,
etc.) on one side, and idle money capital on the other. The same causes
which make industrial capital idle also make money capital idle. Money
does not circulate, or function as money capital, because industrial capital
is not functioning. Money is not employed because industry is not
employed. ‘Phoenix’* does not cease production because money capital is
lacking, nor does it resume production because money capital is abundant;
on the contrary money is readily available because production has been
reduced. The ‘scarcity’ of money capital is only a symptom of the
stagnation of the circulation process, as a result of overproduction having
already begun.

Credit, in the first place, replaces money as a medium of circulation, and
second, it facilitates the transfer of money. Theoretically it is possible to
ignore credit for the moment by assuming that there is a sufficient quantity
of metallic money available for a purely metallic circulation.

It is characteristic of almost all modern crisis theorists that they explain
business cycle phenomena in terms of changes in the interest rate, instead of
explaining, conversely, the phenomena of the money market in terms of the
conditions of production.® The reasons for this are not far to seek. The
events on the money market are manifest, are discussed daily in the
newspapers, and have a decisive influence on the course of the stock
exchange and on speculation. In addition, the supply of loan capital at any
given moment is a determinate sum, and must appear as a determinate sum,
for otherwise it would be impossible to explain how supply and demand
could determine the rate of interest. What is generally overlooked is that
the supply of loan capital depends upon the state of production; first, upon
its volume, and second, upon the proportionality between branches of
production, which has a decisive effect on the circulation time of
commodities and hence on the velocity of circulation of credit money.
What is also generally overlooked is the functional difference between
commercial credit and capital (bank) credit, especially since this difference
seems to be eliminated by the issue of bank notes, and with the development

*The Phoenix Mining and Smelting Co., a well known pre-1914 German en-
terprise. [Ed.)
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Along with the concentration of firms the scale on which production can be
maintained also increases.

As capitalist production develops there is therefore an increase, both
absolute and relative, in that part of production which can be carried on
under all circumstances, and along with it an increase in the volume of
commodity circulation which continues undisturbed during the crisis, and
of the circulation credit based upon it. Hence the disruption of credit need
not be as complete as in crises of the early period of capitalism.
Furthermore, the development of a credit crisis into a banking crisis on one
side and a monetary crisis on the other is made more difficult, first by the
changes in the organization of credit, and second by the shift in the
relations between commerce and industry.

A credit crisis develops into a monetary crisis if the collapse of credit
produces a sudden scarcity of means of payment.® This scarcity emerges
less strongly the larger the volume of production which is maintained under
all circumstances, for credit money can continue to perform its function to
the same extent. The greater the volume of credit transactions the more
commercial credit is replaced by bank credit, for the latter is less easily
undermined than is the credit of individual industrialists. The decisive
factor, however, is that there is no longer any shortage of means of payment
because the development of credit has reduced the need for cash money,
even during a crisis, since the use of cheques and clearing transactions
continues; and the latter means of payment can be supplied by the banks of
issue, whose credit remains unimpaired even in a crisis. We have seen that
the circulation of bank notes is based upon the circulation of bills, which
may contract if its foundation, commodity circulation, contracts. But it
contracts more than does the circulation of commaodities because com-
mercial credit has been shaken. The bank now substitutes its own credit for
commercial credit to the extent that the real circulation of commodities
permits, and it can do so on this scale because the continued circulation of
commodities provides an assurance that its claims will be honoured. It can
therefore make its credit money available for the genuine needs of
circulation and satisfy the demand for means of payment. In effect the bank
restricts demand for means of payment to the real, essential needs of
circulation, and wards off that well-nigh unlimited demand, arising from
the fear that it will be impossible to obtain means of payment even against
the best collateral, which goes beyond any actual need and leads to large-
scale hoarding with a consequent further contraction of the means of
payment. Il the bank of issue is to act in this way, it is necessary, first, that
its credit position should be sound (a condition which a well managed bank
of issue should easily be able to fulfil), and second, that the increased note
issue should not endanger convertibility. This second condition is met by a
policy, dictated by the bank’s own self-interest, of issuing bank notes
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during a crisis only against absolulely reliable collateral, which gives it the
assurance that it is really satisfying only the requirements of circulation
within the limits imposed by the crisis. Furthermore, convertibility is
protected against unforeseen accidents by an adequate cash reserve,
especially of gold. This condition is fulfilled, as capitalist production
develops, by increased production of gold, by the accumulation of gold in
the banks, and by restricting the function of this gold to that of a reserve.
With the development of credit the function of gold is increasingly limited
to settling the balances on international payments, and although the
volume of international payments has increased enormously, the cash
required for balancing these payments has not increased to the same extent,
nor in proportion to the accumulated gold reserves in the older capitalist
countries, as a result of the growing use of credit money in international
transactions. This puts the banks of issue in a position to meet the increased
demands upon them during a crisis. We are assuming of course that their
economic functions are not hampered by legislative controls, as was the
case in England with the Peel Act, and in the United States with the
nonsensical coverage regulations which have produced typical monetary
crises there,

The absence of a monetary crisis protects credit against a complete
breakdown and is therefore also a safeguard apgainst the occurrence of a
bank crisis. There is no run on the banks and mass withdrawal of deposits,
and the banks, if they are otherwise solvent, can meet their obligations.
Even where a bank crisis does not result from a credit and monetary crisis,
but from the immobilization of bank resources in industry and losses on
credit advances, capitalist development tends to mitigate the effects of
crises on capital.

The concentration of banking plays an important part here. Through the
enormous expansion of the sphere of business activity, and its extension to
diverse national economic areas at different stages of capitalist develop-
ment, it allows a much greater spreading of risk. Furthermore, the
increasing concentration of the banks is accompanied by a change in their
position vis & vis speculation, commerce and industry. In the first place, this
concentration involves a redistribution of power in their favour, thanks to
their large capital resources. Not only is their capital quantitatively
superior to that of their debtors, but they also have a qualitative advantage
in disposing over capital which is constantly available, namely money
capital. This advantage precludes the possibility that a large, well-managed
bank could become so dependent upon the fate of a single enterprise, or a
few enterprises, in which it has invested its resources, as to be ruined by
their failure during a crisis.

If one examines the causes which militate against a banking crisis the first
thing to notice is that speculation, in both commodities and securilies, has
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man’. The mass psychoses which speculation generated at the beginning of
the capitalist era, in those blessed times when every speculator felt like a
god who creates a world out of nothing, seem to be gone for ever. The tulip
swindle with its idyllic background of a poetic love of flowers, the South Sea
Bubble, with its adventure-inspiring fantasies of unheard-of discoveries,
Law’s projects with their plans for world conquest, all gave way to the
naked quest for marginal profit, which came to an end in the crash of 1873.
Since then, faith in the magical power of credit and the stock exchange has
disappeared, and despite Bontoux,* the beautiful Catholic cult has been
destroyed by a sober enlightenment which no longer wants to believe in an
immaculate conception by the holy ghost of speculation, but accepts what
is natural as natural, and leaves faith to the fools who remain. The stock
exchange has lost its faithful and kept only its priests, who make their
money from the faith of others. Since faith has become a business, the
business of faith has declined. The seductive and lucrative craze has spent
itself, the tulips have long since faded, and the coffee bush, though it still
yields commercial profit, no longer produces true speculative gains. Prose
has vanquished the poetry of gain.

The above-mentioned factors throw light on the causes which have
changed the character of crises in so far as the latter result from large-scale
bankruptcies, and from stock exchange, bank, credit, and money panics.
While these causes do not preclude the occurrence of such crises, they do
explain why it is more difficult for them to occur. Whether they do break
out or not depends upon the severity of the disturbances and the
suddenness of their appearance. Whether these disturbances could become
so great as to bring about a failure of one of the large banks in Germany
(assuming reasonably competent management) is a quaesto facti (a matter
of fact) rather than a theoretical question. But all these factors leave
unresolved the emergence of an industrial crisis, the cyclical alternation of
prosperity and depression. The question arises whether the great change in
the form of industrial organization, whether monopolies, through their
alleged power o suspend the regulatory action of the capitalist
mechanism - free competition - can bring about qualitative changesin the
business cycle.

As we know, cartels can effect changes in the level of prices, which
produce a different level of profit as between cartelized and non-cartelized
branches of production. The phenomena of the business cycle then develop
on the basis of these changes, and they are modified, in certain respects, by

* Eugéne Bontoux was a French enginecr and financier who succeeded in enlist-
ing the participation of French clerical and aristocratic circles in his speculative
Union Générale for the construction of railways in Eastern Europe. The pro-
ject coltlapsed in 1882. [Ed.]
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the existence of cartels. But other effects too have been, and are still,
attributed to the cartels. They are supposed not only to modify the effects of
crises, but to be able to eliminate them altogether, since they regulate
production and can always adjust supply to demand. This view ignores
completely the inherent nature of crises. Only if the cause of crises is seen
simply as the overproduction of commodities resulting from the lack of an
overall picture of the market can it be plausibly maintained that cartels are
able to eliminate crises by restricting production.

That a crisis is synonymous with the overproduction of commodities, or
is caused by overproduction, appears to be certain and undeniable. Is it not
a palpable fact, apparent to everyone? Prices are low because supply
exceeds demand, that is, because there is a surplus of commodities, and
every glance at the market reports shows that warehouses are overstocked,
goods unsaleable, that there is indeed overproduction of commodities. But
the cartels are in a position to restrict the output of an entire branch of
industry. Previously, this was accomplished by the blind operation of the
law of price, which brought numerous firms to a standstill, and to
bankruptcy, through a fall in prices; but now the same blessed shrinkage of
production can be achieved more rapidly and painlessly by the collective
wisdom of the cartelized directors of production. Nor is this all. Since the
cartel can fix prices and take care of ‘the balancing of supply and demand’
eliminate speculation, and control and supervise trading (if it does not take
it over completely) why should it not be possible, by adapting production
precisely to demand, to eliminate crises altogether from this world and to
deal with minor disturbances of economic life quickly, without any serious
disruption?

This would be too good to be true. Anyone who simply equates crises
with the overproduction of commodities misses precisely the essential
point: the capitalist character of production. The products are not simply
commodities, but products of capital, and overproduction during a crisis is
not just overproduction of commodities, but overproduction of capital.
This simply means that capital is invested in production in such volume that
the conditions of its utilization have come into contradiction with the
conditions of its valorization, so that the sale of products no longer yields a
profit sufficient to ensure its further expansion and accumulation. The sale
of commodities comes to a standstill because production has ceased to
expand. That is why anyone who simply equates a capitalist crisis with the
overproduction of commodities does not get beyond the first step in the
analysis of crises. It is evident that we are not dealing merely with an
overproduction of commaodities from the fact that soon after a crisis the
market shows itself able to absorb a much larger quantity of commodities.
Each successive period of prosperity breaks the record set by its prede-
cessor, even though the increase in market capacity cannot be explained
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actual course of foreign policy, which remained the executive arm of
English world trade in the nineteenth century just as it had been in the
scventeenth and eighteenth centuries. On the continent the movement was
limited to achieving freedom of the trades and professions, and remained a
rule for domestic policy, while the policy [or external trade quite naturally
continued on a protectionist basis. England’s free trade policy was based,
after all, on its lead in capitalist development and on the technical and
economic advantage which this gave to English industry. This lead was not
due solely to natural causes, although they played an important role; thus
until the modern transport system had developed water-bome traffic, and
the saving in freight charges resulting from the location of iron ore and coal
in close proximily to each other, were bound to have a decisive significance.
On the other side, however it should not be forgotten that capitalist
development is the accumulation of capital, and the more rapid accumu-
lation in England was due, in large measure, to the outcome of the power
struggles with Spain, Holland and France for control of the seas, and hence
the control of colonies, as well as to the rapid proletarianization which
followed the victory of the large landowners over the peasants.

England’s industrial pre-eminence gave her a larger stake in free trade
just as, at an earlier time, Holland’s lead in capitalist development had
committed her to a free trade policy.® Internally the development of
industry, the growth of population, and its concentration in the cities, very
soon made domestic agricultural output inadequate. As a result the price of
grain was determined by the particularly high costs of transport which
prevailed prior to the revolution in the means of transportation, and by the
tariff which was then going into effect. Furthermore, even during the
transition period, when good harvests made grain imports unnecessary,
while bad ones increased them enormously, the landlords saw to it that
through a system of export subsidies famine prices were periodically
created, and the inelastic monetary system of England had the effect of
bringing about a monelary crisis in the wake of every increase in food
prices. This whole system was quite contrary to the interests of industry;
manufacturers had no reason to fear the import of foreign industrial
products since their own enterprises were technically and economically far
superior, and on the other hand, grain prices were the most important
element in the ‘price of labour’, which itself played a part in the
industrialists’ cost prices that was all the more important because the
organic composition of capital was still low and the share of living labour in
the value of the total product was therefore relatively high. The openly
avowed purpose of the English anti-tariff campaign was to reduce costs by
making both raw materials and labour power cheaper.

Similarly, English industrial and commercial capital was greatly in-
terested in encouraging free trade in other countries, but had little interest
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in the possession of coloniés. To the extent that colonies served as markets
for industrial products and for the purchase of raw materials, England had
to face no competition worth mentioning so long as these areas remained
under a regime of free trade. The campaign for an active colonial policy,
which was very expensive, raised taxes, and weakened the parliamentary
system at home, abated in face of free-trade propaganda. Nevertheless, the
idea of abandoning the colonies remained a platonic demand of radical free
traders. The most important of these colonies, India, was never regarded as
a mere market; dominion over India assured a large and influential class of
high incomes as a ‘tribute for good government’.? Moreover, in this
important market ‘security’ was an essential condition of sales, and it was
questionable whether the surrender of England’s dominion might not
revive old conflicts which would reduce its trading opportunities.*

The commercial policy interests on the continent were entirely different.
Here the principal champions of free trade were the agrarian suppliers of
raw materials and the exporting landowners, because free trade would have
enlarged the market for their own produce and lowered the price of
imported industrial products. The interest of the industrialists, on the other
hand, lay in the opposite direction. There was no question of a tariff on
agricultural products, but the overwhelming English competition obstruc-
ted or retarded the development of indigenous industry. It was necessary
first of all to overcome the difficulties of take-off, to master the obstacles
created by the shortage of skilled workers, foreman and engineers, to close
the technological gap, to create marketing organizations and promote the
development of credit, to accelerate proletarianization by undermining the
competitive position of the handicraft producers, and to dissolve the
traditional peasant economy — in short to catch up with ali the things which
gave England her supremacy. In addition, there was a fiscal interest in tariff
revenues, which at that time, when the system of indirect taxation was in its
infancy, and the existence of a natural economy over large areas of the
country posed! insuperable obstacles to its extension, were far more
important than they are today. The tariff revenues of the continental states,
in so far as they came from duties levied on industrial products, were
apparently not economically harmful during that period. It is true, of
course, that the domestic consumer had to pay more for the product, say, of
English industry by the amount of the tariff, but the difference fiowed into
the state treasury, whereas today the protective tariff not only pours money
into the state treasury but also exacts enormous payments from domestic
consumers and transfers them to industrialists and landowners.
Conversely, the fiscal interest is now coming to the fore in England, because
the tax system evolved to date can be perfected only with great difficulty
and in the face of fierce resistance, given the present distribution of political
power among the various classes. So far as their colonial possessions were
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concerned, the colonial powers also had to reckon in this case with the
overwhelming power of English competition if ever they dismantled the
protective tarifl barriers and privileges.

Thus the tariff policies of the industrial classes in England and on the
continent followed different directions, as a result of the industrial pre-
eminence of English capitalism. The continental and American protective
tariff systems were given a theoretical justification in the works of List and
Carey. List’s system is not a refutation of the theory of free trade as it was
formulated, for instance, by Ricardo. It propounds an economic policy
which would really make the free trade system feasible, by facilitating the
development of a national industry for which that system would be
appropriate, This was the only purpose which List’s ‘educational’ tariffs
were intended to serve, and he therefore proposed low tariffs designed to
eliminate the disparity between England’s superiority and Germany’s
backwardness, which would only be imposed for a limited period of time
since his policy was intended ultimately to make tariffs unnecessary.

This tariff policy of developing capitalism is transformed into its
opposite by the tariff policy of advanced capitalism. List’s system was
avowedly a system designed for backward capitalist countries. But here
again the law of the heterogony of ends asserted itself.* It was not free trade
England, but the protectionist countries, Germany and the United States,
which became the model states of capitalist development, if one takes as a
yardstick the degree of centralization and concentration of capital (that is,
the degree of development of cartels and trusts) and of the domination of
industry by the banks —in short, the transformation of all capital into
finance capital. In Germany the rapid rise of industry after the abolition of
internal tariff barriers, and especially after the establishment of the empire,
brought about a complete realignment of interests with respect to
commercial policy. When the landowners stopped exporting agricultural
products they became protectionist. The supporters of a protective tariff in
industry made common cause with them, and it was precisely the
representatives of heavy industry, particularly the iron industry, who
clamoured for protection against the more powerful competition from
England. This branch of industry had a high organic composition of capital
and could easily bear the rise in food prices, which at that time was
moderate, and the effects of which were being offset by nascent agricultural
competition from America. On the other hand, industry suffered greatly as
a result of the crisis. English competition was all the more difficult to meet

* The term ‘heterogony of ends’ is taken from the psychological theory of
Wilhelm Wundt, and refers to the possibility that the consequences of a course
of action will lead to a modification of the original end or the emergence of
unintended ends. [Ed.]
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because the German iron industry lagged far behind the English for natural
and technical reasons, especially before the discovery of a method for
removing phosphorus from pig-iron. In addition, it was precisely in the
industries with a very high organic composition of capital and an
exceptionally large component of fixed capital, that it was difficult to
overcome the advantages of industries which had developed earlier
elsewhere. A part of bank capital, which wasintimately associated from an
early stage — indeed from the very outset — with the development of heavy
industry in Germany, also supported a policy of protective tariffs. The
opponents of such a policy were those sectors of industrial capital which
had invested in the export industries, and commercial capital. The victory
of protectionism in 1879, however, marked the beginning of a change in the
function of the tariff from an ‘educational’ taniff to a protective tariff for
cartels.”

There is no doubt that the exclusion of foreign competition gives an
exceptional impetus to the formation of cartels. It does this directly in so far
as a reduction in the number of competitors facilitates agreement among
them; and indirectly, because the protective tariff, by its nature and
origin - since it is at this stage of development in Europe and the USA the
vehicle of the powerful capitalists of the raw materials and semi-finished
goods industries — is as a rule more advantageous to these industries than
to the export oriented finished goods industries, which had to compete on
the world market with similar English products, the cost price of which had
not been increased by tariffs. It was this circumstance which necessarily
favoured the development of the industries engaged in the production of
means of production, placing at their disposal all the capital they needed
for their technical equipment, accelerating their advance to a higher
organic composition of capital and at the same time their concentration
and centralization, thus creating the prerequisites for their cartelization.

There was still another circumstance, stemming originally from the
backwardness of German industrial development, which eventually be-
came a cause of the organizational superiority of German industry as
compared with that of England. English industry developed so to speak
organically and gradually from small beginnings to its later greatness. The
factory was an outgrowth of co-operation (simple division of labour) and
manufacture, which first developed principally in the textile industry, an
industry which required comparatively little capital. Organizationally it
remained, for the most part, at the stage of individual ownership; the
individual capitalist rather than the joint-stock company predominated,
and capitalist wealth remained in the hands of individual industrial
capitalists. There emerged gradually, but at an increasing pace, a class of
wealthy industrial entrepreneurs, owning large capital resources, whose
property consisted of their productive plant. Later on, when joint-stock
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making foreign competition more difficult,” and second, because cartels
provided an opportunity to take advantage of the tariff margin even when
industry had become capable of exporting. By restricting production
quotas for domestic consumption the cartel eliminates competition on the
domestic market. The suppression of competition sustains the effect of a
protective tariff in raising prices even at a stage when production has long
since outstripped domestic demand. Thus it becomes a prime interest of
cartelized industry to make the protective tariff a permanent institution,
which in the first place assures the continued existence of the cartel, and
second, enables the cartel to sell its product on the domestic market at an
extra profit. The amount of this extra profit is given by the difference
between the domestic price and the price on the world market. This
difference, however, depends upon the level of the tariff, and so efforts to
raise tariffs have become just as unrestrained as those to increase profits.
Cartelized industry has therefore a direct and supreme interest in the level
of the protective tarifl. The higher the tariff, the more the domestic price
can be raised above the price on the world market; and so the ‘educational’
tariff has evolved into a high protective tariff. The protagonist of friendly
agreements and advocate of the gradual reduction of tariffs has become a
fanatical high tariff protectionist.

But the cartel does not only benefit from the protective tariff on its own
products. As we know, the cartel price, other things being equal, is
constrained by the rate of profit in other industries. For example, if the rate
of profit of the machine tool industry is increased by a higher duty on
imported machinery, the cartels in coal and iron production will be able to
raise their prices and so appropriate for themselves part or all of the extra
profit of the machine tool industry. Monopolistic combinations thus
acquire an interest in tariff protection not only for their own products, but
also for those of industries which use their products in a later stage of
production.

The protective tariff thus provides the cartel with an extra profit over and
above that which results from cartelization itself,® and gives it the power to
levy an indirect tax on the domestic population. This extra profit no longer
originates in the surplus value produced by the workers employed by the
cartels; nor is it a deduction from the profit of the other non-cartelized
industries. It is a tribute exacted from the entire body of domestic
consumers, and its incidence on the various strata of consumers ~ whether,
and to what extent, it is a deduction from ground rent, from profit, or from
wages — depends, as with any other indirect taxes imposed on industrial
raw materials or consumer goods, upon the real power relations and upon
the nature of the article which is made more expensive by the cartel tariff.

An increase in the price of sugar, for example, affects the mass of workers
more severely than does an increase in the price of agricultural machinery
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or of bentwood furniture. But whatever the final outcome of these
increases, the fact remains that a part of society’s income is seized in this
way for the benefit of cartelized industry, protected by tariffs, which is
thereby enabled to accelerate enormously its accumulation of capital.

This way of increasing profits was bound to assume greater importance
when it became impossible to raise the rate of profit by means of an increase
in absolute surplus value, by extending the working day and depressing
wages, as a result of the growing strength of labour organizations, which
tended to produce a trend in the opposite direction. The fact that the
introduction of a protective tariff for industrial goods was accompanied by
increases in the duties on agricultural products, had little importance for
the heavy industries. Since the organic composition of their capital is high
the increased cost of labour power is not an excessive burden, their position
in wage disputes is extraordinarily strong, and the modest rise in costs of
production as a result of the agricultural tariffs is more than compensated
by the extra profit derived from their own protective duties, provided they
are high enough.

The increase in prices on the domestic market, however, tends to reduce
the sales of cartelized products, and thus conflicts with the trend towards
lowering costs by expanding the scale of production. This may well
endanger the existence of cartels which have not yet become firmly
established. The largest, best equipped concerns, for which the reduction of
sales as a result of cartel policy is unacceptable, would renew the
competitive struggle in order to destroy the weaker firms and take over
their share of the market; and after the battle is over a still stronger cartel
may emerge on 4 new basis. But if a cartel is already well established, it will
try to compensate for the decline of the domestic market by increasing its
exports, in order to continue production as before and if possible on an
even larger scale. On the world market, of course, the cartel has to sell at
world prices. If the cartel is efficient and capable of exporting — which is our
assumption here - its real price of production {c+ p) will correspond with
the world market price. But a cartel is also in a position to sell below its
production price, because it has obtained an extra profit, determined by the
level of the protective tariff, from its sales on the domestic market. It is
therefore able to use a part of this extra profit to expand its sales abroad by
underselling its competitors. If it is successful it can then increase its
output, reduce its costs, and thereby, since domestic prices remain
unchanged, gain further extra profit. It can also achieve the same result by
paying its domestic customers export subsidies out of the extra profit when
they ship its products abroad. The maximum export subsidy in this case,
given the size of the economic area and the volume of domestic
consumption, is determined by the level of the tariff. When business
conditions are good, the cartel will be able to set this subsidy much lower,
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rapid industrial development of the United States, even under a regime of
protective tariffs. At an advanced stage of capitalist production (that is to
say, after the ‘educational’ tariff has done its work) a state will be more
strongly inclined toward free trade the smaller its economic territory.
Hence the strong free trade interests of Belgium. Furthermore, the smaller
the territory, the more one-sided is the distribution of the natural
prerequisites of production, and therefore the smaller the number of
branches of industry which it will be able to develop and the preater the
interest in importing from abroad those commodities for the production
of which its own territory is less suited.

On the other hand, a protective tarilf means a constriction of the
economic territory, and hence an interference with the development of the
productive forces, since it reduces the size of industrial plants, discourages
specialization, and impedes, finally, that international division of labour
which brings about a flow of capital into those branches of production for
which a given country is best suited. This is all the more important in the
case of the modern high protective tariff since the tariff rates are frequently
fixed less out of regard for the technical conditions of production which
prevail in particular branches of production, than as the outcome of a
political struggle for power among various industrial groups whose
influence upon the state ultimately determines the tariff structure. But
although the tariff is a brake upon the development of the productive
forces, and hence of industry, it means for the capitalist class a direct
increase in its profits. Above all, free trade hampers cartelization, and
deprives industries which are capable of being cartelized of their monopoly
of the domestic market, if that monopoly is not already assured by
protected freight rates (as in the case of coal) or by a natural monopoly (as
in the case of German potash productiou).’But then the extra profits which
flow from the use of the cartel’s protective tariff come to an end.

It is true, of course, that monopolization also progresses even without a
protective tariff. But the pace is slowed down, the cartels do not become as
firmly established, and there is a danger that international cartels will meet
with resistance because they will immediately be regarded as alien forces of
exploitation. On the other hand, a protective tariff assures the cartel of the
national market and gives it much greater stability, not only by exciuding
competition, but also because the possibilities for making use of the tarifl
are a direct incentive to the consolidation of cartelization. International
cartelization too, although it would develop eventually on the basis of a
much more advanced concentration of capital, even under a free trade
system, is accelerated by protective tariffs, which facilitate especially the
formation of the type of cartel based upon the allocation of markets, and
upon price agreements, since it is not a matter of combining isolated
producers on the world market, as would be the case if a free trade regime
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prevailed, but of combining national cartels which are already well
established. The protective tariff establishes the individual cartels as the
contracting parties, and thus greatly reduces the number of participants.
It also prepares the basis for agreement by reserving the national markets
from the outset for the respective national cartels. But the more markets
there are which exclude competition by a protective tariff, and are thus
reserved for their respective national cartels, the easier it is to reach
agreement about free markets, and the more firmly established will be the
international arrangements, since if they broke down this would not give
outsiders the same prospect of competing successfully as would a free trade
regime.

Hence there are two opposed tendencies at work here. On the one hand
the protective tariff has become an offensive weapon which the cartels
employ in the competitive struggle, thus intensifying the price war, while at
the same time they seek to strengthen their competitive position by recourse
to the machinery of the state and to diplomatic intervention. On the other
hand the protective tariff gives greater stability to the national cartels and
so facilitates the conclusion of inter-cartel arrangements. The net result of
these two tendencies is that these international agreements represent a kind
of truce rather than an enduring community of interest, since every
change in the tariff defences, every variation in the market relations
between states, alters the basis of the agreement and makes necessary the
conclusion of new contracts. More solid structures can only emerge when
either free trade more or less eliminates the national barriers, or the basis of
the cartel is not the protective tariff but primarily a natural monopoly, asin
the case of petroleum.

At the same time cartelization greatly enhances the direct importance of
the size of the economiic territory for the level of profit. As we have seen, the
protective tariff brings the capitalist monopoly an extra profit on its sales in
the domestic market. The larger the economic territory, the greater the
volume of domestic sales (think, for example, of the proportion of steel
output which is exported by Belgium and the United States respectively)
and the larger therefore the cartel’s profits. The greater this profit, the
higher the export subsidies can be, and the stronger therefore is the cartel’s
competitive position on the world market. Along with the more active
intervention in world politics occasioned by the passion for colonies, there
has also emerged the desire to extend as much as possible the economic
territory, surrounded by a wall of protective tariffs.

In so far as the protective tariff has adverse effects on the rate of profit,
the cartel seeks to overcome them by means which the tariff system itself
provides. In the first place the development of export subsidies, which have
been called into existence by tariff protection, enables the cartel to
surmount, at least in part, the tariff barriers of other countries and thus, to
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interest on newly imported capital. While at one time colonies and new
markets were established mainly Lo provide new articles of consumption,
new capital investment is now directed principally to branches of
production which provide raw materials for industry. As domestic
industry, which supplies the requirements of capital export, grows, so the
exported capital is applied to the production of raw materials for this
industry. In this way the products of the exporied capital find a market in
the home country, and the narrow sphere in which production moved in
England undergoes a great expansion as domestic industry and the
products of exported capital nourish each other.

We know, moreover, that the opening of new markets is an important
factor in bringing an industrial depression to an end, in prolonging a period
of prosperity, and in moderating the effects of crises. The export of capital
accelerates the opening up of foreign countries and promotes the maximum
development of their productive forces. At the same time it increases
domestic production, which has to supply the commodities that are
exported abroad as capital. Thus it becomes a very powerful impetus to
capitalist production, which enters upon a new period of Sturm und Drang
(storm and stress)* as the export of capital becomes general, during which it
seerns to be the case that the cycle of prosperity and depression has been
shortened and crises have become less severe. The rapid increase in
production also brings about an increased demand for labour power which
is advantageous to the trade unions, and the tendencies towards pauper-
ization inherent in capitalism appear to be overcome in the advanced
capitalist countries. The rapid rise in production inhibits a conscious
awareness of the ills of capitalist society and generates an optimistic view of
its viability.

The speed with which colonies and new.markets are opened up today
depends essentially upon their capacity to serve as outlets for capital
investment. This capacity is all the greater the richer the colony is in
products which can be produced by capitalist methods, have an assured
sale on the world market, and are important to industry in the home
country. The rapid expansion of capitalism since 1895 has brought about a
price increase especially in metals and cotton, and has thereby intensified
the drive to open up new sources of these vital raw materials. Hence export
capital seeks its sphere of activity principally in regions capable of
producing such materials, and is drawn to those sectors, especially mining,
which can at once be run on capitalist lines. As a result of this production
the surplus which the colony can export is again increased, and this makes
possible new capital investments. In this way the tempo of capitalist
development in new markets is greatly accelerated. The obstacle to opening
up a new country is not the lack of indigenous capital, since this is
eliminated by the import of capital, but in most cases quite another
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disruptive factor; namely, the shortage of ‘free’, that is to say wage, labour.
The labpur problem assumes an acute form, and seems to be capable of
resolution only by the use of [orce.

As has always been the case, when capital first encounters conditions
which contradict its need for valorization, and could only be overcome much
too slowly and gradually by purely economic means, it has recourse to the
power of the state and uses it for forcible expropriation in order to create
the required free wage proletariat. In the early days of capitalism this was
the fate of the European peasants and of the Indians of Mexico and Peru,
and today the same is happening to the Negroes of Africa.’ These violent
methods are of the essence of colonial policy, without which it would lose
its capitalist rationale. They are just as much an integral part of it as the
existence of a propertyless proletariat is a conditio sine qua non of capitalism
in general. The idea of pursuing a colonial policy without having to resort
to its violent methods is an illusion to be taken no more seriously than that
of abolishing the proletariat while maintaining capitalism in existence.

There are diverse methods of obtaining forced labour. The principal
means is the expropriation of the natives, who are deprived of their land
and hence of the very basis of their previous existence. The land is turned
over to the conquerors, and there is an increasing tendency to give it not to
individual settlers, but to large land companies. This is particularly the case
when the exploitation of mineral products is involved. Here, in accordance
with the methods of primitive accumulation, there is an instant creation of
capitalist wealth in the hands of a few capitalist magnates, while the small
settlers are left with nothing. One need only recall the enormous wealth
which came to be concentrated in this way in the hands of the groups
owning the gold and diamond mines of British South Africa, and on a lesser
scale, in the hands of the German colonial companies in South West Africa
which are closely linked with the large banks. This expropriation creates at
the same time, out of the native population ‘liberated’ from their land, a
proletariat which is bound to become a helpless object of exploitation.
Expropriation itself is made possible initially by the resistance which the
demands of the conquerors quite naturally provoked among the native
population. The violent actions of the settlers themselves generate the
conflicts which make necessary the intervention of the state, which then
ensures that a thorough job is made of it. The quest of capital for
unresisting objects of exploitation becomes the concern of the state, in the
form of “pacification’ of the area, for the attainment of which the entire
nation, and in the first place the proletarian soldiers and taxpayers of the
mother country, has to assume responsibility.

Where expropriation does not succeed immediately in such a radical
way, the same end is achieved by the introduction of a system of taxation
which requires the natives to make money payments on such a scale that
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they can only be met by incessant labour in the service of foreign capital.
This education for labour has attained perfection in the Belgian Congo,
where the methods of capitalist accumulation include not only oppressive
taxes, but also chronic violence of the most infamous kind, fraud, and
deception. Slavery is reinstated as an economic ideal, and along with it that
spirit of brutality which is then transferred back from the colonies to the
champions of colonial interests at home and celebrates here its disgusting
orgies.’

If the native population does not suffice to produce the desired volume of
surplus value, either because excessive zeal in expropriating them has
deprived them of their lives as well as their land, or because the population
is in any case small, or the natives are not sufficiently robust, capital
attempts to solve the labour problem by introducing foreign labour. The
import of coolie labour is organized, and an ingenious system of contract
slavery is devised to ensure that the laws of supply and demand do not exert
any undesirable effects on the labour market. Of course, this does not
provide capital with a definitive solution of the labour problem. The
introduction of coolie labour encounters increasingly strong opposition
from white workers in all countries where there is room for white wage
labour. At the same time it also appears dangerous to the ruling circles
where European colonial policy comes into conflict with the growing
expansionist ambitions of Japan, which are bound to be followed in the
near future by those of China itself.’

If the introduction of yellow-skinned workers is thus restricted, the
chances of expanding the area of employment for white labour are still
more limited. The process in which the development of capitalism freed
workers for industrial employment has largely come to an end in Europe.
Indeed, the rapid expansion of capitalism in the most advanced countries
has to some extent, during this period of storm and stress, produced a
counter tendency.

Thus German capitalism, during the last two periods of prosperity,
encountered a labour shortage and had to provide the necessary recruits to
the industrial reserve army by encouraging immigraiion. American
capitalism has also had to resort to immigrants, on an even larger scale,
whereas the slowing down of development in England is manifested in
mounting unemployment. Hence the source of emigration from Europe
has become confined to south and south-east Europe and to Russia, while
at the same time the demand for wage labour has increased enormously asa
result of rapid economic growth.,

Those states which exclude Asiatic immigrants for social or political
reasons find their development hampered by the limited size of the working
population; and this obstacle is most difficult to overcome precisely in those
regions where the prospects for capitalist development are best, as for
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example in Canada and Australia. In these regions, moreover, which have
vast tracts of free land, the expansion of agriculture also requires a rapidly
growing additional population, and this works strongly against the
emergence of a propertyless proletariat. The rate of natural increase of the
population in these territories, however, is generally extremely low. But
even in the most advanced European countries the rate of population
growth is steadily declining, thus diminishing the surplus population
available for emigration.®

This diminished rate of growth, however, is occurring precisely in
those countries which are of great importance for increasing the output of
agricultural products, such as Canada, Australia and Argentina; and it
results in a tendency towards rising prices for agricultural products, which
becomes steadily more pronounced in spite of the inherently great
potentialities for increasing agricultural production.

Baut the limit imposed by population size is never more than relative. It
explains why capitalist expansion is not more tempestuous, but it does not
in any way halt that expansion. Besides, it carries within itself its own
remedy. Leaving aside the introduction of free wage labour or forced
labour in the colonial territories proper, and the relative (periodic)
unemployment of white workers which emerges continually in the
capitalist mother countries as a result of technological progress and may
become absolute (permanent} unemployment if the rate of expansion
slows down, a more severe restriction of capitalist expansion in the colonial
regions where there are white workers would have as a consequence that
capitalism would turn increasingly to the still backward agrarian regions of
Europe itself, surmounting the political barriers which stand in its way. In
this way it would open up new regions where its introduction, by destroying
rural domestic industry and setting free a large part of the agrarian
population, would provide the material for increased emigration.

Since the new markets are no longer simply outlets for goods, but also
spheres for the investment of capital, this has also brought about a change
in the political behaviour of the capital-exporting countries. Trade alone,
so far as it was not colonial trade which has always been associated with
robbery and plunder, but comprised trade with relatively advanced white
or yellow peoples who were capable of resistance, for a long time left the
sacial and political relations in these countries basically undisturbed, and
confined itself to economic relations. So long as there exists a state power
which is capable of maintaining some kind of order, direct rule over these
areas is less important. All this changes when the export of capital becomes
predominant, for much more substantial interests are then at stake. The
risks involved in building railways, acquiring land, constructing harbours,
opening and operating mines, in a foreign country, are much greater than
in the mere buying and selling of goods.
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The backwardness of the legal system thus becomes an obstacle, and
finance capital demands ever more insistently that it should be removed,
even if that has to be done by force. This leads to increasingly acute
conflicts between the advanced capitalist states and the state authorities of
the backward areas, and to ever more pressing attempts to impose upon
these countries legal systems appropriate to capitalism, regardless of
whether the existing rulers are retained or destroyed. At the same time the
competition for the newly-opened spheres of investment produces further
clashes and conflicts among the advanced capitalist states themselves. In
the newly-opened countries themselves, however, the introduction of
capitalism intensifies contradictions and arouses growing resistance to the
invaders among the people, whose national consciousness has been
awakened, which can easily take the form of policies inimical to foreign
capital. The old social relations are completely revolutionized, the age-old
bondage to the soil of the ‘nations without a history’ is disrupted and they
are swept into the capitalist maelstrom. Capitalism itself gradually
provides the subjected people with the ways and means for their own
liberation. They adopt as their own the ideal that was once the highest
aspiration of the European nations; namely, the formation of a unified
national state as an instrument of economic and cultural freedom. This
independence movement threatens European capital precisely in its most
valuable and promising areas of exploitation, and to an increasing extent it
can only maintain its domination by continually expanding its means of
coercion.

This explains why all capitalists with interests in foreign countries call for
a strong state whose authority will protect their interests even in the most
remote corners of the globe, and for showing the national flag everywhere
so that the flag of trade can also be planted,everywhere. Export capital feels
most comfortable, however, when its own state is in complete control of the
new territory, for capital exports from other countries are then excluded, it
enjoys a privileged position, and its profits are more or less guaranteed by
the state. Thus the export of capital also encourages an imperialist policy.

The export of capital, especially since it has assumed the form of
industrial and finance capital, has enormously accelerated the overthrow of
all the old social relations, and the involvement of the whole world in
capitalism. Capitalist development did not take place independently in
each individual country, but instead capitalist relations of production and
exploitation were imported along with capital from abroad, and indeed
imported at the level already attained in the most advanced country, Just as
a newly established industry today does not develop from handicraft
beginnings and techniques into a modern giant concern, but is established
from the outset as an advanced capitalist enterprise, so capitalism is now
imported into a new country in its most advanced form and exerts its
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revoluti(;nary effects far more strongly and in a much shorter time than was
the case, for instance, in the capitalist development of Holland and
England.

The revolution in transport is a milestone in the history of capital
exports. Railways and steamships in themselves are immensely important
to capitalism because they reduce the turnover time. This releases
circulation capital and then raises the rate of profit. The reduction in the
price of raw materials lowers costs and increases consumption. Thus it is
the railways and steamships which first create those large economic
territories that make possible the giant modern concerns with their mass
production. But above all the railways were the most important means of
opening up foreign markets. Without them, it would have been impossible
to distribute the products of these countries in such vast quantities
throughoui Europe and to expand the market so rapidly into a worid
market. Even more important, however, is the fact that the export of
capital now became necessary on a vast scale in order to construct these
railways, which have been built almost entirely with European, particularly
English, capital.

The export of capital was, however, an English monopoly, and it secured
for England the domination of the world market. Neither industrially nor
financially had England any reasomn to fear competition from other
countries, and so the freedom of the market remained its ideal. Conversely,
England’s supremacy necessarily made all other states even more de-
termined to maintain and extend their rule over territories which they had
already acquired, so that at least within their own borders they would be
protected against the overwhelming competition of England.

The situation changed when England’s monopoly was broken and
English capitalism, which as a result of free trade had never been effectively
organized, had to meet the superior competition of America and Germany.
The development of finance capital created in these states a powerful drive
towards the export of capital. As we have seen, the development of joint-
stock companies and cartels generates promoter’s profits which flow into
the banks as capital seeking application. In addition, the protective tariff
system restricts domestic consumption and makes it essential to promote
exports. At the same time the export subsidies which are made possible by
cartel tariffs provide a means for competing vigorously with England in
neutral markets, and this competitibn is all the more dangerous because the
newer large-scale industry of these tpuntries is to some extent technically
superior 1o that of England as a result of its more modern equipment.
Export subsidies having become an important weapon in the international
competitive struggle, they are all the more effective the larger they are.
Their size depends upon the level of tariffs, and raising this level thus
becomes a prime interest of the capitalist class in every nation. No one can









328 The economic policy of finance capital

serious obstacles. Here, unlike the British Empire, it is not a matter of
mutually complementary parts but of more or less identical, and hence
competing, entities confronting each other in hostile fashion.

This hostility, however, is greatly increased by the economic policy of
finance capital, as a result of which the antagonisms no longer arise from
the efforts to establish unified economic territories in Europe itsell, as was
the case in the nineteenth century, but from the attempts to annex neuiral
foreign markets, for which purpose the armed forces of the European
nations are now deployed. It is not a matter of annexing highly developed
capitalist countries, whose own industry is capable of exporting and would
only involve increased competition for the conquering country, and in any
case would offer little scope as a sphere of investment for the surplus capital
of that country. It is 2 matter rather of those territories which have not yet
been opened up but which can have greatimportance precisely for the most
powerful capitalist groups; that is to say, above all overseas colonial
territories. It is here that capital has the opportunity to invest on the
grand scale. In particular, the creation of 2 modern transpori system,
railways and steamship lines, absorbs enormous quantities of capital. !5

The state ensures that human labour in the colonies is available on terms
which make possible extra profits. In many cases it also guarantees the
gross profit. The natural wealth of the colonies likewise becomes a source of
extra profits by lowering the price of raw materials and so reducing the cost
price of industrial products. [n the colonies ground rent is either non-
existent or very low. The expulsion or annihilation of the native popu-
lation, or in the most favourable case their transformation from
shepherds or hunters into indentured slaves, or their confinement to small,
restricted areas as peasant farmers, creates at one stroke free land which
has only a nominal price. If the land js fertile it can supply the home
industry with raw materials such as cotton far more cheaply than couid
the old sources of supply. Even when this is not reflected in prices — for
example in the case of cotton where the American price continues to have a
determining influence — it means that a part of the ground rent which would
otherwise have to be paid to the American farmers now goes into the
pockets of the owners of colonial plantations.

The supply of raw materials for the metal working industries is still more
important. In spite of all the technological advances the rapid development
of these industries tends to raise the price of metals and this tendency is
reinforced by capitalist monopolization. That makes it all the more
important for a country to have sources of supply for such raw materials
within its own economic territory.'®

The drive for colonial acquisitions thus leads to a steadily growing
conflict among the large economic territories and has major repercussions
upon the relations between individual states in Europe. The diverse natural
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conditions which are a source of rapid economic growth in a large unified
economic territory such as the United States have the opposite effect in
Europe where they are distributed at random, quite fortuitously and hence
irrationally from an economic standpoint, among many small economic
territories. Here they obstruct economic development and tend to favour
the larger economic territories ai the expense of the smaller ones, especially
since there is no system of free trade to integrate these territories into a
higher economic unity. }'hjs economic inequality has the same significance
for the relations between states as it has for those between social strata
within them; namely, the dependence of the economically weak upon the
economically powerful. The economic means employed is again in this case
the export of capital. The country which is rich in capital exports it as loan
capital and becomes the creditor of the borrowing country.

As long as the export of capital served primarily for the construction of a
transport system and the development of consumer goods industries in a
backward country, it contributed to the economic development, in a
capitalist form, of that country. Even so, this method had some disadvan-
tages for the country concerned. The bulk of the profit lowed abroad
where it was either spent (without providing employment for the industries
of the debtor country) or accumulated. Naturally, this accumulation did
not have to take place in the country where the profit originated ; but this
capitalist ‘absentee ownership’'” slows down enormously the pace of
accumulation, and hence the further development of capitalism, in the
debtor country. In large econormic territories where capitalism would have
been bound to develop rapidly because of domestic conditions, a national
assimilation of foreign capital soon occurred. Thus Germany quickly
assimilated Belgian and French capital, which was particularly important
in the mining industry of Westphalia. In the small economic territories,
however, this assimilation was morg difficult to achieve, because an
indigenous capitalist class emerged much more slowly and with greater
difficulty. {

Such emancipation became quite impossible when the character of
capital exports changed, and the capitalist class in the large economic
territories became less concerned with establishing consumer goods
industries in foreign countries than with acquiring control over raw
materials for their ever growing producers’ goods industries. Thus the
mines and the mining enterprises of the states in the Iberian peninsula came
under the control of foreign capital which was no longer exported as loan
capital but directly invested in these mines; and the same thing
happened — though against stronger opposition — to the mineral wealth of
Scandinavia, especially Sweden. Thus at a time when these countries could
perhaps have proceeded to establish the most basic of modern industries,
an iron industry of their own, they were deprived of their raw materials for
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loan capital for industries which are under German and American
management. Various tendencies thus emerge which make for solidarity
among international capitalist interests. French capital, in the form of loan
capital, acquires an interest in the progress of German industries in South
America, etc. Moreover, connections of this kind, which greally enhance
the power of capital, make it possible to open up foreign territories much
more rapidly and easily as a result of the increased pressure of the
associated states.??

Which of these tendencies prevails varies from case to case and depends
primarily upon the opportunities for profit which emerge in the course of
the struggle. The same considerations which decide whether competition
should continuein a given branch of industry, or should be eliminated for a
longer or shorter period of time by a cartel or trust, play a similar role here
at the international and inter-state level. The greater the disparities of
power the more likely it is, as a rule, that a struggle will occur. Every
victorious struggle, however, would enhance the power of the victor and so
change the power relationshipsin his favour at the expense of all the others.
This accounts for the recent international policy of maintaining the status
guo which is reminiscent of the balance of power policy of the early stages
of capitalism. Moreover, the socialist movement has inspired a fear of the
domestic political consequences which might follow from a war. Qn the
other hand the decision as to war or peace does not rest solely with the
advanced capitalist states, where the forces opposing militarism are most
strongly developed. The capitalist awakening of the nations of Eastern
Eurcpe and Asia has been accompanied by a realignment of power
relations which, through its effect upon the great powers, may well bring
the existing antagonisms to the point where they erupt in war.

Once the political power of the state has become a means of competition
for finance capital on the world market, this naturally involves a complete
change in the relation of the bourgeoisie to the state. In the struggle against
economic mercantilism and political absolutism, the bourgeoisie was the
champion of opposition to the state. Liberalism was in reality a destructive
force involving the ‘overthrow’ of state power and the dissolution of old
social bonds. The whole painfully constructed system of dependent
relationships on the land, and of guild associations with their complex
superstruclure of privileges and monopolies in the towns, was thrown
overboard. The victory of liberalism meant first of all an enormous
reduction in the power of the state. Fenceforth, at least in principle,
economic life was to be excluded entirely from the sphere of state
regulation, and politically the state was to confine itself to the maintenance
of public order and the establishment of civil equality. Thus liberalism was
purely negative, in sharp contrast to the state during the mercantilist period
of early capitalism which in principle wanted to regulate everything, and
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also to all socialist systems which seek constructively rather than de-
structively to replace anarchy and the freedom of competition by a
conscious regulation of economic life, and a self-organizing society, It is
only natural that the liberal principle should have been realized first in
England where it was championed by a bourgeoisie committed to free trade
which had to appeal to the power of the state only for short periods of time
in its conflict with the proletariat. But even in England its realization
encountered opposition, not only from the old aristocracy which pursued a
protectionist policy and therefore opposed the principle of liberalism, but
also, to some extent, from commercial capital and from bank capital
involved in investment abroad, which demanded above all the maintenance,
of England’s control of the seas, a demand which was most vigorously
supported by all those groups which had an interest in the colonies. On the
continent, however, the liberal view of the state had to be considerably modi-
fied from the very outset before it was able to prevail. While continental
liberalism — and this shows a characteristic contrast between ideology and
reality — as formulated in classical fashion by the French deduced the
theoretical consequences of liberalism in all spheres of political and
intellectual life much’more boldly and systematically than did its English
counterpart, since it cime upon the scene later with quite a different body of
scientific knowledge, so that it was formulated in a far more comprehensive
way, based upon a rationalist philosophy, English liberalism rested
essentially upon political economy and its practical realization was subject
from the very beginning to definite limitations. Indeed, how could the
liberal demand for the restriction of state power be put into effect by a
bourgeoisie which, in economic terms, needed the state as the most
powerful lever of its development and for which it was a matter not of
abolishing the state, but of transforming it from an obstacle into a vehicle
of its own development? What the continental bourgeoisie needed above
all was to overcome the plethora of petty states and to substitute for the
impotence of these petty states the supreme power of a unified state. The
need to create a national state was bound to make the bourgeoisie from the
very beginning a champion of the state. On the continent, however, it wasa
matter of land power, not sea power. The modern army, however, is
entirely different from a navy as a means of establishing the power of the
state vis & vis society. It means fundamentally that those who control the
army have the state power in their hands without restraint. On the other
hand, universal military service, which arms the mass of the people, was
bound to persuade the bourgeoisie very quickly that if the army were not to
become a menace to its rule, a strictly hierarchical organization was
required, based upon an exclusive officers’ corps which would be a pliable
instrument of the state. If liberalism was thus unable to carry out its
political programme in countries such as Germany, Italy and Austria, its
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over the industrial system three groups of economic organizations
emerged : associations of industrialists, co-operatives and workers’ organi-
zations, the first two frequently encouraged by the state, which invested
them with legal powers in respect of some of their functions. But while the
co-operatives and the trade unions soon became united in the pursuit of
common aims, the employers’ associations remained divided by conflicts
over commercial policy. Furthermore, industrial capital came into conflict
politically with commercial and loan capital.

Commercial capital was far more favourably inclined to an increase in
the power of the state than was industrial capital, because wholesale trade,
especially overseas trade and notably the colonial trade, sought the
protection of the state, and yielded readily to a dependence upon privileges.
Loan capital, during the period of early capitalism, supported the power of
the state with which it had to transact its most important business — state
loans - and it was entirely free of that yearning for peace and tranquillity
which permeated industrial capital. The greater the financial needs of the
state, the preater was its influence, and the more abundant its loans and
other financial transactions. These were not only the basis of its direct
profits; they were also the backbone of stock exchange transactions, and in
addition an important means by which the banks could obtain state
privileges. Thus, for example, the privilege of issuing bank notes granted to
the Bank of England is closely connected historically with the debt
relationship between the state and the bank.

Cartelization, by unifying economic power, increases its political
effectiveness. At the same time it coordinates the political interests of
capital and enables the whole weight of economic power to be exerted
directly on the state. By uniting all capital interests it confronts the state as
a far more cohesive body than was the fragmented industrial capital of the
era of [ree competition. Moreover, capital now finds a much greater
readiness to support it among other classes in the population.

This must appear strange at first sight, because finance capital seems to
be opposed to the interests of all other classes. After all, as we have seen,
monopolistic profit is a deduction from the income of all other classes.
Cartel profit on industrial products increases the cost of means of
production in agriculture and reduces the purchasing power of its income.
The rapid development of industry deprives agriculture of labour power
and creates a chronic shortage of workers in rural areas along with a
technological and scientific revolution in agricultural production. This
conflict was bound to make itself increasingly felt so long as the tendency of
finance capital to raise the prices of industrial products was not accom-
panied by a similar tendency in the case of agricultural products.

When capitalist development first got under way it encouniered
opposition from the agricultural population. Industry destroys peasant
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domestic production and transforms the essentially self-sufficient peasant
economy into an agricultural business geared to the sale of its product on
the market. The peasants have to pay a high price for that transformation,
and they are therefore hostile to industrial development. But the peasantry
is a class in modern society which is incapable of action by itself. Lacking
geographical cohesion, isolated from urban culture, and with an outlook
confined to narrow parochial interests, it is for the most part only capable
of political action when it follows the lead of other classes. At the beginning
ol capitalist development, however, it stands opposed to the very class
which has the greatest power to act in the countryside, the large
landowners, who have a direct interest in the expansion of industry. They
depend upon the sale of their products, and capitalism creates a large
domestic market for them as well as giving them the opportunity to develop
agricultural industries such as distilling, brewing, starch and sugar
production. This interest of the large landowners is very important because
it provides support for capitalism in its early stages, and also ensures the
support of the state. Mercantilist policy is also always supported by the
landed proprietors, who are the product of the capitalist transformation of
landownership.

The further development of capitalism soon destroys this community of
interest as a result of the struggle against mercantilism and its executive
agent, the absolutist state. This struggle is waged directly against the landed
proprietors who largely dominate the state and occupy the highest posts in
the army, the bureaucracy and the court, boost their income by economic
exploitation of the state, and are the upholders of state power in the rural
areas. This conflict becomes more intense after the defeat of absolutism and
the creation of the modern state. The development of industry reinforces
the political power of the bourgeoisie and threatens the landed proprietors
with total political impotence. Political antagonism is then supplemented
by an intensification of economic conflict. The development of industry
depopulates the countryside, creates a shortage of manpower, and finally
turns what was an interest in exports into an interest in imports. In this way
there arises the conflict over commercial policy which ends, in England,
with the defeat of the landed interests. On the continent, however, the
common interest in protective tariffs prevents the conflict from comingtoa
head. As long as backward industrial development on the continent obliges
the large agricultural estates to export, the large landowners maintain a
friendly attitude — within certain limits — towards industry and especially
towards trade. They support free trade until the emergence of an interest in
imports converts them to protectionism and brings them closer to heavy
industry in economic policy. But the same industrial development which
strengthens them in Germany by raising the prices of agricultural products
and increasing ground rents, also plants the seeds of a new conflict, The
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upsurge of industry, before cartelization, reinforces its commitment to free
trade and commercial agreements, and a danger arises that its power will
become sufficiently great for its interest in low grain prices lo prevail.
Industrial development thus becomes a threat to the landed interests: one
which is increased when the same development which is transforming
Europe into an industrial state lets loose agricultural competition from
America which threatens European agriculture with an abrupt fall in grain
prices, rents and land values. The development of finance capital, by
changing the function of the protective tariff, reconciles these conflicting
interests and establishes a new community of interest between large landed
property and cartelized heavy industry. Agriculture now has a secure level
of prices, and the further progress of industry can only raise this price level.
It is no longer the conflict with industry, but the labour question, which is
the principal concern of landowners. Resisting the demands of workers is
now their most urgent political problem, and hence they also oppose
strongly the efforts ol industrial workers to improve their conditions
because every such improvement would make it more difficult to retain the
apricultural labour force. Thus a common hostility to the labour movement
brings these two most powerful classes together.

At the same time the power of the large landed proprietors increases as a
result of the disappearance, or at least the considerable abatement, of their
conflict with the small landowners. The old historic conflict between them
has long been settled by the abolition of feudal imposts on land. The period
of lalling grain prices as well as the difficulties of the labour problem have
haited almost completely the expansion of the large estates at the expense
of small land-holdings. On the other hand, the common struggle for an
agricultural tariff has united the large and small landowners. The fact that
the small farmers had a greater interest than the large ones in protection
against imports of meat and livestock naturally did not in any way prevent
them from co-operating, since a protective tariff could only be achieved by
a common struggle. Another factor to be considered is the specific effect of
an agricultural tarifl on the price of land. The rise in the price of land is of
course harmful to agriculture as such, but it is very advantageous to the
individual owner of agricultural land. The common struggle with respect to
commercial policy thus united all strata of agricultural proprietors in
countries which needed to*import agricultural products, and so gave
finance capital the support of the arable farmers. The medium and small
landowners participated all the more fully in these struggles as the rapid
development of co-operatives enlarged the commercial market for peasant
agriculture and reduced production for the family’s own needs. At the same
time, the larger proprietors very easily acquired a leading position in these
co-operatives since on the one side no stronger interest group opposed
them, and on the other they possessed the necessary experience, in-
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telligence, and authority. This, in turn, reinforced the leading role of the
large proprietors in the countryside and led to the politics of the arable
farming areas being increasingly dominated by them.

. The degree of unity among the propertied interests has also tended to
increase because their sources of income are becoming more diversified.
Thg tariff policy has rapidly increased income from ground rent, especially
Qurln g the last decade when overseas agricultural competition became less
Intense, partly because of the rapid industrial development of the United
States.! and partly because the agricultural production of the Central and
South American states, though rapidly increasing, cannot keep pace with
the increase in demand. The increase in demand meant, of course, that the
larger proprietors had surplus income at their disposal, but there were
difficulties in the way of using it to increase agricultural output, particularly
because the distribution of land ownership presented considerable ob-
stacles to the expansion of the cultivable area. These obstacies might be
overcome il the upward trend of grain prices were sufficiently vigorous and
enduring, thus permitting land prices to rise correspondingly, and (this
being a second important factor) if the large landowners were dealing with
an impoverished peasantry which had no alternative but to sell jts land.
But tt‘m period from the mid 1870s to the middie of the first decade of the
twentieth century was a favourable one for the peasantry. In fact, it was the
large wheat producers and cattle breeders who bore the full brunt of
overseas competition and who were most adversely affected by the shortage
of labour, whereas the great increase in urban demand for the main
products of the small farmer — milk, meat, vegetables, fruit, etc. — and the
lesser impact of the labour problem, favoured the medium and small farms.
The atternpt of the large farmers to extend their holdings, which could only
be vigorously pursued when the falling trend of grain prices was reversed,
thus met with resistance from powerful medium and small farmers whose
main products enjoyed constantly rising prices. Hence this surplus income
had to be applied primarily to profitable investment in industry. This was
also encouraged by the fact that the tumultuous boom which began in 1895
inc;cased the rate of profit in industry, at any rate far above that in
agriculture. Such investment was all the easier because the development of
the share system created an appropriate form for investments from other
spheres of the economy, while the concentration and consolidation of
large-scale industry greatly reduced the risk for outsiders. There was also a
rapid development of agricultural industries proper which the state,
through its tax legislation, helped to become monopolies; an equally rapid
development of other industries which were established in the countryside;
and finally, in the case of large landowners, the age-old association
between agriculture and mining. All these factors transformed the class of
large landed proprietors from one which derived its income from ground
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smaller capitalists succumbing to the competition from the larger ones.
This is true for smaller capitalists in all industries, including those which are
cartelized. For it is periods of prosperity which are most dangerous for the
existence of cartels, while conversely a depression, involving an intensified
competitive struggle at home and large quantities of idle capital, is a time
when the drive for new markets is most intense.

Alter being disputed for decades the Marxist theory of concentration has
now become a commonplace. The decline of the middle strata in industry
cannot be halted, But what interests us here is not so much the decline in
their numbers, resulting from the destruction of small businesses, as the
structural change which modern capitalist development has brought about
in small enterprises both in industry and commerce. A great many of these
small businesses are auxiliaries of large enterprises and therefore interested
in the latter’s expansion. Repair shops in the cities, installers of equipment,
etc., depend upon large-scale factory production which has not yet taken
over such subsidiary work. The enemy of all repair business of whatever
kind is not the factory but the handicrafts which once performed this type
of work. These strata are therefore in conflict with the working class, not
with big business.

An even larger proportion of small enterprises is indeed only seemingly
independent; in reality these businesses have become ‘indirectly dependent
upon capital’ (Sombart) and therefore ‘enslaved to capital’ (Otto Bauer).
They are a declining stratum with little prospect of surviving, lacking
organizational ability, and completely dependent on the large capitalist
enterprises whose agents they are. In this category, for example, belong the
swarm of small innkeepers who are nothing more than sales agents for the
breweries, the owners of shoe shops which are fitted out by some shoe
factory, etc. It also includes the numerous seemingly independent cabinet
makers who work for furniture stores, the tailors who work for clothing
manufacturers, etc. It is unnecessary to examine these phenomena more
fully here, since Sombart has provided an extensive and striking description
of them in Der moderne Kapitalismus.

Whal is important, however, is that in the course of this development
these strata have adopted a different political attitude. The conflict of
interest between small business and big business, exemplified in the struggle
of the handicrafts against the capitalist enterprise in the early stages of
capitalism, has been decided in all essential respects. That struggle drove
the old middle class to assume an anti-capitalist attitude. The middle class
sought to postpone its own defeat by combating freedom of enterprise and
by imposing restrictions on the large capitalist enterprises. Legislation was
invoked to prolong the existence of the middle class by protecting
handicraft workers, reintroducing guild regulations and apprenticeship
training, and passing discriminatory tax laws. In this struggle against big
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capital the middle class received the support of the rural classes, which at
that time were equally inclined towards anti-capitalist attitudes. But it
encountered the hostility of the working class, which was bound to see these
restrictions on productivity as a threat to its vital interests.

The outlook of small business today is fundamentally different. The
competitive struggle has been settled in all essential respects so far as
competition between the handicrafts and capital is concerned. The struggle
over concentration now takes place within the capitalist sphere itself, in the
form of a struggle between small and medium business firms and the giant
concerns. The small businesses are now essentially only annexes of large
enterprises, and even where their independence is not purely fictitious they
are only auxiliaries of large firms, as is the case, for example, with firms
which install lighting equipment, or the modern urban stores which sell
factory products. None of them engage in competition with large-scale
industry, but are interested, on the contrary, in seeing it expand as much as
possible because they work for it as repair or auxiliary businesses, as dealers
or agents. This does not, of course, exclude competition among themselves,
nor a movement towards concentration, which also occurs here. But this
struggle no longer gives rise to any general anti-capitalist outlook among
them; on the contrary, they see their salvation in a still more rapid
development of capitalism, which has produced them and broadens their
opportunities. On the other hand, in so far as they employ workers they
come into increasingly bitter conflict with the working class, because the
power of workers’ organizations is felt most strongly in small businesses.

But even among those strata where the small business still predominates,
as for example in the building industry, the conflict with big capital is
becoming less bitter. Not only because these entrepreneurs, who depend
upon bank credit, are thoroughly imbued with the capitalist spirit, nor
simply because their opposition to the workers is becoming more intense,
but also because whenever they present specific demands. they meet less
resistance, and quite frequently even receive support, from the biggest
capitalists. The battle for and against freedom of enterprise was waged with
particular intensity between the master craftsmen and the small and
medium manufacturers of consumer goods. Tailors, shoemakers, wheel-
wrights and building craftsmen on one side, confronted textile and clothing
manufacturers, etc. on the other. But today, when this conflict has been
settled in essentials, the protection of handicrafts does not affect any of the
vital interests of the most advanced branches of capitalist enterprise. The
coal syndicate, the steel combine, the electrical or chemical industry, are
more or less indifferent to the kind of demands the middle class puts
forward today. The interests of the small and medium capitalists, which
may suffer as a result, are not their concern, or at least not directly. On the
other hand, the people who make these demands are the most vigorous and






348 The economic policy of finance capital

a stepping-stone to a higher one they feel less interest in the struggle over
their own labour contract than in the struggle of capital to expand its
sphere of influence.

This is a stratum which in terms of its ideology and its origins forms part
of the bourgeoisie, whose ablest or most ruthless representatives are still
rising into the capitalist strata, and who still to some extent have a higher
standing than the proletariat because of Lheir income. Members of this
stratum come more frequently into contact with capitalist directors, who
keep them under close scrutiny and select them very carefully. Any attempt
on their part to organize is fought fiercely and implacably. Although
development will eventually drive these strata, who are indispensable to
production, onto the side of the proletariat, especially when power
relations begin to fluctuate, and the power of capitalism, though not yet
broken, no longer appears invincible, they are still at present not
particularly active in any independent struggle.

Future developments will no doubt gradually change this passive
attitude. The decline in opportunities to attain an independent position,
which is a consequence of the movement of concentration, obliges the small
businessmen and petty capitalists more and more to send their sons into
careers as employees. At the same time, as the number of such employees
grows, the expenditure on their salaries becomes a more important item in
costs, and a tendency arises to depress salary levels. The supply of this kind
of labour power is increasing rapidly, but on the other hand there is an
increasing division of labour and specialization, even for this highly skilled
labour power, in the large firms. Part of the work, which is mechanical in
character, is done by less qualified workers; a large modern bank, an
electrical corporation, or a department store employs a great many white-
collar workers who are little more than trained routine workers, and whose
higher education, if they have had omne, is more or less a matter of
indifference to the employer. They are constantly in danger of being
replaced by unskilled, or semi-skilled workers, and women workers offer
strong competition, which they have to fight against when the price of their
labour power is being determined. Their level of living is declining, and they
are only too painfully aware of the fact because they are accustomed to
bourgeois pretensions. Furthermore, as the giant concerns expand, it is
largely these badly paid positions which increase in number, while there is
no corresponding increase in the higher posts. The growth in numbers of
giant modern concerns has rapidly increased the demand for all kinds of
white-collar workers, but the expansion of existing concerns has by no
means involved a similar increase. Moreover, with the consolidation of the
joint-stock companies the most remunerative positions are increasingly
monopolized by the stratum of big capitalists and the career prospects for
white-collar employees deteriorate greatly.®
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The consolidation of industries and banks into large monopolies bringsa
further deterioration in the situation of salaried employees. They now
confront an overwhelmingly powerful capitalist group; their mobility, and
hence the prospect of finding a better job by taking advantage of
competition among entrepreneurs for the best employees, becomes un-
certain even for the most able and talented among them. The number of
salaried employees may also be reduced absolutely as a result of
combinations. In the main, this affects the number of highly paid jobs,
because management can be streamlined. The rise of combinations,
particularly trusts, reduces the number of the highest technical positions,
and there is also an absolute reduction in the number of salesmen,
commercial travellers, advertising personnel, etc.5 .

But it takes a considerable time for these conmsequences to make
themselves felt in the political attitude of this stratum. Originating in, and
recruited from, a bourgeois milieu they continue to adhere for the time
being to their old ideology. This is a stratum in which the fear of sinking into
the proletariat keeps alive the determination not to be taken for a
proletarian, a stratum in which hatred of the proletariat and contempt for
proletarian methods of struggle are at their most intense. The commercial
clerk regards it as an insult to be called a worker, whereas a privy
councillor, and occasionally even the director of a cartel, enthusiastically
claims this title for himself, though, of course, what the former fears is the
identification with a lower social stratum, whereas the latter puts the
emphasis on the ethical value of work, At all events, this ideology keeps the
salaried employees at a distance from proletarian views for the time being.
On the other hand, the development of corporations, and especially of
cartels and trusts, enormously accelerates the pace of capitalist develop-
ment. The rapid development of the large banks, the expansion of
production brought about by the export of capital, the conquest of new
markets, all serve to open up new fields of employment for salaried
employees of all kinds. Still divorced from the struggle of the proletariat,
they see their best prospects in the expansion of capital’s sphere of activity.
More educated than the middle class which I described earlier, they are
more easily seized by the ideology of imperialism, and because of their
interest in the expansion of capital, they become prisoners of its ideology.
Since socialism is still ideologically alien to them, and too dangerous in
practice, they accept the ideology of imperialism as promising a way out,
which offers the prospect of advancement in their careers and increases in
their salaries. Although its social position is weak, this stratum of salaried
employees has considerable influence in forming public opinion, through
its connections with petty capitalist circles and its greater facility in public
activities. These are the subscribers to specifically imperialist publications,
partisans of racialist theory (which they frequently interpret in terms of
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competition), readers of war novels, admirers of colonial heroes, agitators
and electoral fodder for finance capital.

But this is not a definitive position. The more the expansion of capitalism
encounters obstacles which slow down its rate of growth, the more
complete the process of cartelization and trustification, and hence the
growing predominance of those tendencies which produce a deterioration
in the paosition of salaried employees, so the opposition of these strata to
capital (for which they perform the most important as well as the most
useless functions in production) will increase. At the same time there will be
an increase in the numbers of those who even now constitute a majority, the
employees who will remain permanently in subordinate positions, badly
paid, working excessively long hours, and reduced to the position of
routine workers for capital; and they will be driven increasingly to take up
the struggle against exploitation alongside the proletariat. The greater the
strength of the proletarian movement and the better its prospects of victory
the sooner this will happen.

In the end their common interest in halting the advance of the working
class increasingly unites all sections of the bourgeoisie. But the leadership
of the struggle has long since passed into the hands of big business.

24

The conflict over the labour contract

The conflict over the labour contract, as is well known, has passed through
three stages. In the first stage, the individual manufacturer is opposed by
the individual worker. In the second, the individual manufacturer is
engaged in conflict with an organization of workers, and in the third,
organizations of workers are locked in conflict with employers’
organizations.

The function of a trade union is to eliminate competition among workers
on the labour market. It tries to achieve a monopoly of the supply of the
comrmodity ‘labour power’. Thus it constitutes, in a sense, a quota cartel; or
rather, since it is only a matter here, in relation to the capitalists, of buying
and selling this commodity, a ‘ring’. But every quota cartel or ‘ring’ suffers
from the weakness that it does not control production, and so cannot
regulate the extent of the supply. This weakness is inescapable in the case of
a trade union. The production of labour power almost always defies
regulation. Only when it is a question of skilled labour power can a
workers’ organization succeed in curtailing production by taking appro-
priate measures. A strong trade union of skilled workers, by limiting the
number of apprentices, extending the period of apprenticeship, and
prohibiting the employment of any but skilled workers, as recognized by
the union itself, can restrict the production of such labour power and
achieve some kind of monopoly position. A good example is provided by
the printing unions which have made it a rule, for instance, that only highly
qualified ‘skilled’ compositors can operate type-setting machines, even
though less skilled workers with some technical training would be adequate
for the job. Under favourable circumstances a strong trade union may even
succeed in reversing the relationship and get a certain type of work
recognized as ‘skilled’, and therefore entitled to a high rate of pay, by
recognizing as full-ledged workers only those who have spent a consider-
able time in the trade. That is the practice, for example, in the English
textile industry, whose monopoly position on the world market, which it
still retains for some products, favoured the formation of a strong trade
union and also made it easier for entrepreneurs to grant concessions since
their monopoly position allowed them to pass on the cost of higher wages
to consumers.
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The effort to control the labour market also gives rise to a tendency to
prevent competition from foreign workers by increasing the difficulties of
immigration, particularly when it is a question of workers who are
accustomed to low levels of living and are difficult to organize. Bans on
immigration are intended to perform the same service for the trade union as
does the protective tariffl for the cartel.!

But if the trade union, as an organization of living human beings, is to
attain its goal, it can do so only through the will of its members. The
establishment of a monopoly presupposes that the workers will sell their
labour power only through the union and only on the terms set by the
union. The price of labour power has to be removed from the play of the
forces of supply and demand. This means, however, that the suppliers, that
is to say, the unemployed, must not become active on the labour market at
prices other than those which have been set. The price is given, fixed by the
will of the trade union, and the supply must adjust itself to that price rather
than the price to supply and demand. The trade union thus becomes a form
of co-operation between the employed and the unemployed. The unem-
ployed must be kept from entering the labour market, in the same way as a
cartel protects the market against a glut by storing products whenever
production exceeds the volume of supply which suits the purpose of the
cartel. The storage costs correspond to the various forms of assistance
given by the unions to the unemployed, but the latter are much more
important because they are the only means of restricting the supply,
whereas a cartel also disposes of the far more effective means of curtailing
production. On the other hand, the aim of keeping the unemployed off the
labour market can be achieved by various forms of moral pressure, such as
outlawing scabs, explaining how class interests are damaged, and in short
by an education in trade unionism which welds the working class into a
fighting unit.

The problem for the trade union, as for every other monopoly, is to
control the market as fully as possible. But here the trade union encounters
formidable obstacles. The transient personal interests of the individual
worker often clash with the interests of the class as a whole. The
organization requires certain sacrifices: dues, expenditure of time, readi-
ness to engage in struggle. Anyone who remains outside the union earns the
good will of his employer and avoids conflicts, unemployment, or
demotion. The stronger the trade unions become the more the entrepreneur
strives to keep his workers out of them. He substitutes his own social
security arrangements for those of the trade union, and deliberately
exploits the conflict between personal and class interests.

The trade union struggle is a struggle over the labour contract. The
worker reproduces the value of ¢ and creates a new value consisting of
(v+s), wages and surplus value. The absolute magnitude of (v+s5)
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depends upon the length of the working day. The shorter the working day
the smaller is (v + s); and if v remains the same, the smaller is s. If working
time remains the same s increases when v declines and vice versa. But this
effect is offset by a change in the intensity of labour; with rising wagesand a
shortening of working time, the intensity of labour grows. The develop-
ment of piece work and bonus payment systems represents an attempt to
increase the intensity of labour to a maximum at a given level of wages and
working hours, while the regulation of the speed at which machines are
operated provides an objective means of increasing the intensity of labour.
The achievements of the working class in reducing hours of work have
certainly not reached, and in some cases are very far from reaching, the
point at which they would fully compensate for the increased intensity of
labour. However important the reduction of working hours has been for
the social condition of workers, and however much this achievement and
the struggle for it have raised their physical and cultural level, there can be
little doubt that this reduction of working time has not altered the ratio of v
to s at the expense of s. It has not affected the rate of profit, and from a
purely economic standpoint nothing has changed. However, it should be
pointed out in passing that in many industries which require high standards
of precision and accuracy, longer hours of work would have been
impossible, and that in general the reduction of hours of work has
improved the quality of work, accelerated technological progress, and
increased relative surplus value. So far as the level of wages is concened,
the connection between wage increases and increased intensity of labour is
not quite so clear, but it certainly exists, and it remains extremely doubtful
whether the relatively small increase in real wages, especially for unskilled
workers, has increased v at the expense of s, or whether, as is far more
probable, any rise in wages has been fully compensated by an increase in the
intensity of labour. But it must obviously be conceded that a certain period
must elapse before there is such a compensating effect, during which s is
reduced by the increase in v.

Since the value of a commodity — and in this context, since we are dealing
with the social relationship, we can use the shortened expression ‘value’
[instead of ‘exchange value’-Ed.] -is equal to constant plus ‘variable
capital plus surplus value (c + v + s), a change in v to which corresponds an
opposite change in s has no influence on the price of the commodity, and
consequently no effect on consumers. Ricardo demonstrated conclusively
that a rise in wages and a reduction in working hours can have no effect on
the price of commodities. This is indeed quite evident. The annual social
product falls into two parts. The first is a replacement for the means of
production (machinery, raw materials, etc.) which have been used up,
which has to come out of the total product. The second is the new product
which has been created by the productive workers during the course of the
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struggle, which it is the difficult task of the trade union leadership to
recognize, and which determine their tactics. It also follows that a trade
union can as a rule operate more successfully the higher is the rate of profit ;
whether it is generally higher, as in a boom, or higher in a particular branch
of production, in consequence of its monopoly position, the achievement of
extra profit through patents, etc. It is beyond the scope of this study to
investigate these conditions in detail, but it will be useful to discuss briefly
some general aspects of the changes in the power relations between the two
classes.

[t is obvious that the rise of employers’ organizations involves a change
in the balance of power between capital and labour. As a rule, the
development of employers’ organizations has been regarded, quite cor-
rectly, as a reaction to the organization of labour. But the pace of their
development, as well as their power, depends essentiaily upon the change in
the structure of industry, upon the concentration and monopolization of
capital. As long as the isolated employer confronted an organized
workforce the trade union had a great many measures available to it which
the development of employers’ organizations has now rendered ineffective.
With the concentration of capital the power of the employer in the struggle
over the labour contract increases, but at the same time the possibilities of
organization for the more concentrated workforce also increase.
Variations in the size of enterprises are responsible for quite different
degrees of resistance to trade unions. The more fragmented an industry is,
and the smalier the average size of the firms, the greater, in general, is the
power of the trade union. Within the same industry, moreover, the power
of the trade union is greater in small and medium-size firms than in the large
concerns, simply because the small firms, already hard pressed by
competition from the large ones, are far/ less able to sustain the losses
involved in a struggle. The struggle of the trade unions generally promotes
the trend towards large firms, and hence the growth of productivity,
technological progress, a reduction in costs of production, and the
emergence of relative surplus value; and in this way it creates the
preconditions for obtaining new concessions.

As long as trade unions confront individual employers their position is a
favourable one. They can bring their concenirated power to bear upon the
isolated employer. The wage struggle is thus decomposed into a series of
individual strikes. The workers of the employer concerned are supported
by the whole financial strength of the trade union, which does not diminish
during the struggle because the members who are still working continue to
pay their dues, and perhaps special levies. The employer has to fear that his
customers will be taken from him by employers who continue to produce,
and that his sales will be considerably reduced even after the strike has
ended. He has to make concessions, and [rom that moment it is in his
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interest that the terms to which he has agreed should become general
throughout the industry, that all the other employers, whether voluntarily
or under duress, should concede the same terms of employment. The
isolation of the employers enables the trade unions to compel them to come
to terms one after the other, through systematically conducted individual
strikes, without these strikes putting too great a strain upon the resources
of the unions themselves. Their successes increase their power by increasin g
membership and income from dues, and they emerge from the struggle
stronger than before. It is clear that these tactics can be employed all the
more successfully, the more tenuous the co-operation between employers,
the keener the competition among them, the greater the number of
employers involved, and the smaller the power of resistance of each
individual employer. All these conditons obtain in those branches of
activity in which small and mediunr-size firms predominate, and it is here
that the influence and power of the unions is greatest. Large-scale industry,
which can make far more accurate calculations, resists such individual
strikes much more strongly, because the large firms are far more insistent
on the greatest possible equality of production costs. In this case a strike
can only be successful if it is general throughout the industry. An individual
strike encounters much greater resistance which is far more difficult to
overcome because the power of even a single large employer is far more
considerable, and an understanding among a relatively small number of
employers can be achieved more rapidly.? But the more powerful trade
unions become, the stronger too is the resistance they evoke on the part of
employers. The combination of workers is now confronted by the
combined power of the employers. Since the influence of trade unions is
greatest in the small and medium-size enterprises, it is here that resistance
will also show itself most strongly. In fact, the organization of employers
begins in handicraft production and in the smaller finished goods
industries,? where the power of the unions is most strongly felt, and where it
grows most rapidly in periods of boom.* But even though the establish-
ment of employers’ associations must unquestionably be regarded as a
reaction to the trade unions,” and therefore occurs first in the light
industries, it is by no means confined to that sphere, Cartelization and
trustification merge the interests of the participating capitalists much more
stropgly and indissolubly, and make them a united body vis & vis the
working class. The elimination of competition is not confined to the labour
market — as it is in the case of the uncartelized light industries — and so the
solidarity of employers is enhanced to a much greater extent. It may even
go so far as to make any special organization unnecessary in those branches
ol industry where the position of employers is strongest. The coal syndicate
makes an employers’ association superfluous, and the Steel Trust makes it
impossible. Even if it were true, as is always claimed officially, that German
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convinced that every concession they make will weaken their future
position and enhance the moral and actual power of the trade unions; that
a victory today is bound to mean future victories for the trade unions. They
want to decide the conflict once and for all, and are prepared to pay the
costs of warfare if it will ensure them the upper hand for a long time to
come. Their capital is large enough for them to hold out, and to hold out
longer than the trade unions whose resources are rapidly depleted by
payments to strikers. But the conflict does not remain confined to one
particular sphere of industry; it extends to others which supply raw
materials, components, etc., and they too have to shut down plants and
dismiss workers. This is a situation which provokes increasing bitterness
among workers, and more widely in the retail trade which depends upon
working class custom, and it may lead to major social and political
confrontations. There is growing pressure from those who are not directly
involved to end the original wage conflict, and since there is no other means
available for this purpose they call for intervention by the state. The
question of ending the strike is thus transformed from a trade union
question into one of political power, and the more the balance of power has
tilted in favour of the employers as a result of the growth of employers’
organizations the more vital it is for the working class to secure for itself the
strongest possible influence in political bodies, and to have representatives
who will take up boldly and independently the interests of the workers
against those of the employers and help them to be victorious. Such a
victory, however, will not be achieved by political action alone, which
indeed can only be undertaken successfully if the trade unions are strong
enough to wage the purely economic struggle with such intensity and
vigour that the reluctance of the bourgeois state to intervene in labour
questions, against the interests of employers, has already begun to break
down, and the political representatives ol labour have only to complete the
process. Far [rom the working class being able to dispense with the trade
unions and to replace them by a political struggle, the increasing strength of
trade union organizations is indispensable for success. But however strong
the trade unions are, the very scale and intensity of their struggles gives
them a political character and demonstrates to workers organized in the
trade unions how trade union activity is necessarily complemented by
political action. Hence a point is inevitably reached in trade union
development when the formation of an independent political labour party
becomes a requirement of the trade union struggle itself. Once an
independent political party of the workers exists its policy is not confined
for long to those issues which led to its creation, but becomes a policy which
seeks to represent the class interests of workers as a whole, thus moving
beyond the struggle within bourgeois society into a struggle against
bourgeois society.
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On the other hand, the increasing strength of employers’ organizations
does not by any means make the trade union struggle either unnecessary or
hopeless. It would be a very partial view if we were to conclude that because
the employers’ organization has the ability to hold out patiently until the
workers are exhausted, their trade union is financially destitute, and those
who are ready to return to work gain the upper hand, trade union struggles
must always end in defeat and lockouts must always be successful. For it is
not simply a question of power, but of calculating the effect on the rate of
profit. A lockout or strike in a period of boom always involves such great
losses that it may be more advantageous for employers to accede to wage
demands in order to avoid a conflict.'?> Even a trade union previously
weakened by a lockout can summon enough strength to wring concessions
from employers during a period of boom, although in such a case, of
course, since the union also fears the cost of the struggle, these concessions
would be more limited in scope than in the days when the trade unions did
not yet confront any employers’ organizations.
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transport system, is able, by virtue of its control of these most important
spheres of production, to determine the distribution of raw materials to
other industries and the transport of their products. Even today, taking
possession of six large Berlin banks would mean taking possession of the
most important spheres of large-scale industry, and would greatly facilitate
the ipitial phases of socialist policy during the transition period, when
capitalist accounting might still prove useful. There is no need at all to
extend the process of expropriation to the great bulk of peasant farms and
small businesses, because as a result of the seizure of large-scale industry,
upon which they have long been dependent, they would be indirectly
socialized just as industry is directly socialized. It is therefore possible to
allow the process of expropriation to mature slowly, precisely in those
spheres of decentralized production where it would be a long drawn out
and politically dangerous process. In other words, since finance capital has
already achieved expropriation to the extent required by socialism, it is
possible to dispense with a sudden act of expropriation by the state, and to
substitute a gradual process of socialization through the economic benefits
which society will confer.

While thus creating the final organizational prerequisites for socialism,
finance capital also makes the transition easier in a political sense. The
action of the capitalist class itself, as revealed in the policy of imperialism,
necessarily directs the proletariat into the path of independent class
politics, which can only end in the final overthrow of capitalism. As long as
the principles of laissez-faire were dominant, and state intervention in
economic affairs, as well as the character of the state as an organization of
class domination, were concealed, it required a comparatively mature level
of understanding to appreciate the necessity for political struggle, and
above all the necessity for the ultimate political goal, the conquest of state
power. Itis no accident, then, that in England, the classical country of non-
intervention, the emergence of independent working class political action
was so difficult. But this is now changing. The capitalist class seizes
possession of the state apparatus in a direct, undisguised and palpable way,
and makes it the instrument of its exploitative interesis in a manner which is
apparent to every worker, who must now recognize that the conquest of
political power by the proletariat is his own most immediate personal
interest. The blatant seizure of the state by the capitalist class directly
compels every proletarian to strive for the conquest of political power as
the only means of putting an end to his own exploitation.’

The struggle against imperialism intensifies all the class contradictions
within bourgeoais society. The proletariat, as the most decisive enemy of
imperialism, gains support from other classes. Imperialism, which was
initially supported by all other classes, eventually repels its followers. The
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more }nonopolization progresses the preater is the burden which extra
profit imposes upon all other classes. The rise in the cost of living brought
about by the trusts reduces living standards, and all the more so because the
upwar}i trend in food prices increases the cost of the most essential
nFcesmties of life. At the same time the tax burden increases, and this also
hits the middle classes, who are increasingly in revolt. The white collar
employees see their career prospects fade, and begin to regard themselves
more and more as exploited proletarians. Even the middle strata in
commerce and industry become aware of their dependence upon the
cartels, which transform them into mere agents working on commission.
All these contradictions are bound to become unbearably acute at the
moment when the expansion of capital enters a period of slower
development. This is the case when the development of corporations and
cartels no longer proceeds so rapidly, and when the emergence of new
prompter’s profits, together with the drive to export capital, slows down,
And it is bound to slow down when the rapid opening up of foreign
countries by the introduction of capitalism tapers off. The opening up of
the Far East, and the rapid development of Canada, South Africa and
Sou.th America, have made a major contribution to the dizzy pace of
capitalist development, interrupted only by brief depressions, since 1895,
ane this development begins to slow down, however, the domestic market
is bpund to feel the pressure of the cartels all the more acutely, for it is
during periods of depression that concentration proceeds most rapidly. At
the same time, as the expansion of the world market slows down, the
conflicts between capitalist nations over their share in it will Qecome more
acute, and all the more so when large markets which were previously open
to competition, such as England, for example, are closed to other countries
by the spread of protective tariffs. The danger of war increases armaments
and the tax burden, and finally drives the middle strata, whose living
stafldards are increasingly threatened, into the ranks of the proletariat
which thus reaps the harvest of the decline in the power of the state, and of"
the collisions of war.? ’

It is a historical law that in all forms of society based upon class
antagonisms the great social upheavals only occur when the ruling class has
already attained the highest possible level of concentration of its power.
The economic power of the ruling class always involves at the same time
power over people, disposal over human labour power. But that itself
makes the economic ruler dependent upon the power of the ruled, and in
augmenting his own power he simultaneously increases the power of those
who stand opposed to him as class enemies. As subjects, however, the latter
appear to be powerless. Their power is only potential, and can only

' materialize in the struggle to overthrow the power of the ruling class, while
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ded in order to form an adequate conception of money is a social, rather
than a narrowly economic, theory. One such theory, which provides the
starting-point for Hilferding's analysis, is of course Marxism; another, not
wholly unrelated, is that to be found in Georg Simmel’s The Philosophy of
Money.

20 See p. 67 below. For a more recent Marxist discussion of this ques-
tion see Ernest Mandel, Marxist Economic Theory, pp. 664-8.

21 As he writes at the beginning of Chapter 4: ‘Only the hope that by this
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means we can discover the secret of how the processes of circulation them-
selves endow capitalist credit with the power eventually to dominate the
whol; social process, can give the reader courage to traverse patiently the
“stations of the cross” in the present chapter’ (p. 67 below).

I have used the terms ‘joint stock company’ and ‘corporation’ inter-
changeably, preferring one or the other according to the context.

p.107 below.

pp. 111 - 14 below.

Hil_t‘erding als_o makes clear, however, that the concentration and centrali-
zation of capital is strongly affected by technological progress, which makes
necessary much larger capital investments. See Chapter 11 below.

pp. 118 — 20 below.

p. 368 below.

See Jacob Riesser, Die deutschen Grossbanken und ihre Konzentration.
Eduard Heimann, History of Economic Doctrines, p. 165.

Paul Sweezy, The Theory of Capitalist Development, Pp. 267-9. Sweezy
argues that ‘Hilferding mistakes a transitional phase of capitalist develop-
ment f‘or‘ a lasting trend’, and suggests that once the large monopolistic
corporations are well established they can rely upon their own internally
generated funds for further growth, and thus become less dependent upon
th_e banks, He therefore proposes as a more appropriate term to describe
ths_tlzlt'esl stage of capitalism, ‘monopoly capital’ rather than ‘finance
capital’,

{S}e;:alil)ilferding, ‘Gesellschaftsmacht oder Privatmacht iiber die Wirtschaft’
Even in this case a number of critics, among them Riesser (op. cit.), pointed
out that in several leading German industries bank capital had never had a
dominant role.

In Austria, particularly, the connection between the banks and industry
were extremely close, as is shown in the recent work by Bernard Michel,
Banques et banquiers en Autriche au debut du XX* sicle. See also the com-
ments of Eduard Mirz in his introduction to the new German edition of
Finance Capital (1968), p. 14. Tt is also worth noting here that Hilferding
hlmsv:-.lf (in Chapter 21 particularly) explicitly draws attention to the sub-
stantial differences between Germany and Britain with regard to the role of
the banks. Furthermore, in the course of his discussion he comments on
some related aspects of the development of British capitalism which still
seem highly relevant to Britain’s continuing industrial decline in the late
twentieth century.

Marz, op. cit., pp. 13-15.

Michael Barratt Brown, After Imperialism, Preface to 2nd edn P. XXX
Mirz, op. cit., p.-15. ' )
Barratt Brown, op. cit., p. xxxi.

See chapters 16 and 17 below.:

p. 241 below.

From a quite different theoretical standpoint Tugan-Barano in hi
Stud;:en zur Theorie und Geschichte der gandelskﬁsen in zﬁg!wazl;yfi;n s
Russian, 1894; German version, 1901), also outlined a ‘disproportionality’
theory. He and Hilferding were both vigorously criticized, in due course by
the ‘orthodox’ (Bolshevik) Marxists, as ‘revisionists’ and ‘reformists’ (seé
for exe_lmp_le, Sweezy, The Theory of Capitalist Development, pp. 156—62)’
but this kind of eriticism is of little interest today, after the disintegra[ior,l
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Bracher, in Karl Dietrich Bracher, Wolfgang Sauer and Gerhard Schulz,
Die nationalsozialistiche Machtergreifung, pp. 62— 6.

Bracher et al., op. cil. See also p. 15 below.

Quoted in Braunthal, op. cit., p. 369.

Hilferding, ‘Zwischen den Entscheidungen’ (1933).

op. cit., pp. 224-5.

Hilferding first used the term in his essay “Arbeitsgemeinschaft der
Klassen? (1915), and expounded his conception more fully in ‘Probleme der
Zeit' (1924).

Hilferding, ‘Realistischer Pazifismus’ (1924).

Hilferding, ‘Die Aufgaben der Sozialdemokratie in der Republik® (1927).

‘ Arbeitsgemeinschaft der Klassen? (1915).

In ‘Die Sozialisierung und die Machtverhdltnisse der Klassen’ (1920) and
‘Probleme der Zeit’ (1924).

Gotischalch, op. cit., chapter 6. He quotes here Siegfried Marck’s descrip-
tion of Hilferding as ‘the theorist of coalition politics in the period of capi-
talist stabilization’ (p. 207). However, Gottschalch does also acknowledge
in his concluding discussion that Hilferding succeeded in identifying some
important long-term trends in capitalist development (p. 265).

The limits of German liberal and democratic thought are well illustrated in
the political writings of Max Weber, which are, more than anything else,
intensely nationalistic. See, for an excellent brief account of Weber’s views,
Wolfgang Mommsen, The Age of Bureaucracy.

These aspects of the rise of National Socialism are given considerable
weight by Bracher, op. cit., Introduction.

See his article ‘Revolutiondrer Sozialismus’ (1934) and later articles (under
the pseudonym Richard Kern) in Neuer Vorwarts, and the comments by
Lewis 1. Edinger, German Exile Politics, pp. 183 —4, 197. By the late 1930,
as Edinger and others have noted, Hilferding’s outlook had become increas-
ingly pessimistic, in face of the concentrated power — military and other - of
the totalitarian states, and this is reflected in his writings of that period. It
may also account for the fact that he seems not to have made very
strenuous efforts to escape into @ more rgmote exile after the fall of France.
The manuscript was first published, with an introduction by Benedikt
Kautsky, in Zeitschrift fir Politik (1954), and my references in the text are
to the page numbers in that journal. 1 hope to publish, in due course, a
complete English translation of the work.

Notably Karl Renner, in his articles on ‘Probleme des Marxismus’, referred
1o in note 47 above, but also in many later writings, including his post-
humously published work, Wandlungen der modernen Gesellschaft (1953).
In the concluding paragraphs Hilferding observes that Marxists had expec-
ted the state to wither away in a socialist society: ‘But history, that “‘best of
all Marxists”, has taught us another lesson. It has taught us that, in spite
of Engels’s expectations, the “administration of things” may become an
unlimited “domination over men”, and thus lead not only to the emanci-
pation of the state [rom the economy but even to the subjection of the
economy by the holders of state power.”

Das historische Problem, p. 2596. )

op. cit., p. 297. This is very similar to the analysis made later by a Polish
sociologist, who had experienced the lotalitarian state in two forms, first
under the Nazi occupation, afterwards under the Stalinist regime, and who
wrote in a study of class structure:
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In situations where changes of social siructure are to a greater or lesser
degree governed by the decision of the political authorities . . . we are a
long way from classes conceived of as groups arising out of the sponta-
neous activities of mdividuals or at the most of spontaneously created
class organizations. .. where the political authorities can overtly and
effectively change the class structure; where the privileges that are most
essential for social status, including that of a higher share in the national
income, are conferred by a decision of the political authorities; where a
large part or even the majority of the population is included in a stratifi-
cation of the type to be found in a bureaucratic hierarchy — the nine-
teenth century concept of class becomes more or less an anachronism,
and class conflicts give way to other forms of social antagonism
(Stanislaw Ossowski, Class Structure in the Social Consciousness, p. 184).

87 Das historische Problem, p. 315. Hilferding then argues that this interpre-
tation is valid only for some, not for all, historical periods.

88 op. cit,, p. 320,

89 op. cit.,, p. 324,

Chapter 1 The necessity ol money

1 The great diversity of acts of exchange makes it absurd to look for a uni-
form law governing all such acts in completely different social formations.

2 J. Karner (Karl Renner), Die soziale Funktion der Rechisinstitute [ The
Institutions of Private Law and their Social Functions ] (1904). There are, there-
fore, laws of a specific type, appearing only in a given social system, which
disappear with that system, and have causal force only as long as that sys-
tem lasts. The task of economic theory is to understand these laws.

3 ‘Their (the commodity producers’) social relations appear simply as private
exchange arrangements. After all, exchange as such is essentially a personal
transaction. All that is necessary for an act of exchange is that the parties
have things to exchange and the desire to exchange them. In that sense,
exchange is a2 phenomenon known to all social systems because they are all
familiar with property.

In fact, the exchange of a pen for a piece of chalk in school, or the ex-
change of a horse for an aulomobile between two members of a socialist
society, is a private affair, of no interest to theoretical economics. It is
the basic error of the marginal utility theory that it seeks to discover the
laws of capitalist society by an analysis of exchange as a purely private tran-
saction’. R. Hilferding, ‘Zur Problemstellung der theoretischen
Nat‘i)%nalékonamie bei Karl Max’, Die Neue Zeit, XXIII, 1 (1504-=5),

p. 106.

4 In a commodity producing society, things must enter universally into a re-

lation with each other, and they do this as the expression of socially nec-
essary labour time. Only as such an expression are they commensurable. The
essence of the theory of value is that commodities are products of socially
necessary labour time, that is, products of society; but it is not an essential
feature of the theory that labour time must in all cases be the same on both
sides of the exchange relationship. This is a secondary [actor, which de-
termines exchange ratios only under the most simple forms of commodity
production.
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‘It may indeed be doubted whether, since the new system of the Bank of
England payments has been fully established [meaning the suspension of
bullion payments and the beginning of legal tender for notes of the Bank of
England - R.H.], gold has in truth continued to be cur measure of value;
and whether we have any other standard of prices than that circulating
medium, issued primarily by the Bank of England, and in a secondary
manner by the country banks, the variations of which in relative value may
be as indefinite as the possible excess of that circulating medium’. Report of
the Select Committee of the House of Commons on the High Price of Gold
Bullion, June, 1810. [Reprinted in J. R. McCulloch, Scarce and Valuable
Tracts on Paper Currency and Banking, p. 418, Ed.]

The Report leaves its own question unanswered.

Lindsay quite correctly stated before the Committee on Indian Currency in
1898: ‘Under the present currency system the rupee is nothing but a special
type of non-negotiable metal with legal tender, subject to all the laws of
non-negotiable paper money.’ Lindsay credits Ricardo with the original
formulation of these laws. (Cited by M. Bothe, Die indische
Weahrungsreform, p. 48.)

M. Bothe, op. cit., pp. 44 . The way Bothe poses the question is quite
characteristic; “What was the standard of value in India after June 26,
18937 Clearly . . . silver ceased to be the standard of value once the gold
value of the rupee exceeded the gold value of the pure silver content of the
rupee. Or perhaps, the rupee has become the standard of value in India in
the sense implied by Professor Lexis in his article “Paper Money” in the
Handwbrterbuch der Staatswissenschaften; that is to say, in the sense that
non-negotiable legal tender bank notes become money in their own right,
and consequently, a standard of value? Being legal tender, they must al-
ways be accepted as a valid means of payment, and thus acquire a value in
terms of commodities. Or again, perhaps, gold became the standard of
value in India when coinage was discontinued? To credit the rupee with the
characteristics of a standard of value is tantamount to saying that an abs-
traction can be a standard of value; for after June 26, 1893, the value of
the rupee ceased to depend on the use value [!] of the material from which
it was coined. The material only supplied the minimum limit to the cease-
less fluctuations which depended on the accepted notions of the usefulness
of the rupee and had nothing to do with the material as such.

In the same vein, John Lubbock is of the opinion that, since the closing
of the mints “exchange” had become a standard of value, which is but
another way of saying, not without some hesitation [!], that an abstraction
can be a “standard of value”.” Voila tout! It is evident that only a high
regard for the authority of Professor Lexis prevents the author from criti-
cizing the lack of a capacity for theoretical *abstraction’ which Lexis
exhibits in his famous abstraction! But the word ‘confidence’ always ma-
nages to crop up at the right moment when a concept of value is lacking!
See Arnold’s cogent polemic against Lexis, op. cit., pp. 241 ef seq.

Karl Marx, A4 Contribution 1o the Critique of Political Economy, p. 234.
David Ricardo, *The High Price of Bullion', in The Works of David
Ricardo, ed. J. R. McCulloch, p. 264.

ibid., p. 264.

Karl Marx, 4 Contribution to the Critique of Political Economy, pp. 156-7.
David Ricardo, Principles of Political Economy and Taxation, chapter
XXVII, pp. 238-9.
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J. Fullarton, On the Regulation of Currencies, pp. 60-61.

ibid., pp. 61-2.

In a report presented to Congress in mid January 1908, the American
Secretary of the Treasury, Cortilyon, estimated the total sum of cash money
hoarded by the public from the time the Knickerbocker Trust Company
suspended payments until confidence was restored, at about $296,000,000.
This sum represents about 10 percent of the money in circulation in the
United States.

In accordance with the old law that bad money drives good money out of
circulation. As Macaulay noted: ‘The first writer who noticed the fact that
when good money and bad money are thrown into circulation, the bad
money drives out the good money, was Aristophanes. He seems to have
thought that the preference which his fellow citizens gave to the light coins
was to be attributed to a depraved taste such as led them to entrust men
like Cleon and Hyperbolus with the conduct of general affairs. But if his
political economy will not bear examination, his verses are excellent:

Hodddxig 8'nuiv Edodev f§ nélic nenovdéva

tabrdv & te 1y modivdv tol; xadovg 1e xayadolc

¥ e tapyaiov vpueouo xali to xaivov ypoaiov.

obte yap tovtoigw oliowv 0 xexifdnievuévoic

ddda xaidioroly drndvrwv, dc Boxsl, vououdtowy,

xoi pivoi; 6pSdc xoneia, xad xexwdwviouivois

B tetoi; “EAdeor xui toig PapPipaos naviayon,
xpopue¥ obdév, dAda tobtog tol; movnpoic yakxio,
9 T xa) mpwifv xomEiol 1@ xaxigTP XOppaTI.

Tav nolicdv Fobs pdv Touey edyeveic xoi sdppvoveg
Evépag dvrog, xol Sixadove, xod xadobs te xdydSos,
xa} Tpopévrag &v madiotpouc xal yopoic xdk povaixy,
npovaslobuey. Tolg 88 Patxols, xat Eévoig, xoi muggiacg,
xud movnpotg, xdx TowmPdY, sic Enavia yphdpeda”

Lord Macaulay, History of England, vol, V, p. 2563 in the edition by C.
Firth, London, Macmillan, 1913-15.

[From Aristophanes, The Frogs. English translation by David Barrett,
Penguin, 1964, pp. 182-3.

I'll tell you what I think about the way

This city treats her soundest men today:

By a coincidence more sad than funny,

It's very like the way we treat our money.

The noble silver drachma, that of old

We were so proud of, and the recent gold,
Coins that rang true, clean-stamped and worth their weight
Throughout the world, have ceased to circulate.
Instead, the purses of Athenian shoppers

Are full of shoddy silver-plated coppers.

Just so, when men are needed by the nation,
The best have been withdrawn from circulation,
Men of good birth and breeding, men of parts,
Well schooled in wrestling and in gentler arts,
These we abuse, and trust instead to knaves,
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Chapter 4 Money in the circulation of industrial capital

In a letter to Rudolf Meyer, Rodbertus says: ‘Metallic money is not merely
a measure of value and a means of payment, These are characteristics as-
sociated with the general idea of money. They do not require that the
receipt or claim for commodity value has to be written upon such a valu-
able material as a precicus metal. Money today is 2lso a regulator of pro-
duction, thanks to the high value of its content, If you want to introduce
commodily notes, you must alse be able to tell every entrepreneur how
much he shall produce. The idea of the commodity note touches the most
interesting point in political economy, but as a permanenl medium of circu-
lation (and not merely a temporary loan certificate) it is feasible only if the
value of commedities is constituted by labour, and the commodity note is
inscribed with the value of a commodity measured in terms of labour. I do
not doubt the possibility of such money, but if it were made the only me-
dium of circulation, property in land and capital would have to be abol-
ished.” Rudolf Meyer (ed.), Briefe und sozialpolitische Aufsitze von Dr
Rodbertus-Jagetzow, vol. I, p. 441.

This and other passages show that Engels did Rodbertus an injustice
when he put him together with the petty bourgeois labour-money Utopians
such as Gray, Bray, et al., who believed that labour money is possible
without the social control of production.

The difficulty in understanding the concept of ‘capital’, and economic con-
cepts generally, is due to the appearance they give of inhering in things
themselves, whereas they are only definite social relationships in which the
same thing may assume quite diverse roles. Thus gold as money, in one
sense, only reflects the state of affairs during a certain period in the de-
velopment of commodity exchange; it is a medium of circulation. In a
different context, it becomes capital. To ask whether gold, or money, is
capital is a misleading question. In many circumstances, it is money, in
others, also capital. But as capital, it can only perform the functions of
money; it is the money form of capital as distinct from the commodity
form. Thus, to endow particular things with the attributes of capital is just
as incorrect as to regard space as adhering to things. It is only our per-
ception which gives objects their spatial form, just as it is only certain sta-
ges of social development which endow things with the form of money or
capital.

Capital, vol. 11, pp. 42-3.

Capital, vol. 11, p. 138,

ibid., p. 176.

ibid., p. 297.

ibid., p. 303.

ibid., p. 317.

ibid., p. 303. Marx’s numerical examples differ from those given in the text.
I have interposed my own numbers in Marx’s statement for the sake of
simplicity.

I can only indicate the most important factors here. In the second volume
of Capital, Marx examined the problem in detail, and its further elab-
oration may be left to pedants. Yet the fundamental significance of these
investigations for understanding the credit system has previously been
overlooked.

ibid., pp. 87-8.
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12 ibid., p. 524.
13 “The transactions disposing of the annual product in commodities can no
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more be dissolved into a mere direct exchange of its individual elements
th‘an the simple circulation of cormmodities can be regarded as identical
with a simple exchange of commodities. Money plays a specific role in this
circulation, which is particularly marked by the manner in which the value
of the fixed capital is reproduced’ (ibid., p. 325).

ibid., p. 330.

ibid., p. 363.

ibid., pp. 363-4.

ibid., p. 364.

ibid., p. 334.

ibid., pp. 361-2.

The: activities of those banks which transfer to industrial districts the money
cap'lta'l which is released by agricultural districts with their sharp seasonai
variations in the demand for money are based on this fact, On the other
hand, the following illustration taken from modern shoe manufacturing
shoy«'s the extent of the influence of traditions. The fact that the circulating
capital does not turn over more than twice a year, although the manufac-
ture of a shoe only takes, on the average, three to four weeks, can be ex-
pla.ined by the circumstance that the main orders during the year require
dehv:ery before Easter or Whitsuntide. The product is finished in the interim
but it remains in stock because it cannot be sold to the shoe merchant
before that time, or at least his obligation to pay begins only with the de-
livery date.

AF the same time, these circumstances have a definite effect on the use of
credit. “The peculiarity of the seasonal business in the shoe industry also
obhg_es the shoe factories to co-operate with the banks. The large sums
flowing in after the season is over are transferred to the banks, which in
turn make available to factories the sums they require for wages and other
production costs and also take responsibility for the payments for raw
materials through endorsements or cheques.’ (See Karl Rehe, Die deutsche
Schuhgrossindustrie, pp. 55, 57.)

Capital, vol. I1, p. 122. Here we have a prevision of the dominance of the
ba{Lks over industry, the most important phenomenon of recent times,
written when even the germ of this development was scarcely visible.

Chapter 5 The banks and industrial credit

Anyone who sees only that bills are based on the exchange of commodities,
and overlooks the fact that the exchange does not have the sanction of
society until the bills have been cancelled against each other, the balances
sett]edl in cash, and the unredeemed bills replaced by money, is simply
dreaming of a utopia of commaodity-notes, labour money, etc.; in other
words, of credit certificates divorced from bullion which are supposed to
represent the value of commodities directly and independently,

The volume of bills put into circulation annually has been (in thousands of
marks) as follows: 1885, 12,060; 1895, 15,241; 1905, 25,506. Of these, bank
acceptances amounted to 1,965 or 16 per cent, 3,530 or 23 per cent and
8,000 or 31 per cent respectively, although these figures also include bijls
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which do not circulate, such as bills deposited as security, warehouse re-
ceipts, etc. See W. Prion, Das deutsche Wechseldiskonigeschaft, p. 51.
If, however, the normal circulation of commodities is interrupted by un-
usual non-economic, accidental events, such as revolutions or wars, etc., it
is reasonable not to count the period of interruption as part of the normal
circulation time, and to wait until such events have passed. This happens
when the law decrees a moratorium on bills.
By productive capitalists, T mean those capitalists who realize an average
profit, that is, industrialists and merchants, in contrast to loan capitalists
who receive interest, and property owners who receive rent.
1. Wilsan, Capital, Currency and Banking, p. 44.
Naturally, the banks will continue to do a discount business with these
notes, and in so far as they are issued against bills of exchange and other
forms of collateral they will fulfil the function of credit money as belore.
But that does not alter their status as state paper money. The proof that
they constitute paper money is that they begin to depreciate when they are
issued in excess of the requirements of the social minimum of circulation.
Where there is no excessive issue, there will not be any depreciation. Since
the advances made to the state in England, which increased the quantity of
paper in circulation in excess of the needs of trade and industry, even dur-
ing the period of bank restrictions, remained small, there was only a slight
depreciation. Diehl is mistaken, however, when he writes: *But we cannol
even go so far as to call non-negotiable bank notes which are actually legal
tender “‘paper money”; for however disquieting the absence of a redemp-
tion requirement may be [a disquiet which Diehl, ignoring the experience
of the Austrian currency, exaggerates— R.H.] even under this system bank
notes are not issued in order to put money into circulation, but as loans to
the state or to merchanis on the basis of claims which the bank secures. It
depends therefore on the way the bank is managed, not on the quantity of
notes, whether and to what extent, under these conditions, the issue of
bank notes serves only the lcgitimate credit needs of the state and business,
or whether it leads beyond this 1o a paper money economy which en-
dangers the whole credit system.’ Karl Diehl. Sozialwissenschafiliche
Erlauterungen zu Ricardos Grundgesetezen der Volkswirtschaft part 11,
p. 235. Diehl overlooks the essential difference between the issue of notes,
based on the discounting of bills of exchange, as credit to facilitate the
circulation of commodities, and the issue of notes as loans 1o the state. In
the former case, the bank note replaces the bill of exchange; one form of
credit money takes the place of another, and the bill represents real com-
modity value. But in the latter case, the notes are issued in return for the
state’s promise to pay, and they make it possible for the state to buy com-
modities for which il cannot pay cash. If the state contracts a debt on the
money market, it receives money already in circulation, and when this
money is spent it simply returns to the money market. There is no reason
in this case why there should be any change in the quantity of money in
circulation. But the state has recourse to the bank precisely because it has
no other source of credit, and it makes the notes legal tender to protect the
bank from bankruptey. The notes thus issued as a loan (o the state are an
addition to circulation and can depreciate. It is exactly as if the state itsell
were to issue directly the paper money it required to make its payments,
rather than doing so indirectly through the bank. The only difference is, of
course, that the indirect procedure is profitable to the bank, since it receives
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intcr'est on the ‘loan’ for which it has incurred only printing costs. This is
precisely what aroused Ricardo’s ire against the Bank of England and prom-
pted him to demand that the issue of paper money be made a monopoly

of the state, though he confused state paper with bank notes. It is also
interesting to observe that Ricardo’s well known suggestions in his Proposals
Jor an Economical and Secure Currency, were actually realized, in many
respects, in Austria’s ‘pure paper currency’, and it was this very experience
in Austria which clearly revealed the errors in Ricardo’s theoretical
argument.

Inl currency legislation capitalist society faces a purely social problem. But
this society is nol aware of its own essential characteristics. [ts own laws of
motion remain hidden from it and must be laboriously discovered by
theory. The self-interest of its leading strata, moreover, prevents acceplance
of the theoretical conclusions. Ignoring, for the moment, the narrow and
selfish interests of money capitalists, who are commonly regarded as the
outstanding experts in matters of banking legislation, the insuperable ob-
stacle to a knowledge of the laws of money and note circulation has been
the hostility to the labour theory of value. This accounts for the triumph of
the qurency School in English banking legislation, notwithstanding its
reduction to historical and theoretical absurdity in the works of Tooke,
Fullarton and Wilson. It is a fine irony of history that this theory could,
with some justification, find support in Ricardo; that same Ricardo who
o_therwise spared no effort to apply the labour theory of value in a con-
sistent way, but in this case, influenced by the practical experience of
English paper money, abandoned his own theory.

It is the anarchic character of capitalist society which makes it so difficult
to establish any conscious and rational way of dealing with a social pro-
blem. Capitalism may learn more adequale principles, slowly and la-
boriously, from the bitter and costly experiences of diverse countries and
per?ods, but it cannot find the power within itself to generalize them; as the
maintenance of American, English, and to a lesser extent, German legis-
lation and policies with regard to banks of issue demonstrates. Still less is
capitalism capable of evolving a consistent theory which would provide an

_ understanding of recent monetary history. In facl, the capitalist world is

shocked even by the boldness of a Knapp, who neither evaluates nor ex-
plains away the recent data, but at least creates a systematic terminology
for them.

Since the management of money and credit circulation is a purely social
tas_k there arises a demand to assign this task to the state. But as the capi-
lqh_st state is riven by class interests, such a proposal at once arouses sus-
picions among those who have reason to [ear an increase in the power of
the strata dominating the state. The struggle usually ends in a compromise,
with the state exercising extensive supervision over a privileged private
corporation. The private interest of the capitalist, which is supposed to be
11_1d1§pensable, must nevertheless be eliminated or at least curtailed. The
significance of the power wielded by the directors of the national banks is
unrelated to their private interests; and indeed, if the free reign of the profit
motive led them to use the national credit for their private ends untold
harm would result. The social character of the task makes absolutely in-
dispensable the elimination or rigorous curtailment of the profit motive.

‘I have no hesitation in professing my own adhesion to the decried doctrine
of the old Bank Directors of 1810, “that so long as a bank issues its notes
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in the discount of good bills, at not more than sixty days’ date, it can never
go far wrong”. In that maxim, simple as it is, [ very strongly believe, there
is a nearer approach to the truth, and a more prolound view of the prin-
ciples which govern circulation, than in any rule on the subject, which since
that time has been promulgated.’ J. Fullarton. On the Regulation of
Currencies, p. 198.
*The bill of exchange is the most important means of settling accounts in
international commerce. In the past, settlements between different states
were made by commercial bills, but the bank draft has come increasingly to
the fore in the past century. Behind the bank note stands the commercial
bill as well as obligations arising from other sources, for example, from
stock exchange transactions. The comnmercial bill of exchange deprives the
act of purchase of its unique character. And, in harmony with the trend of
the times, the bank draft has carried the process of abstraction still further,
so that it is no longer possible to say today that it is based upon the ex-
change of commodities. The most that can be said is that it is required to
meet money claims arising from some sort of economic transaction.
International credit can now readily make use of this method of payment.’
A. Sartorius von Waltershausen, Das volkwirtschaftliche System der
Kapitalanlage im Ausland, pp. 258 et seq.
Money loaned out always earns interest and therefore represents a capital
to its lender; and conversely it is always regarded as capital after it has
been loaned out, regardless of what use is made of it, whether as a starting
point for new productive capital or as a means of circulation for capital
already in existence. Hence the demand for money as a means of payment
is confused with the demand for money capital.
Capiral, vol. III, p. 553.
When economists undertake an analysis of commodities, they always con-
fine themselves to the content of the exchange act and overlook its specific
form. When dealing with the more developed forms of credit and with
stock exchange operations, however, they follow the opposite procedure of
ignoring their content, and instead, spend untold hours brooding upon their
various forms. In my opinion, even Jeidels, in his otherwise excellent study,
Die Verhaltnisse der deutschen Grossbanken zur Industrie, attaches exag-
gerated importance to the various forms of credit operations. -
E. Jaffé, Das englische Bankwesen, p. 200.
‘In almost all branches of business the same trend can be observed which
had already become characteristic of transactions in raw materials and
serni-finished goods; namely, the increased substitution of cash payment [in
which, however, Prion also included bank payments — R.H.] for commercial
bills. With the aid of bank credit, especially in the form of acceptances, the
merchant pays in cash by making a giro transfer or by writing a cheque,
with the result that the use of pure commodity bills is increasingly restric-
ted. This was bound to affect the largest and best commodity bills most,
since capital wealth has already grown considerably by absorption in the
upper levels of commerce. Even in large scale overseas commerce, which
has given rise to the best bills to date (for example, in the wheat trade) it is
customary to pay by sight drafts, if bank acceptances are not used, rather
than by 2 or 3 month notes. This new Lrend arises from the fact that, by
paying in cash, a buyer can always buy on better terms, which remain more
favourable even if the buyer is obliged to have greater recourse to bank
credit. Since some commodity bills still actually enter circulation, there is
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great competition for them between the Reichsbank and the credit banks
as well as among the different groups of credit banks, The €normous am-,
ounts of capital accumulated in the large banks seek suitable investment in
bills, and the competition for these commodity bills depresses the price of
the good ones far below the discount rates of the Reichsbank to the dis-
count level of the private banks.’ Prion, op. cit., p. 120.

15 A :%pecxﬁc example of the size of such credits can be seen from a notice
whtch‘appeareq in 1902 in the Aktioniir, according to which it has become
usual in many instances for industrialists to have to pay bank interest on 20
per cent to 40 per cent of their capital. At a shareholders’ meeting of the
Neusser Eisenwerke (previously Rudolf Daelen), a shareholder estimated
that the debts of this firm in the years 1900 to 1903 amounted to 26. 85
105 and 115 per cent of its liquid assets. Out of a debt of 718,000 m'ark; in
1503, 500,000 marks were bank debts as compared with a share capital of
1,000,000 marks. See Jeidels, op. cit., p. 42.

16 Jeidels, op. cit., p. 32.

17 E. Jaff¢, Das englische Bankwesen, p. 60.

18 “The essential feature of credit on current account is that it permits the
debtor to make use of the credit agreed upon, either wholly or in part, or
to pay back the credited sum at all times in the same way. This fcatur; of
credit granted on current account is of great advantage to the debtor be-
cause h; can use the funds in such a way as to adjust them to the needs of
his bus'mcss and thus economize on their costs. On the other hand by
extending f‘un_ds through credit on current account, the banks are i,nvesu'ng
thenr‘fu‘nds with sufficient security because, although the time of payment is
not limited, the debtor is nevertheless enabled to repay the loan at all
times.’ Prion, op. cit., p. 102.

Concerning the level of interest charges on such credit in Germany, we
are told that ‘the rate of interest on current account credit is usually ;djus-
ted to the lending rate of the Reichsbank, although when the bank rate
falls, it does not fall below a certain minimum which usually amounts to §
per cent, Bemdgs, although interest rates are generally calculated uniformly,
in actual practice they depend, in the case of this particular form of credit

.. on the character and quality of the collateral and the type of bank. They .

| also }nc[ude a commission based on the quality of the business connections
and in most cases, the commission depends on the amount of credit used '
and on the speed of turnover. In any case, this commission changes the
level of the true interest to the disadvantage of the credit-receiver to such
an extent that, in practice, it is sometimes necessary, depending on the
terms of the agreement, to pay 2 per cent or 3 per cent more than the nor-

mal current rate of interest’ (ibid.).

19 Jeidels, op. cit., p. 32.

Chapter 6 The rate of interest

1 Capital, vol. I1I, pp. 398-9.

2 In order 1o explain prices by the relationship between supply and demand
the lgtter must be assumed to be fixed and given quantities. That is why the
marginal utility theory always endeavours to make the assumption that sup-
ply is constant, and to take a given stockpile for granted. Schumpeter, in
Das Wesen und der Hauptinhalt der theoretischen Nationalokonomie, is, per-
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fectly consistent, therefore, in his attempt to uphold the marginal utility 1903 3.76 3 3.77 3.5
theory by reducing political economy Lo a static system; whereas it should be 1902 3.33 3 3132 1.55
dynamic, providing a theory which formulates the laws of motion of capi- C 1901 3.9 3 4.1 4.08
talist society. The contrast with Marxism is very aptly and precisely ex- = 1900 3.94 32 5.33 4.58
pressed here, as is the complete sterility of the marginal theory, ‘the final 1899 3.75 3.06 5.04 5.04
futility of final utility’ as Hyndman jokingly described it. The problem is that 1898 3.19 29 427 4.16
an economic explanation of the scale of supply would involve explaining the . 1897 2.64 2 1.81 4
scale of production by formulating the laws which govern production. 1896 2.48 2 3.66 4.09
Demand itself is detemined by production and distribution, by the laws c 1895 2 2.1 3.14 4.3
which govern the distribution of the social product. Similarly, in any attempt 1894 2.11 2.5 3.12 4,08
to explain the rate of interest, the difficulty lies in showing what factors 1893 3.06 2.5 4.07 4.24
determine the extent of the supply. < 1892 2.52 2.7 32 4,02
3 Capital, vol. III, pp. 586~7. C 1851 3.35 3 3.78 44
4 Such comparative empirical data as are available do not in any way support 1850 4.69 3 4.52 4,48
the dogma of a declining rate of interest. Smith tells us that in his day, the 1889 3.65 3.16 3.68 4.19
government of Holland paid 2 per cent, and private borrowers with good 1888 33 3.1 332 4.17
credit 3 per cent interest. For a time after the war (1763) not only private 1887 3.34 3 3.41 4,12
borrowers of the best credit standing but also some of the largest London 1886 3.05 3 3.28 4
trading houses usually paid 5 per cent as compared with the previous rate of 1885 292 3 4.12 4
from 4 to 44 per cent. Tooke, citing the latter facts, remarks on this point: 1884 2.96 3 4 4
‘In 1764, 4 per cent stock certificates fell below par; navy bills were discoun- 1883 3.58 3.08 4.4 4.11
ted at 9§ per cent; consols which stood at 96 in March, 1763, fell to 80 in C 1882 4.14 38 4,54 4.02
October. But in 1765, the 3 per cent stock certificates, of which a new issue 1881 3.48 3.84 4.42 4
followed, stood generally at par, and at times above par; and 3 per cent 1880 2.76 2.81 4.24 4
consols rose to 92." Thomas Tooke, A History of Prices and of the State of 1879 2.38 2.58 1.07 4.33
the Circulation, vol. I, pp. 240—-41. Schmoller, in Grundriss der allgemeinen 1878 3.5 2.2 4,34 5
Volkswirtschaftslehre, vol. 11, p. 207, tells us further that in 1737 the 3 per 1877 2.85 2.26 4.42 5
cent consols stood at 107. The price of state paper, which is also influenced 1876 2.62 34 4.16 5
by other factors, is certainly not an absolutely reliable criterion of the level 1875 325 4 4.71 4.6
of the interest rate, although it merits some attention. 1874 3.78 4.3 4.38 4.87
Nor does an examination of the discount rate of banks of issue reveal any c 1873 4.75 5.15 4,95 5.22
uniform decline in the rate of interest. Table | is taken from an interesting 1872 4.12 5.15 4.29 5.55
article by Dr Alfred Schwoner, ‘Zinsfuss und Krisen im Lichte der Statistik’, 1871 2.85 5.35 4.16 5.5
in the Berliner Tageblatt of 26 and 27 November 1907. [The symbol Cin- 1870 3.12 19 4.40 5.44
dicates a crisis year, although in 1895 and 1882 (the Bontoux crash) il was a ' 1869 3.25 2.5 4.24 4.34
matter of purely speculative crises - R.H.] 1868 2:25 2.5 4 4
1867 2.5 2.7 4 4
c 1866 7 3.67 6.21 4.94
Table | Average discount rates of the four leading 1865 4.75 3.66 4.96 5
European banks during the past 55 years 1864 7.5 6.51 5.31 5
_ 1863 4.5 3.66 4.96 5
Austro- 1862 2.5 3173 4.2 5.06
German Hungarian 1861 5.25 5.86 4.2 5.5
Reichsbank Bank 1860 4.25 3.56 4.2 5.12
Bank Bank (1874-5 (formerly 1859 2.75 347 42 5
of of Prussian the National 1858 3 3.68 4.2 5
England France Bank) Bank) 1857 6.7 6 5.76 5
1856 5.8 5.5 4.94 427
1907 4.54 3.3 5.72 4.72 " 1855 4.8 5 4.08 4
(first 10 months) 1854 5.1 4.37 4.36 4
1906 4.27 3.0 5.12 44 1853 34 3.23 4.25 4
1905 3.08 3.82 3.68 . 1852 2.5 3.18 4 4

3
1904 33 3 4.2 35
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Schwoner comments on the table as follows:

‘If we try to draw some general conclusions about the movement of the
rate of interest from these statistics of the bank discount rate in the nine-
teenth century, it becomes apparent that no definite tendency, upward or
downward, is demonstrable. True, official discount rates below 4 per cent
appeared in the course of time, sooner or later according to the economic de-
velopment of the country. In this respect English was far in advance of other
countries. As far back as 1845, the discount rate went down to 2 per cent for
the first time. In the case of the Bank of France, the discount rate stood at 3
per cent for the first time in 1852, at 24 per cent in 1867, and at 2 per cent in
1877. The Berlin Bank had a minimum discount rate of 3 per cent as far back
as the twenties of last century, but during the period of the Prussian Bank
and the German Reichsbank the interest rate fell below 4 per cent for the
first time in 1880 [sic]. In the Austro-Hungarian Bank, a 3} per cent interest
rate first appeared in 1903 during the first depression experienced by the
Dual Monarchy after the reform of the currency system. Some progress may
be discerned in so far as the rate of interest has declined with the technical
perfecting of banking organization and the currency system.’

Schwoner also provides the following figures (Table 2).

Table 2 Average discount rates over the past five decades

Bank of  Bank of German Austro- Overall

Decade England  France Reichsbank Hungarian Average
Bank

1897-1906 3.:52 2,85 4.28 4.05 3.67
1887-1896 3.04 2.71 3.59 421 3.38
18771886 3.19 2.96 4.11 4.26 3.63
1867-1876 3.25 3.89 4.34 4,85 4.09
1857-1866 428 4,48 4.83 5.06 479

“The overall average was at its highest by faT in the decade 1857-1866,
when it amounted to 4.79 per cent, and remained very high in 1867-1876 at
4,09 per cent. In 1877-1886, it fell to 3.63 per cent and reached its lowest
point in 1887-1896, at 3.38 per cent. In the last decade, the average was 3.67
per cent, higher, therefore, than in the preceding two decades, but far below
the average during the first twenty years of the financial and industrial up-
swing, 1857-1876."

The conclusion to be drawn from all this is that the rate of interest is not
determined by the rate of profit, but by the stronger or weaker demand for
money capilal resulting from variations in the rate of development, and the
tempo, intensity and duration of periods of prosperity.

A study of excessively high rates ol interest will show that their causes are
always to be found in the regulation of the monetary system. Thus, for exam-
ple, the discount rate in Hamburg rose to 15 per cent in 1799, and even at
this rate, only the best bills, in limited amounts, were accepted {Tooke, op.
cit., vol. T, p. 241). The cause lies in the absence of a flexible monetary sys-
tem, as is shown at present by the exceedingly high interest rates and their
violent fluctuations in the United States. They have nothing to do with any
changes in the rate of profit.
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5 Adam Smith’s principle that “wherever a great deal can be made by it [money]
a great deal will commonly be given for the use of it; and wherever littie can
be made by it, less will commonly be given for it' (Wealth of Nations, bk 1,
ch. IX), although illuminating, is not demonstrated and not correct.

Chapter 7 The joint-stock company

I This sentiment seems also to have guided Erwin Steinitzer when he entitled
his work on the corporation Okonomische Theorie der Aktiengesellschaft.
Nevertheless, he too fails to recognize the distinctive economic characteris-
tics of the joint-stock company, although his work is otherwise rich in
cogent and perceplive observations.

2 "The value of money or of commodities employed in the capacity of capital
is not determined by their value as money or commaodities but by the quan-
tity of surplus value which they produce for their owner." Capital, vol. TI1,
p. 418.

3 The only relation between the price of a share and the value of the pro-
ductive capital is that the share price cannot fall below that part of the
value of the capital which, if the enterprise became bankrupt, and after its
other creditors had been satisfied, would fall due to it as an aliquot part.

4 Briefe und sozialpolitische Aufsatze von Dr Rodbertus-Jagetzow, R. Meyer
(ed.), vol. I, p. 259.

5 This is nol correct. A corporation is not a technical form of production,
but a form of business enterprise.

6 ibid., p. 262.

7 ibid., p. 285.

8 Nevertheless, this conservative socialist had an accurate premonitiofl of the
revolutionary significance of the corporation: ‘This form of business which
can merge tributaries from a thousand small sources of capital into a single
stream, has a mission to perform. It will have to complete God’s han-
diwork by penetrating land barriers and countries which the Almighty had
forgotten or regarded as unready for penetration. It will have to connect
countries separated by oceans, through submarine or surface links. It will
have to pierce mountain barriers and so forth. The pyramids and the
squared blocks of the Phoenicians were as child’s play compared with what
share capital will create.’ In this vein, Rodbertus abandons himseif to rom-
antic fantasies reminiscent of Saccard in Zola's L'Argen:. He continues:
‘Moreover 1 have a very special personal enthusiasm for them. And why?
Because they do such a thorough job of sweeping away all obstacles. And
what sweepers they are! Traditional free trade, withou! the benefit of the
corporate form, is a miserably inadequate handbroom. Combined with
corporations, it becomes a steam-driven sweeper which will sweep away in
10 years what it would take the Sabbath broom 100 years to do. The hand
of the corporation is indeed powerful! The solution of the social problem
requires this scavenger. After all, even without the corporation, we would
need a thoroughgoing cleaning’ (ibid., p. 291). Equally apposite is the fol-
lowing remark: “The corporate enterprise will eliminate both the individual
entrepreneur and the loan capitalist’ (ibid., p. 286).

Van Borght therefore was incredibly naive when he wrote in the chapter
on corporations in the Handworterbuch der Staatswissenschaften: ‘The task
and objective of corporate enterprises can be just as much the enlargement

[
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and improvement of personal labour power, and of the knowledge and
experience of the entrepreneur, as the strengthening of the power of ca-
pital.’ This is just about as brilliant as would be the statement in a scientific
cookery book that the task and objective of a plum pudding is to stimulate
the appetite and to provide a livelihood for the cook!

Capial, vol. III, pp. 516 et seq.

The following report in the evening edition of the Berliner Tagebla:t (16
May 1908) will illustrate the schematic presentation in the text: ‘Recently
the shares of the Kopenick nitrate plant were introduced on the stock ex-
change at a premium of more than 80 per cent. From 1901 to 1906, this
enterprise operated as a limited company with a modest capital of 300,000
marks. After operating at a loss for several years, the company made a
gross profit of 100,000 marks one year, followed by another of 300,000
marks, and paid dividends of 15,000 marks and 75,000 marks. The foun-
ders of the enterprise accordingly decided that it was time to transform 1t
into a joint-stock company with a capital of 1,000,000 marks, in which the
original capital of 300,000 marks was included. In order to balance the
assets and liabilities of the new corporation, the corporation had to take
over the land, with a book value of 60,000 marks, for 210,060 marks; the
buildings, valued at 45,000 marks, for 140,000 marks; and the machinery,
equipment and materials, valued at 246,000 marks, for 400,000 marks. The
new corporation has now been operating for two years, during which per-
iod it has distributed dividends of 15 per cent and 16 per cent respectively,
although the account for the land (exclusive of improvements) still carries a
deficit of 200,000 marks, that for the building a claim of 150,000 marks.
Only the equity on the machines and equipment (the overvaluation of
which seemed most questionable) was written down to 250,000 marks. The
output of the corporation is based on two patents, one of which will expire
in a year, the other having been purchased from the inventor for 50,000
marks. On the basis of these [acts, the issue houses felt themselves entitled
to stipulate a price of 180 per cent; in other words they allowed themselves
to be paid 1,800,000 marks for the original capital of 300,000 marks, in-
cluding 100,000 marks in cash, which were the basis of the corporation!” In
this instance, the promater’s profit is increased because the enterprise makes
an extra profit from its exploitation of the patents, which is, of course, also
capitalized.

The following table, taken from the Berliner Tageblatt of 1 June 15907,
shows that the capital invested in shares for the first or new investment
yields its owner a dividend which is not very much above the average rate
of interest. The discount rate of the Reichsbank was 54 per cent at the time

Share price index Dividend Yield

per cent per cent  per cent

(May 30)
Berliner Hundelsgesellschalt 150.75 9 5.97
Darmstéddter Bank 129.30 8 6.18
Deutsche Bank 223.60 12 5.36
Diskontogesellschaft 169 9 5.32
Dresdner Bank 141 8.5 6.02
Nationalbank 121.50 7.5 6.17
Bochumer Gussstahl 224.25 15 N\ 6.68
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Laurahiitte 225.30 12 5.32
Harpener Bergbau 207.60 11 529
Gelsenkirchener Bergwerk 195.50 1 5.62
Phonix Bergbau 205.30 15 7.30
Rombacher Hiittenwerke 204.50 14 6.84
Donnersmarckhiitte 264.50 14 5.29
Eisenwerk Kraft 166 11 6.62
Eisenhiitte Thale (preferred) 123 9 7.31
Allgemeine Elektrizitits-

gesellschaft 198.50 11 5.54
Lahmeyer Elektrizitidt 122 8 6.55
Hoffmann Waggonfabrik 335 22 6.56
Gaggenauer Eisenwerk 105 8 7.61
Schering Chemische Fabriken 263 17 6.46
Chemische Fabrik Oranienburg 184.30 10 5.42
Schulteiss Brauerei 288.50 18 6.23
Vereinsbrauerei, Aktien 210.50 12 5.70

12

The same thing has occurred in the formation of English joint-stock com-
panies. In describing the community of interests between a mixed pig-iron
enterprise and a steel company, Macrosty says: ‘It is to be observed that
while the aid of the public was called in to assist in the extension of the
business [through the issue of debentures, preferred shares — R.H.] control
lay solely with the vendors (the firm of Bill Bros and Dorman Long & Co.)
50 long as debenture interest and preference dividends were maintained.
This is quite a common feature of British flotations, and it demands from
the cautious investor a careful scrutiny of the purchase conditions.” Henry
W. Macrosty, The Trust Movement in British Industry, p. 27. 'In many
cases, the ordinary stock is held largely or solely by the original vendors in
order that they may retain control, in which case the amount of the ordi-
nary dividend is of less consequence to the public’ (ibid., p. 54).

Similar in purpose to ordinary shares — the monopolization of the be-
nefits resulting from the development of the corporation by the
promoters — were the so-called ‘promoters’ rights’ in the former German
(and Austrian) company law. The promoters stipulated certain privileges
for themselves; for example, that new share issues had to be offered to
them at par. However, such privileges conflicted with the process of mo-
bilizing capital and were therefore eliminated. The Berliner Tageblatt of 24
September 1907, had this to say on the subject: ‘Like a memorial of an age
long past, the institution of promoters’ rights survives today, still observed
by many corporations. These rights derive from a period when company
law was not as developed as it is today. In the past, it was considered per-
missible to grant the founders of a corporate enterprise permanent special
privileges, a condition which in view of the mobility inherent in shares, was
bound to prove onerous and unjustified. The 1884 amendment of company
law already made a breach in the system of promoters’ privileges, but it
was first completely abolished as regards the founding of new corporations
by the Commercial Code which came into force on 1 January 1900. It is
true that this new commercial law was not retroactive, so that the pro-
moters’ privileges of former times remain unchanged, and in so far as they
have not been eliminated by voluntary agreement they are still unpleasant
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reminders to shareholders in corporations “blessed” with promoters’ rights
.... In the case of Berliner Elektrizitdtswerken - to mention one typi-

cal example of the effects of these promoters’ rights - the Allgemeine
Elektrizititsgesellschaft has the privilege of taking for itself half of any
newly issued shares at par. The profit which this privilege brought to the
Allgemeine Elekirizitdtsgesellschaft as a result of the issue of shares by thq
Berliner Elektrizititswerken in the years 1889, 1890, 1899 and 1904 alone is
estimated at about 15,000,000 marks. Neither the founders nor their heirs
can be blamed for profiting from their duly acquired privileges.
Nevertheless, it has become obvious that the modern view of the stock
market rightly demands the abolition of perpetual promoters’ privileges.’
The most notable example is provided by the history of the American Steel
Trust (See Report of the Industrial Commission, 1901, vol. XIII, pp. XIvV-XV).
It combined companies which were already overcapitalized. The report
calculates the ‘real worth’ by adding together only the preferred shares of
the constituent companies, which would give a real share capital standing at
par, and comes to the conclusion that $398,918,111 are counted for ‘good-
will’ alone. The following account in the Frankfurter Zeitung of 29 March
1909 gives an even better idea of the ‘overcapitalization’, or more precisely
of the difference between the capital which was actually at work and the
share capital: “The Gary works will cost about $100,000,000 and produce
over 2,000,000 tons of steel. The other plants of the trust are capitalized at
almost $1,500,000,000 and have a capacity of 10,000,000 tons. The disparity
is glaring,’ It remains glaring even if we take into account tl?at valuable ore
property and other items are also included in the capitalization.

This has not prevented the Steel Trust from regularly paying a dividend
of 7 per cent on its preferred shares, nor has it hindered the ordinary shares
from yielding dividends on an increasing scale. The trust was organized in
the spring of 1901. The period 1901 to 1903 was one of prosperity and the
ordinary shares received dividends of 4 per cent. In 1903 the dividends
dropped to 3 per cent, and in 1904 and 1905 no dividends were paid, but
by 1905 there was an improvement in business conditions and the Steel
Trust would have had about $43,000,000 available to distribute as di-
vidends, equivalent to a dividend of 8.5 per cent. But the trust used the
amount for write-offs, new investments, and the building of reserves. Then,
in 1906, it again paid 2 per cent,

But this dividend is quite disproportionate to the profits of the Steel
Trust, for 1906 was a very good year and the trust had almost $100,000,000
available for dividends. Of this sum some $25,000,000 were used for pay-
ments on preferred shares. The balance on the books amounted to 14.4 per
cent on the ordinary shares. But the shareholders only received $10,166,000,
while $50,000,000 were invested in new construction {(including the second
instalment on the Gary Steel works at $21,500,000), and $13,000,000 were
put into the reserves. The directors followed the same polf'cy in 1907,_ wl_xen
earnings were even greater than in 1906. The amount available for distri-
bution to ordinary shareholders would have provided a dividend of 15.6
per cent. But again the shareholders only received 2 per cent for the year,
or 0.5 per cent a quarter, while §54,000,000 were spent on new construc-
tion, of which $18,500,000 went into the Gary works, and $25,000,000 were
added to reserves. 1908 was not as good as the previous years, but still the
Steel Trust earned enough to pay a little over 4 per cent on '\ts ordinary
shares. In fact, the ordinary shareholders received only 2 pcrl‘ cent. Nothing

14
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was spent on new construction, but $10,000,000 were added to reserves, so
that by the end of the year 1908 these amounted to $1,330,500,000. The
first quarter of 1909 was better than the same period of the previous year,
but a good deal worse than the last two quarters of 1908, mainly as a result
of the collapse of prices on the American market for iron. As was the usual
practice since 1900, a quarterly dividend of 0.5 per cent was paid on the _
ordinary shares and more than $3,000,000 were added to reserves (see
Berliner Tageblatt, 28 July 1909). For the second quarter of 1909 the steel
trust declared a dividend of 0.75 per cent, equivalent to 3 per cent per
annum. For the third quarter, the dividend was 1 per cent, or 4 per cent
per annum, on ordinary shares. Most of these shares had remained in the
hands of the founders, or had become favourite targets for specunlators, and
were bought up again during and after the panic of 1907 by financial
groups at very low prices. Hence this dividend policy of withholding earn-
ings for many years at the expense of the shareholders, only to pour them
out at the most appropriate time, was the source of an enormous accession
of wealth to the financial groups which dominated the Steel Trust.

A detailed description of the technique of financing is beyond the scope of
the present work. Nevertheless, the following typical example, describing
the financing of the Rock Island railway system, will serve to illustrate what
has been said in the text (see the Frankfurter Zeitung, 6 October 1909). At
the head of the system is a holding company, the Rock Island Company,
without any secured debentures, and with an authorized capital of
$54,000,000 in preferred shares and $96,000,000 in ordinary shares, of
which $42,129,000 and $89,730,000 respectively have been issued. Only the
preferred shares carry voting rights. The company owns the entire share
capital of §145,000,000 in the Chicago, Rock Island and Pacific Railroad
Company, which in addition has secured debentures of $70,199,000 4 per
cent Collateral Trust Bonds and $17,361,000 5 per cent Collaterai Trust
Bonds. These are bonds which are backed by securities in the hands of the
trustees (on Collateral Trust Bonds, see Thomas L. Greene, Corporation
Finance). This Railroad Company in turn owns two railways: (1) The
Chicago, Rock Island and Pacific Railroad Company with a funded debt of
$197,850,000, with shares amounting to $74,859,000 of which $70,199,000
are in the hands of trustees as collateral for the abovementioned 4 per cent
Collateral Trust Bonds; and (2) The St Louis and San Francisco Railroad
Company with a funded debt of about $227,000,000 and a share capital of
$5,000,000 class A preferred shares, $16,000,000 class B preferred shares,
and $29,000,000 ordinary shares of which the Rock Island Company hag
acquired $28,940,000. The latter gave $60 of 5 per cent Collateral Trust
Bonds belonging to Chicago, Rock Island and Pacific Railroad Company
and $60 of its own shares for every $100 of shares of the former. Both
large companies now have, in turn, their own subsidiary companies.

The purpose of this ingenious financing is evident. The control of the
whole immense railway system rests with the owners of the preferred shares
of the Rock Island Company which alone carry voting rights. At the time
of its formation in 1902 the shares stood at between 40 and 70. The foun-
ders needed at most $15,000,000 to obtain the $27,000,000 of preferred
shares which were necessary to control the entire railway system.

15 E. Loeb, ‘Das Institut des Aufsichtsrates, etc.’ in Jahrbuch fur

Nationalékonomie und Statistik, Third series, vol. 23, 1902 estimates the
income from directorships for the year 1900 at about 60 million marks. In a
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very thorough investigation of boards of directors of German corporations in
the same periodical (Third series, vol. 32, 1906, pp. 92 et seq.) Franz
Eulenberg estimates the sum at 70 million marks for 1906. Every corpo-
ration distributes on average 6/10 per cent of its nominal capital as bo-
nuses, and each director receives on average 1/10 per cent. In Lhe large

_corporations the absclute amount is naturally greater — about 6,000 to

16

17

18

8,000 marks, or more. Thus the Dresdner Bank distributed 21,000 marks;
Felton und Guillaume 34,000 marks; Diirkopp 10,000 marks; Deutsche
Bank 32,000 marks; Hérder Bergwerke, 15,000 marks; Gelsenkirchen
87,000 marks; Bayerische Hypothekenbank, 13,000 marks, in bonuses,

A personal union is the starting point or culminalion of combinations
among companics which, for external reasons, must remain organizationally
and institutionally separate, but can attain their full effectiveness only by
combining their forces in a single top management. The personal union
between Austria and Hungary is all that remains of their former ties, and is
perhaps only significant today in so far as it may serve as the point of
departure for another kind of union. The combination of the political and
economic organizations of the working class through a unified leadership at
the top reinforces the strength of both types of organization. The same
kind of fusion of ecenomic with political organization is to be found
among German landowners in the Bund der Landwirte, and is particularly
developed in the organizations of Prussian Poland.

This is why large bank loans to an individually owned enterprise ofien
presage its conversion into a joint-stock company.

The large banks seek ‘to develop a network of connections with industrial
enterprises in different areas and fields of industry, and to remove such
inequalities in geographical and industrial representation as arise from
peculiarities in the development of particular institutions. Along with this,
they also try to base their relations with industry on sustained and per-
manent business dealings, to make them effective, and to extend and deepen
them, through a systematic policy of placing their representatives on boards
of directors,” Q. Jeidels, Die Verhiltnisse der deutschen Grossbanken zur
Industrie, p. 180. According to the table given by Jeidels the banks had the
following representation in corporations in 1903:

Schaalff-
hausen- Berliner
Deut- Diskonto- Darm- Dres-  scher Handels
sche  pgesell- stddter dner Bankve- gesell-
Bank schaft Bank Bank rein schaft  Total
Managing
directors 101 31 51 53 68 40 344
Board
members 120 61 50 80 62 34 407
21 92 101 133 130 74 751

Thus the six large Berlin banks alone controlled a total of 751 positions
on boards of directors.

According to the latest directory of managing directors and board mem-
bers (1909) there are 12,000 such positions in Germany, but 2,918 of them
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are held by only 179 persons. The record is held by Mr Karl Firstenberg of
the Berliner Handelsgesellschalt who has 44 positions, while Mr Eugen
Gutmanno of the Dresdner Bank has 35. Of the various occupations repre-
sented on these boards of directors, the banking profession has the leading
place, and it is among bankers, therefore, that there is the greatest accumu-
lation of positions by individuals, (For details, see Eulenberg, op. cit.)
Naturaily, the same situation exists in the United States. In 1906 the firm
of J.P. Morgan & Company was represented on the boards of directors of
five banks, fifty railways, three shipping lines, eight trust companies, eight
insurance companies, and [orty industrial enterprises. (See Steinitzer, op.
cit.,, p. 158.)
Conversely, the board of directors does not play in any way the role which
is prescribed for it by a legal fiction. Thus, the chairman told the general
meeting of the Elektrische Licht- und Kraftanlagen Aktiengesellschaft in
Berlin frankly: ‘The notion that any board of directors, or any member of
a board can do what the law prescribes is mistaken. The legislators did not
know what they were doing when they passed such a law. Imagine a mem-
ber or an entire board of directors trying to follow in detail, even for a
single day, the activities of all the branches of one of our big corporations.
While the man is inquiring into the affairs of one branch, ten big mistakes
can be made elsewhere. A board of directors can only issue general direc-
tives for running a corporation. It can ensure that the management does
not violate any laws or regulations, but the details of auditing are matters
with which only auditors are competent to deal’ (Berliner Tageblatt, 28
November 1908).
In speaking of *social capital’, in this context, I mean that the private en-
trepreneur is limited by the size of the individual capital, whereas the cor-
poration is limited only by the size of the whole stock of free money capital
seeking new investment which is available in capitalist society,
‘The stock company is the keenest and surest and hence the [avourite wea-
pon which the capitalist system can use in its struggle for concentration. In
itself, the stock company represents a form of concentration, viz, the union
of small and scattered units of property, in most cases too small to be fitted
for productive uses, into a single mass of capital suited and intended for
industrial or productive purposes under a singie management. The facility
with which the shares can be marketed or transmitted by inheritance, the
probability of a longer term of existence for the corporation, owing to the
far greater degree to which it is independent of the personality of the en-
trepreneur as compared with other forms of business organization, and
finally the absence (at least in theory) of any limitations on the amount of
dividends that may be expected on the combined capital — all these elemenis
give the corporation a great power to attract available capital. More than
any other form of business organization, the stock company has the means
of satisfying its need for credit and for expansion by capital increases. The
ease with which additional capital can be secured paturally stimulates the
tendency toward capital increases. This tendency grows at a constantly
increasing rate by reason of what may be regarded as an economic law in
the realm of industry, trade and banking alike, according to which a two-
fold increase of capital means more than a twofold increase of production
and sales. [But this does not necessarily mean the doubling of
profits ~ R.H.] For this reason the tendency towards capital increases is
enhanced by this very growth of capital, and thereby is far more important
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under larger capitals than under the smailer.” Jacob Riesser, Zur
Entwicklungsgeschichte der deutschen Grossbanlcen‘, pp. 151-2.

[This passage was incorporated by Riesser in his later .book on German
banking, Die deutschen Grossbanken und ihre Konzentration, and was trans-
lated by M. Jacobson for the National Monetary Commission under the
title, The German Great Banks and Their Concentration (Senate Document
593, 61st Congress, 2nd Session, Washington, 1911). Following the in-
dications given by Watnick, I have used this translation, on pp. 605-6 of
the Senate Document, in the above note. Ed.) )
‘The Commission of 1886 heard a very large number of complaints against
the competition of corporations. Many witnesses argued that the main
reason for low commodity prices was that corporations had grown en-
ormously in many lines of industry and that they continued in business
even when they failed to earn a profit. The motive of the people who ran
these enterprises was to continue production regardless of whether or not a
profit was being earned.” M. Tugan-Baranowsky, Studien zur Theorie und
Geschichte der Handelsksisen in England p. 162
Capital, vol. I, pp. 685-6.

On the distinction between these two concepts see Capital, vol. 1, pp. 681 et
seq. _
Tlge tendency for bank capital to increase may be accentuated by lcgis[apve
intervention. Thus, the provision of the German Companies Law requiring
that when a privately owned enterprise is converted into a corporation, the
shares cannot be released on the stock exchange until one year later, I_nakes
it impossible to mobilize bank capital during one whole year, so that it
remains in the form of industrial capital for that year and cannot revert to
the form of money. Consequently, promotional activities, especiaily the
promotion of large enterprises, were monopolized by the very .large panks
which had a large capital of their own, and this, in turn, also intensified the
tendency to concentration in the banking system. The promoter’s profit also
accrued, of course, to the same large banks.

E.S. Mead, Trust Finance, p. 243,

]

Chapter 8 The stock exchange

See the informative work by W. Prion, Das deutsche Wechseldiskontgeschaft.

Nota bene: I am not referring here to so-called ‘bucket_sho_p' transactions,
where no securities are actually delivered, and speculation is goncluded by
payment of the difference in share quotations. In the economic sense, every
speculative gain is a marginal profit. In this respect the technique of stock
exchange transactions is just as immaterial as is the circumstance that
capitalists — and also some economisis — rega;‘d all capitalist profit as mari-?l
ginal, regardless of whether it is a matter of industrial or commercial profit,
rent, interest, or speculative gains. ) ' _
This is not all. They must also make the valuations at th same time and in
the same degree. A speculative profit is still p_ossible, for instance, if one
speculator purchases a security at a higher price at a la_ter time than an-
other has been selling at, or if one speculator pays a higher price than an-
other, who is already selling at this price, has paid.

To cite one striking example of this: ‘A report circulated recently t.hat
Phoenix had received a very large order [or steel tubes from America; a

8
9
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value of several million marks was mentioned. The stock exchange, without
any misgivings, gave full credence to the report and drove up the price of
our domestic steel securities, especially those of Phoenix. Yet it was known,
of course, that conditions in America had not improved significantly over
the last few months . ... But in the country, in the industrial districts, and
especially among the directors of Phoenix, there must have been a good
deal of secret laughter at the sensational report which evoked so much
optimism on the Berlin stock exchange. It subsequently turned out that the
order, for several millions, and for an American account, was attributed to
an enterprise which does not even produce steel tubes, and does not have a
quota for tubes as a member of the German Steel Combine. In short, it was
a bare-faced swindle.’ Berliner Tageblatt, 15 July 1909,

When, therefore Mr Arnold (Deutsche Borsenenquete, Part I, p. 444)
talks of speculative intelligence, he is really speculating on the lack of in-
telligence of his audience. In any case, he has to concede the accidental and
irrational character of speculation for the bulk of small investors and the
general public.

On the concept of ‘productive labour’ in the narrower sense, see Karl
Marx, Theories of Surplus Value, vol. 1, chapter IV.

In the terminology of J. Kamer (Karl Renner) there is a change in the
function of a legal institution without a simuitaneous change in the legal
norm. See Marx-Studien, vol. 1, p. 81. [See Karl Renner, The Institutions of
Private Law and their Social Functions, pp. 74-7-Ed]

Perhaps the most important recent example is the take-over of the
Tennessee Steel & Coal Company by the Steel Trust during the panic in the
autumn of 1907. The Tennessee Steel & Coal Company was an important
competitor of the Steel Trust. An indignant correspondent writes in the
Berliner Tageblatt (17 November 1907): ‘Well informed sources have now
confirmed that the two representatives of J. Pierpont Morgan who have
been in Washington for several days, E. H, Gary (of the Steel Trust) and
H. C. Frick, presented the following ultimatum to President Roosevelt:
either quietly countenance the absorption of the Tennessee Steel & Coal
Company by the Morgan Trust, and promise that the government will take
no preventive action on the basis of the existing anti-trust legislation, or be
prepared for the worst panic in the history of the country and the suspen-
sion of all bank payments.

This threat to the president at the most turbulent and dangerous point of
the economic crsis naturally bore fruit, Bowing to necessity, the president
had to abdicate his power to the stock exchange. He was brutally com-
pelled to foreswear temporarily his highest duty as the first officer of the
government, and to disregard the existing laws. The executive power was
rendered powerless, and the worthy Morgan, in return for “saving” the
Trust Company of America and the Lincoln Trust Company, secured a
monopoly of the country’s iron and steel for his Steel Trust. A few days
later, in the course of his rescue activities, he succeeded in another coup, by
taking over the C. W. Morse Coastwise Steamship Co.

This indicates the present state of affairs in the republic of the United
States of America, founded by selfless patriots like Georpge Washington,
Benjamin, Jefferson, and other outstanding men.’

Capital, vol. T1I, p. 496.

Stenographischer Bericht der deutschen Birsenengquete (Verbatim Report of
the German Stock Exchange Inquiry) 1893, vol. L., p. 190.
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10 Thus, for example, London *has had a Stock Exchange Clearing since 1874,
through which all transactions involving the leading securities are, so far as
possible, settled; so that cheques need only be drawn for the balance. The
result has been that only about 10 per cent of the transactions on the ca-
pital market are paid by cheque while 90 per cent of the reciprocal claims
are settled by simple balancing.” E. Jaffé, Das englische Bankwesen, p. 95.
Similar institutions also exist in other stock exchange centres.

11 “The various forms of stock exchange procedure are not only important for
ascertaining prices. The conditions for taking part in and concluding stock
exchange operations are more than legal and technical aids in such transac-
tions; they are themselves factors in price-formation whose importance
should not be underestimated, even though, in the final analysis, supply and
demand are the deciding factors. Whether it is securities or commodities
that are dealt in, whether the transactions take place in cash or in futures,
whether in long-term or short-term futures, whatever units the deals are
concluded in, whatever the commodity traded, whatever the stock exchange
group involved (kerb trader or member); all these as well as other formal
considerations are important factors, not only in ascertaining prices cor-
rectly, but also in forming them. Every change in these conditions has an
influence on the course which prices will take over time in an organized
market.' M. Landesberger, ‘Die Reform der landwirtschaftlichen Borsen in
Deutschland’, Zeitschrift fur Volkswohlfahri, Sozialpolitik und Verwaltung,
vol. X1, 1902, p. 36.

12 Deutsche Borsenenguete, vol. T, report of the Commission, pp. 75 er seq.

13 This can alsc oceur for other reasons. ‘On the continent, it is not unusual
for the banks to pursue a contango policy of their own. It happens, for
example, that banks preparing a large issue of shares, reduce the contango
rate in order to provoke a “bullish” mood; they can make good the losses
sustained in this way by their profit on the shares issued.” E. von
Philippovich, Grundriss der politischen Okonomie, vol. II, part I, p. 181.

14 See the Deutsche Borsenenguete, vol. II1, p. 1930, where one expert witness,
K &nig, maintains that futures operations are undesirable for industry, and
justifies his opinion as follows: *All thesg securities involved in the futures
trade float about on the stock exchange, for the most part in the hands of
people who have no permanent interest in them. They are only interesied in
the shares, not in the businesses as such, and their sole interest lies in driv-
ing the share prices up or down. Given the procedures which exist in the
futures trade, it is extraordinarily easy for almost anyone to acquire in-
fluence in an enterprise through contango operations which enable him Lo
obtain a large number of shares at the end of a month when there isa
general meeting of stockholders. He suddenly appears as the owner of a few
million shares, which do not really belong to him, in front of the regular
shareholders, who suspect nothing, but are taken by surprise and sold all
sarts of beautiful schemes which they never imagined.’

15 See the testimony of Meier (Bérsenenquete, vol. IIT, p. 1608) who attributes
the powerful development of the futures business in England to the fact
that there has always been a considerable volume of floating capital avail-
able for contango operations.

16 Bérsenenquete, vol. 1, p. 347. Testimony of Amhold.

17 See, for example, the [ollowing statement of a ‘prominent member of the
Berlin banking community’, as reported by the Berliner Tageblatt of 25

February 1908. ‘Do not forget that only a comparatively small proportion
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of all turnovers are actually concluded at the official cash price -
centration in German banking is responsible for the fact tllxjar. asiaI:: ;;33
of purchase and sale orders are cancelled out in the offices of the large
banks. Only dealings in the top securities are settled on the Berlin
exchange.’

In Austria there is a similar development. At the general meeting of the
Vienna Giro- und Kassenverein, one shareholder complained: ‘Owing to
the fact that tlhe commercial life of the Monarchy is being increasingly
co_ncent.ratcd in the hands of the banks, with the result that all the weaker
private huuseg are bound to disappear, dealings on the stock exchange do
not even require, in a great many cases, the services of brokerage offices
E_v_cry bapk is a clearing house without any expenses or officials. The sec;u-
;-:ltl:;e b:::}l;ess prospers in the banks, while there is an associated reduction

erage servi iro- in’ 1

oy Febrsary rlv9885§.0f the Giro- und Kassenverein’ Neue Freie

18 Berliner Jahrbuch fur Handel und Industrie, 1905

19 Frankfurter Zeitung, 21 June 1907. T

20 Thus the Frankfurter Zeitung of 28 January, 1906, writes: “There is hardly
any such thing as a monthly settlement today. True, renewal rates are pub-
:lllshed, but most of the postponements are arranged in the big banks which
'dso have the right to set thcu' own rates. It is quite impossible to form any
ir eea of ﬂllf volume_ of Aoating commitments because, as was said, only a
exg} as::;.. proportion of the dealings are finally settled on the stock

To some extent stock exchanges abroad are in a different positi
particular, the New York stock exchange plays a much morg?mpgftail: role
thi‘iu _do Europeqn exchanges in the transfer of property, that is expro-
priation. The unique system of fiscal regulation complements the techniques
of t'he stqck ex'change. The New York stock exchange only allows cash
business in which differences must be settled daily, When there are strong
market movements, and especially when they are all in the same direction
a strong demand for money arises. If the money market is tight, the .

American bank note legislation, with its lack of flexibility, is calculated to
Produoe exorbitant interest rates which small speculators :.:an.uot ay. This
is the moment for the large suppliers of money to ‘throw them oml:t zf

speculation’ and to acquire their securities ch occasi
tion ea
forced liquidations. dlas son of

Chapter & The commodity exchange

I Mr Russel of the Diskontogesellschaft offers the following definition: ‘The
essence ot: l:ue.rcgntlle speculation consists in anticipating changes in f)usi-
ness conditions in order to take advantage of them when they occur,
thfough futures trading’ (Borsenenguete, vol. 1 p. 417) ’

2 Bbrsenenquete, vol. 11, p. 2072, T

3 The use of such artificial methods has been the source of many abuses and
gilfﬁculues, wh_u‘:h disappear when there exists a real and easily verifiable
interchangeability, as for example in the case of spirits (alcoholic content)

. ?Triﬁw sorn_cle;nent, sirugar (degree of polarization).
s special form of the futures trade is not only designed to facili
actual trading but also serves, in the final analys]ics, to i?ve the I::;lilttaal;:t or
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speculator who possesses capital which is available for the time being, the
opportunity to invest it temporarily or for a longer term, in a given branch of
trade, even if he is completely ignorant of the commodity concerned or of
the procedures,of that trade. This capitalist . . . differs from the grain mer-
chant mainly in the motive for his activity.” The latter wants to deal in
grain, the former to make a profit out of price fluctuations. The capitalist
here assumes the risk. (See Fuchs, ‘Der Warenterminhandel', in Schmollers
Jahrbuch fur Gesetzgebung, 1, 1891, p. 71.) It should be added that the
profit motive is common to all capitahst activities; only the means by which
profit is acquired differs.
Thus Olffermann reports that in 1892, 2,000 bales of wool were actually
sold on the Le Havre Wool Exchange, whereas 16,300 bales were sold on
the futures markets. Similarly, futures trading in cotton was ten times
greater than the actual trade, The harvest yielded 8 to 9 million bales, but
some 100,000,000 bales were turned over on the futures market (Deutsche
Borsenquete, vol. III, p. 3368).
Nevertheless, the power of insiders in commodity futures trading should
not be exaggerated: ‘If it were possible to foresee the future state of the
market, or the appropriate prices, by reading market reports, that would be
a splendid thing. From long experience I can only say; intuilion is every-
thing. It is admirable to be well-informed, but that is just a catchword, it
doesn't lead anywhere, and merchants frequently make mistakes. ... The
merchant is as ignorant of these things as the farmer, and if he studies all
the reports, he becomes more confused than ever, and things usually turn
out differently’, the dealer Domme [rankly admits (Deutsche Borsenenquete,
vol. I, p. 2858). ’
The protective tariff does not equalize the price, but simply raises the
German price above the world price by an amount which brings the grain
producer a profit even when the price on the world market is low.
Mr Kampf, chairman of the Berlin Chamber of Commerce, has this to say
about participation in the futures trade generally: *“When the waves are high
everyone takes part, but when they are not very high, it is only the weal-
thier people who do business of this kind; (Dentsche Birsenenquete, vol. I11,
p. 2459).
There is a delightful dialogue between Mr von Gamp and Mr Horwilz
concerning the pain that a businessman is morally obliged to feel at the
thought of the losses suffered by small speculators. But that is not in the
nature of the businessman. Either do away with him altogether, or let him
retain his proper nature {Deutsche Borsenenguete, vol. III, p. 2459). For the
ethical school of political economy the exchange has above all the function
of a moral public lavatory. Its other functions remain concealed from them.
See Deutsche Birsenenguete, Report of the Commission, p. 0.
‘The small non-professional dealers have withdrawn from the coflee trade,
which is now dominated by large syndicates’ (Deutsche Borsenenquete, p.
2065). The expert, van Giilpen, explains this as follows: ‘Much can be
achieved with large capital resources if they are directed to trade in single
articles.’
The big London grain firms oppose the introduction of futures trading
because it would democratize the trade and they would lose their dominant

position (ibid., p. 3542).

12 H. Ruesch, “Der Berliner Getreidehandel unter dem deutschen
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Bérsengesetz’, in Conrads Juhrbuch fir Nationalokonomie und Statist;
I ; i 1at
Third Series, XXXII1, 1, 1907, p. 53. R

13 ibid., p. 87. Cf. also Landesberger’s prediction of this development ;

‘Slgr_uﬁcanlly, the very lgrgest grain merchants do not participate in futores

trading, but arrange their own insurance. The abolition of futures trading is

thus boum:l_ to result in a concentration of the grain trade in the hands of

the ﬁrms with the largest capital resources, with the same necessity as the

prohibition of fptm-es trading in certain types of securities delivered this

‘t:)ix;anch;;f securities trading into the hands of the large German banks.' op.
LD 48,

14 Deutsche Bérsenenquete, vol. I1I, PP. 3373 er seq. Testi
IS Berliner Tageblatt, 19 October 1907 g Hibmanynt Sl
16 Kontradikiorische Verhandlungen der deutschen Kartellenquere uber die

Verbande in der deutschen Spiritusindustrie. Testimony of th i

. ] e mana
director of the central office for regulating the sale oiy alcohol -
Bourzutschky. '

17 Landesberger is quite right when he says: ‘Some important economic facts

explain the farmers’ opposition to the futures trade. Agriculture

any qtper branch of production, depends upon seasonfl and geégl:;o}::igf ’
condn}mns of production. Hence its costs of production are less variable
than in other sectors of the economy. This is also connected with the fact
that capital is immobilized in agriculture, with the considerable mortgage
burden on land, and with the difficulty, arising from natural conditions, of
employing so extensively or successfully such important defensive mcas:lres
as are used by otl?ar branches of production (specialization of production
lemporary expansion or contraction of output) in order to counter the
effects of a depression. In no other branch of production does the imper-
sonal movement of the business cycle averride to the same extent personal
factors, namel‘y, costs of production. For many decades now Central
E_u_ropean agriculture has encountered extremely adverse business con-
ditions . . . , Th_e business cycle, however, is expressed in the futures trade.
Comme;ce, w_'h_lch cannot avoid business fluctuations at both poles of its
economic gctmty, in procurement and in distribution, is obliged to respond
l?y dgvelopmg a specific new function. The organ which performs this func-
tion is the futures trade, and its task is to depict as clearly as possible
world market conditions, rendering them intelligible from an economic
point c_:f' view. Purged of all errors and abuses, it would be a perfect mirror
of business conditions. But in that kind of mirror agricultural producers
would se¢ mainly unfavourable market conditions; which explains the na-
tural desire to smash the mirror.’ Landesberger, op. cit., pp. 44 et seq.

ILis v:rel.l known that when any country prohibits trading in futures, the
ban is circumvented by the merchants with large capital resources ap:i by
speculators, who resort to futures trading in another country, Thus the
cotton ;nanufgcturer, Dr Kuffler, tells us: ‘In Bremen, where almost all the
collon importing business for central Europe is done, there is no trading in
futures, yet each and every deal is based upon futures, that is, in Liverpool
or New _Yorlg.' (See the conference report of the Association :Jf Austrian
Economists, in Zeitschrift fir Volkswirtschaft, Sozialpolitik und Verwaltung
vol. X1, p. 83.) Similarly, the ban on futures trading in grain in Austria ha;
only led to the transfer of speculation to Budapest.

18 The expert, Mr Simon, is therefore quite right in saying: ‘The desire for
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533, and the money dealers 135, [Following the indications given by Watnick
)| !1_ave corrected an arithmetical error contained in the original text ~ Ed.]

5 It is therefore a childish fantasy to expect that an increase in the capital
belongmg to a bank of issue, for example, the Deutsche Reichsbank, will
necessarily result in a reduction of the interest rate.

6 T_he _bankmg system is ‘indeed the form of a universal book-keeping and of a
dlstrlpution of products on a social scale, but only the form . . . . It places at
the disposal of industrial and commercial capitalists all the available or even
potential capital of society, so far as it has not been actively invested, so that
neither the lender nor the user of such capital is its real owner or producer.
This does away with the private character of capital, and impties in itself, to
that extent, the abolition of capital . . .

‘Finally, there can be no doubt that the credit system will serve as a
powerful lever during the transition from the capitalist mode of production
to prodpcnon by means of associated labour; but only as one element in
connection with other organic revolutions of the mode of production itseif.
On the other hand, the illusions concerning the miraculous power of the
credit and banking system, as nursed by some socialists, arise from a com-
plete lack of familiarity with the capitalist mode of production, and the
credit system as one of its forms. As soon as the means of production have
CB!}SCd to be converted into capital (which includes also the abolition of
private property in land) credit as such has no longer any meaning. ... But
so long as the capitalist mode of production lasts, interest-bearing capital, as
one of its forms, also continues and constitutes actually the basis of the
credit system.’ Capital, vol. III, pp. 712~3.

marginal gain is the real basis of every business enterprise.” On the other
hand, when the president of the Reichsbank, Koch, retorts that mercantile
transactions differ from marginal transactions in that Lheir object is to
transfer a commodity from one hand to another, the rejoinder is altogether
beside the point, and even Simon does not understand it. The only differ-
ence between these two types of transaction is that, in the one case, the
profit is constituted by the average profit, while in the other, it is a mar-
ginal gain in the absolute sense of the term (Deutsche Bérsenenguete, vol. 1L,
p. 1584).

Bourgeois economics always confuses the social functions of economic
actions with the motives of the actors, and ascribes the performance of
these functions to the actors’ motives even though they are, naturally,
unconscious of them. Hence it Ffails to see the specific problem of econ-
omics: namely, to reveal the functional interdependence of economic
actions which makes social life possible as the outcome of quite different
motives, and then to understand the motivation of the capitalist agents of
production in terms of these necessary functions themselves.

19 Deutsche Bbrsenenquete, vol. 11, p. 2079.

20 Deutsche Birsenenquete, vol. 11, p. 2135, In the [ollowing pages, similar
examples are given for grain and alcohol; in the latter case rectified alcohol
cannot be supplied in place of crude alcohol.

21 ‘Like primitive production and manufacturing industry, commerce and
speculation are particular kinds of production. Commerce is that kind of
production which has the task of overcoming local scarcity of any of
nature’s economic goods. Speculation, on the other hand, has the same task
with regard to the scarcity of goods in time. From the economic standpoint
of private industry, commerce makes use of geographical price differences,
speculation of temporal price differences.

*Stock exchange opinion influences prices on the basis of all kinds of
reports which stream into the exchange, some true, others false, sore re-
garding what has already happened, others concerned with what will hap-
pen. The latter are discounted by stock exchange opinion in advance, ac-
cording to their importance. If it takes advantage of low prices Lo build up
stocks for the future, and high prices to make possible disposal over present
and future stocks, it is operating productively, otherwise not." R.
Ehrenberg, ‘Borsenwesen’, in Handwbrterbuch der Staatswissenschaften, 2nd
edn.

22 Deutsche Borsenenguete, vol. IL, pp. 3523 et seq.

Chapter 11 Surmounting the obstacles to the equalization of rates of profit

1 Hobbes con.ceiv_es this striving in universal terms: “The general inclination
of all mankind is a perpetual and restless desire of power after power, that
ceaseth onh( in death. And the cause of this is not always that a man hopes
for a more intensive delight than he has already attained to; or that he
cannot be content with a moderate power; but because he cannot assure
the power and the means Lo live well which he hath at present without the
acquisition of more." Leviathan, ch. XI, para 2.

That great portrayer of personified social types, Zola, has shown us, in
Gunderman, the quintessence of the capitalist principle: profit for the sake
of profit. Gunderman’s entire consumption needs have been reduced to
m}[k, but he continues to profiteer unremittingly. Hence his triumph - the
‘t.rxumph of the capitalist principle - over Saccard, whose passion for profit
is clouded by elements alien to capital, such as the lust for power, cultural
prcoccupati_ons, and the desire for luxury. In Gunderman the most senseless
type of capitalist, the moneylender and stock exchange speculator, is ad-
mirably portrayed; much better than in Ibsen's John Gabriel Borkman
w.fh‘erc social need is violated by capitalism. For Borkman bases his acti-
vities on §ocial needs, rather than on an interest in profit; that is, on a
motive a!_xen to the capitalist. The tragic theme of capitalist drama is always
this conflict between social interests and profit, which may account for their
lack of realism. The personal suffering of the miser may, in some circum-
stances, convey a tragic impression, but the real capitalist is not a dramatic
figure, only an episodic type in a novel.

Chapter 10 Bank capital and bank profit

| For further details, see Capital, vol. III, part [V: ‘Conversion of commodity
capital and money capital into commercial and financial capital’.

2 Capital, vol. 111, pp. 371-2.

3 ibid., pp. 379 - 80.

4 The following schematic calculation will serve as an illustration. Let us
assume that the production capital is 1,000 and produces a profit of 200. The
commercial capital amounts to 400 (a somewhat exaggerated proportion)
and the money-handling capital to 100. The profit must be distributed over a
total capital of 1,500, so that the average rate of profit is 13§ per cent. The
industrialists will therefore receive 1335 from the total of 200, the merchants
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From the motives of active economic subjects, which themselves are de-
termined by the nature of economic relationships, nothing more can be
inferred than the tendency to equalize economic conditions: equal prices for
equivalent commodities, equal profit for equal capital, equal wages and an
equal rate of exploitation for equal work. But one can never get to the
quantitative relationships themselves in this manner, by starting out from
subjective motives. In order to discover the quantitative characteristics of the
individual parts one must first know the size of the aggregate social product,
in the distribution of which these equalizing tendencies take effect. Determi-

nate quantitative conclusions can never be derived from psychological factors.

The extent to which the participation of living labour has been reduced in
modern rolling mills is illustrated by the following example: ‘Lifting gear
alone reduced the size of crews employed in rail rolling from 15-17 to 4-5
men. In America, the wage per ton (in cents) fell as follows:

For rail rollers, from 15 in 1880 to less than I in 1901;
For wire rollers, from 212 in 1880 to less than 12 in 1901;
For wire billet smelters, from 80 in 1880 to less than 5 in 1901,

Hans Gideon Heymann, Die gemischien Werke im deutschen
Grosseisengewerbe, p. 23. /

Heymann, op. cit., pp. 13 et seq.

K. Rehe, Die deutsche Schuhgrossindustrie, p. 54.

Heymann, op. cit., p. 26.

The tendency towards the equalization of the rate of profit is important for
understanding the movement of capitalist production and the mode of
operation of the law of value as a law of movement. The law of value does
not control directly each individual act of exchange but only the totality of
exchanges, of which the individual exchange act is simply a part con-
ditioned by the whole. From another aspect individual inequality of profits
is important for the distribution of the total profit, for accumulation and
concentration, and finally for the development of combinations, mergers,
cartels and trusts.

There can be no doubt that the different course of development taken by
the banking sysiem in England, which gives the banks far less influence over
industry, is one cause of the greater difficulty of cartelization in England,
and of the fact that when cartels have been formed, they have in most cases
involved loose price agreements which achieve extraordinarily high prices
during periods of prosperity and then collapse in a depression. (For
numerous examples of such collapse see Henry W. Macrosty, The Trust
Movement in British Industry, pp. 63 et seq.) Improvements in the organi-
zation of English industry, particularly the growth of combinations in
recent years, are due to American and German competition, English
industry has been retarded by its monopoly on the world market; the best
proof that competition is necessary in the capitalist system.

The development of English banking also shows another characteristic.
In Germany and the United States the common interests of industry are
mainly represented by bank directors, through personal connections,
whereas in England this is less important, because there the personal
relations are established among directors of industrial corporations.

Thus in mid June 1907 the entire output of the German and English spin-
ning mills for the first quarter of 1908 had already been sold many times
over. German coal consumers had placed firm orders with the coal syn-
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dicate in January 1907 for deliveries until March 1908, that is, 15 months
ahead (Frankfurter Zeitung, 16 July 1907).

Capital, vol. 111, pp. 228-9. The foliowing passage cited by Marx is also
quite & propos: ‘If each man of a class could never have more than a given
share or aliquot part of the gains or possessions of the whole, he would
readily combine to raise the gains (he does it as soon as the proportion of
demand to supply permits it); this is monopoly. But where each man thinks
he may in any way increase the absolute amount of his own share, though
by a process which lessens the whole amount, he will often do it; this is
competition.’ (An Inquiry into those Principles respeciing the Nature of
Demand, ete., London, 1811, p. 105, Anonymous.) In times of prosperity
the ‘given share’ is fixed, and equals the entire product which a single en-
trepreneur can produce, but during a depression he must fight for his
market.

‘Experience has shown that even il cartels can be described as “children of
necessity”, and although in most cases the efforts to unite members of a
trade find the most fertile soil in times of declining economic activity or
crisis, nevertheless it is easiest to form cartels when business is good, and in
a period of prosperity, for the prospect of maintaining favourable prices,
linked with strong demand, provides the most powerful incentive to the
unification of common interests. On the other hand, the attempt to obtain
orders at all costs, even at the lowest price, and to take them away from
competitors impedes any concerted action.’ (Dr Volcker, in his paper on the
Association of German Newsprint Producers, in Kontradiktorische
Verhandlungen uber deutsche Kartelle.) On the history of cartels, see also
Heinrich Cunow, ‘Die Kartelle in Theorie und Praxis,” Die Neue Zeit,
XX11, 2, p. 210.

Thus Levy observes, after citing the fact that despite the fluctuations of the
world market price and the prices of raw materials, the price of steel rails
in the United States remained unchanged at $28 from May 1901 to the
summer of 1905: ‘It appears that this organization, the pool, has always
lost its power during bad times only to regain it during good times."

‘Thus, as soon as prices fell in 1892, the rails pool broke up, as a result
of conflicts between its principal constituents, the Camegie Steel Co. and
the Illinois Steel Co, Similarly, the second pool broke up in 1897 after the
brief upswing of 1896, A general demoralization of the market followed,
which induced producers to take concerted action once again at the end of
1898, and to reconstitute the rails cartel.” Hermann Levy, Die Stahlindustrie
der Vereinigten Staaten, p. 201.

In the Ruhr, opening a new mine takes from 5 to 7 years. In the USA
installing a steel works and rolling mill requires 2 years; longer, if it is
combined with a blast furnace (Heymann, op. cit. p. 221).

The process described in the text is a phenomenon of competition, which
explains why an analysis of it did not come within the scope of the investi-
gation undertaken in Capital. Yet Marx did allude in passing to a similar
phenomenon in another context: ‘It is in the nature of things that vegetable
and animal substances which are dependent on certain laws of time for
their growth and production cannot be suddenly augmented in the same
degree as, for instance, machines and other fixed capital, or coal ore, etc.,
whose augmentation, assuming the natural requirements to be present, can
be accomplished in a very short time in an industrial country. It is therefore
possible, and under a developed system of capitalist production even inevit-
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able, that the production and augmentation of that portion of the constant
capital which consists of fixed capital, machinery, etc., should run ahead of
that portion which consists of organic raw malerials, so that the demand
for the latter grows more rapidly than their supply, and their price rises in
consequence’ (Capital, vol. III, p. 140). The discrepancy described in this
passage is due to the difference in turnover limes. In the case of organic
raw materials, the causes lie in nature; in the case of inorganic materials,
the cause is the size of the capital, particularly the fixed capital.

Levy, op. cit,, p. 31.

ibid., p. 98.

ibid., p. 121.

ibid., p. 136.

Heymann, op. cit,, p. 223. In America, it was the demand of the railroads,
which itself depended upon the size of harvests, which was the crucial fac-
tor in the fortunes of the iron industry during the initial stages of its de-
velopment. Hence the violent fluctuations and large price variations in the
course of the business cycle, and the early drive to form combinations in
the United States. CI. Levy, op. cit., p. 77.

Capital, vol. 1, pp. 381-2.

It should be noted here that an association is already monopolistic if it has
a decisive influence in determining market prices, The continued existence
of some independent firms, which always follow the lead of the combi-
nation in fixing their prices, does not alter the fact that free competition in
the theoretical economic sense no lenger exists in this branch of produc-
tion. But in order not to offend any pedantic scruples, I refer to such com-
binations as ‘'monopelistic’ rather than as fully-fledged consortia or mer-
gers. Cf. R. Liefmann, Kartelle und Truste, p. 12

ibid., p. 13.

Levy, op. cit.,, pp. 156 er seq. Levy then illustrates what he has said with the
following figures of pig-iron production. These include, to be sure, the
production of poured and puddied iron in which the corporation had an
insignificant stake, but as data illustrating the points made above they are
striking. Production of pig-iron was as foll;ows:

By the corporation By independents % share of the corporation

Year (gross tons) (gross tons) in total production
1902 7,802,812 9,805,514 44.3%
1903 7,123,053 10,693,538 399
1904 7,201,248 9,286,785 43.9%

The corporation’s output therefore declined in 1903 compared with the
previous year, while that of outsiders increased, so that its share in the total
output fell from 44.3 per cent to 39.9 per cent. But in the depression year
1904 the corporation’s production still increased somewhat, while the out-
put of the outsiders fell by the enormous amount ol 1,400,000 tons; that is,
below the 1902 level.

In passing it should be remarked how superficial are the views of those
who regard everyone outside a cartel as some kind of moral freak and
economic criminal. This is ridiculous even from the standpoint of the profit
interests of the cartel, let alone from that of society, because it is just the
competition of outsiders which can be extremely valuable for the technical
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a.u_d organizational development of the monopolistic combination, leaving
aside the interests of consumers.

23 Kontradikiorische Verhandlungen iiber deutsche Kartelle, I, 1903, Testimony

of Kirdorf, p. 80.

24 On the other hand, the possession of patents may make unification more

difficult under certain circumstances, if the extra profit achieved thereby is
large enough to make the continnance of competition advantageous, ‘Each
branch of the textile machinery trade contains but a few names. Eight large
firms in Lancashire manufacture cotton machinery, and, in addition to
monopolizing the home trade, export to the value of about £4,500,000
annually. Repeated suggestions have been made for an amalgamation of
their interests but they have always broken down. Mechanical industries
lend themselves to inventions which, when patented, produce a monopoly
for a term of years and while it lasts a patent is an argument against com-
bination. Unwillingness to sink a world-famous name, especially when it
has been gained by the exercise of individual enterprise and ingenuity, in an
impersonal amalgamation must be reckoned as a powerful deterrent’. H.
Macrosty, op. cit., p. 48.

In this case the small monopoly is the foe of the large one. Yet it is just
the desire to pool patents which may provide the incentive to form a con-
sortium. The agreements in the German chemical industry and between the
Deutsche Allgemeine Elektrizititsgesellschaft and the American
Westinghouse Co. fall into this category.

Chapter 12 Cartels and trusts

1 It is the type of cartel which Engels had in mind when he wrote: ‘The fact

that the rapidly and enormously growing productive forces grow beyond the
control of the laws of the capitalist mode of exchanging commodities, inside
of which they are supposed to move, this fact impresses itself nowadays more
and more even on the minds of the capitalists. This is shown especially by
two symptoms. First, by the new and general mania for a protective tariff,
which differs from the old protectionism, especially by the fact that now the
articles which are capable of being exported are the best protected. In the
second place, it is shown by the trusts of manufacturers of whole spheres of
produc.tion for the regulation of production and thus of prices and profits. It
goes without saying that these experiments are practicable only so long as
the economic weather is relatively favourable. The first storm must upset
them, and prove that, although production assuredly needs regulation, it is
certainly not the capitalist class which is fitted for that task. Meanwhile the
trusts have no other mission but to see to it that the little fish are swallowed
by the big fish still more rapidly than before.” Capital, vol. I1l, pp. 142-3,
footnote by Engels.

‘The cartel wants a mass product which no longer shows any appreciable
d1ﬂ'erepces of quality, form, material, etc. This can, of course, be promoted
by artificial means, as happens on the commodity exchanges, which also
presuppose a certain interchangeability of commodities and therefore estab-
lish by special prescription what standard a commodity must meet in order
to be tradded on the exchange. Cartels attain the same end either by selecting
certain standard articles upon which the low of business in a branch of
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industry mainly depends, or by setting out specifications to which all manu-
facturers must conform in producing their goods, so that differences of qua-
lity are eliminated. The international plate glass cartel, for example, pre-
scribed for its members plate glass between 10 and 15 millimetres in
thickness.

‘The Austro-Hungarian twine cartel ; on the other hand, imposed standards
for all types of twine to be produced, and obliged all its members to produce
their goods in conformity with these standards. In the same way, the Austro-
Hungarian jute cartel prescribed specific types of jute bags to be produced.’
1. Grunzel, Uber Kartelle, pp. 32 et seq.

That cartels also exert a certain measure of influence on the production and
technology of firms is shown, for example, by the following statement of
Schalterbrand, Chairman of the Board of Directors of the Deutscher
Stahlwerkverband (Association of German Steel Works): "We must examine
further how we can manage our sales in the future business of the combine
so as to derive the maximum advantage; how to introduce a division of
labour which will enable us to produce more cheaply Hy relieving each se-
parate enterprise of the necessity of producing all types of cutput’
(Kontradiktorische Verhandiungen uber deutsche Kartelle, 10, p. 236). The
Austrian machine tools cartel has also introduced a far-reaching division of
labour among its different enterprises. The profits flow into a common trea-
sury and are then distributed according to a quota system.

When, therefore, J. Grunzel (op. cit., p. 14) expresses the view that ‘cartels
differ [rom trusts in kind rather than degree, and I know of no single in-
stance in the course of three decades of vigorous cartel formation in Europe
in which one form of organization developed into the other’, he simply
mistakes the legal form of the organization for its essence. The fact that

a transition from cartel to trust is not frequent simply shows that the two
forms have the same content. Nevertheless, we should not overlook the fact
that the increasing limitation of the independence of the cartelized enterprises
brings them steadily closer to the status of the trust. The difference in form
is attributable to wholly different circumstances, above all to the develop-
ment of the banks and their connections with industry, and in part also, Lo
various forms of legislative intervention. It is well known, for instance, that
American legislation against cartels has encouraged the trust as a form of
combination.

Chapter 13 The capitalist monopolies and commerce

The following information appeared in various newspapers at the beginning
of July 1908: It has recently become known that the Swiss department store
chain of Braun in Zirich has been turned into a limited liability company
with the participation of a German consortium. It is not longer unusual for
department stores to be ‘promoted’ as public companies today, but there
are special reasons why the promotion of this Swiss firm merits general
attention. The management of the German consortium is in the hands ol
the firm of Hecht, Pfeiffer & Co. in Berlin which is considered to be one of
the most important German export firms. It has developed into a purchas-
ing agent for many department stores in various countries. The agreement
with the Braun department store of Switzerland provides that the firm of
Hecht, Pleiffer & Co. will in future take care of all its purchases and will
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also pay for these purchases. The firm maintains a far-flung purchasing
organization, and early last year it formed a consortium with M. I. Emden
& Sons of Hamburg which is so close knit that Hecht, Pfeiffer & Co. now
also makes all the domestic purchases for 200 businesses which are mem-
bers of the M. 1. Emden group. Furthermore, the firm also maintains con-
tacts v.vith a New York department store for which, according to a state-
ment in the Konfektionar, it makes purchases in Germany of some 60 mil-
lion marks annually. The economic advantages of the large department
store, not the least important of which is that they can purchase in bulk,
has led to the establishment of central purchasing agencies which have
made most of the business houses they serve financially dependent on them.
See the interesting summary account provided by Algernon Lee, ‘Die
Vertrustung des Kleinhandels in den Vereinigten Staaten’, Die Neue Zeil,
27 (2), pp. 654 et seq. To safeguard their independence, cigar merchants
had organized a trade association called the Independent Cigar Stores Co.
Asa counter move, the Tobacco Trust founded the United Cigar Stores
Cq. w_-vlth a capital of $2,000,000. ‘This company bought up many of the
existing retail establishments and, in addition, opened many new ones
which offered better goods, a wider choice and more attractive store dis-
plays, than t.heir competitors. Prices were reduced and finally a system of
rebates was introduced which assured the corporation a permanent body of
customers. The struggle did not last long. Within a year the Independent
Cigar Stores Co. was obliged to sell out to the United Cigar Stores Co., on
terms dictated by the latter. By resisting, the small merchants had only
hast?ned _their doom . . .. There is not the slightest doubt that the trust will
continue in this way, probably even more rapidly, until it has conquered
everything worth conquering in the retail trade of this braoch of industry.’
Lee then: goes on to describe the concentration in the retail trade in cof-
fee, tea, milk, ice, fuel, groceries, etc., and incisively sums up the trend
toward concentration as follows: ‘Concentration proceeds, and the class of
small independent traders loses ground, in the following diverse ways,
which all lead to the same result:
1 Some of the industrial trusts, after having attained supremacy in
production, extend their operations to retail trade, entircly eliminating
the small tradesmen, and selling their products directly to consumers.
2 Some large industrial corporations do indeed still sell their commod-
ities to the consumer through the small trader, but treat him as their
agent rather than an independent tradesman.
3 In large cities, department stores have already taken a considerable
part of the retail trade away from the small tradesman, and this process
is accelerating. Many of these stores have a capital of hundreds of thou-
sands, or even millions, of dollars, in many cases several of them belong
to a single company, and a beginning has already been made in applying
the principle of concentration on a still larger scale in this field. In this
way the department stores are brought into still claser contact with
groups involved in high finance, with the wholesale trade, and with the
industrial trusts.
4 Those large business houses which concentrate almost exclusively on
the mail order business injure the small tradesmen in rural areas just as
the chain stores do in the cities. The rapid development of the telephone
and tramways in the cities, and the expansion of free postal delivery in
the rural districts, have greatly increased the scope of this kind of busi-
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and the concentration of sales in central selling agencies. Thanks to com- 14 ibid., part II, p. 380. ) .
petition among the banks, the benefits of the cgomg.nﬂssion business in com- 15 :I'he hypocritical language of the worthy syndicate agent is truly delightful:
modities have decreased and now amount to only a modest proportion of As commercial firms we considered this lcEl_tlmatfs because our main con-
the former substantial commission fees. The decline in the gains from or- cern is to promote and protect domestic business.” Plundering the domestic
dinary banking business has given some banks which have commodity market, interfering with the finishing industries by the creation of artificial
brapches the idea of developing trading operations on their own account, shortages of coal, coke and iron, maintaining high domestic prices by
and there are many indications of new attempts to expand business in this dumping abroad - this is the patriotism of the profit motive!
direction.’ }g 'Ig?gtradﬂ?:“he Verhandlungen, 6th session, p. 444,

5 In specific cases, as a result of the different relations between industrial and 101C., p. 44. . .
com!:nercial capital in particular branches of industry, price changes may I8 ibid., p. 447. On the other hand, the same Gerstein also shows (lbtd-, p.
occur. Let us assume that in one branch, for example the machine toal 556) how strictly the large firms deal with their smaller suppliers: ‘A large
industry, productive capital equals 1000 and commercial capital 200. Given steel plant which owns mines has printed conditions for the procurement of
an average rate of profit of 20 per cent the commercial profit will be 40. n_latenaz‘for togls, in which it requires tenders from suppliers, and_con-
The total price to consumers would be 1,000 + 200 (the price at which the tinues: “Quantity: Our requirements for the calendar year 1904 without
industrialists supply their product to the merchant) plus 240 {which repro- ::]hf;??"‘l on our part to take any specific quantity. Delivery at our
duces the merchant’s capital plus profit), that is, a total of 1,440. But sup- A .
pose that in the textile industry commercial capital of 400 must be added to 19 Kontradiktorische Verhandlungen iiber den Verband deutscher
the productive capital of 1,000. The price of the product would then be Druckpapierfabriken, IV. Testimony of Reuther, pp. 110 ef seg.

1,680. Now assume that a cartel succeeded in a eliminating commercial 20 The syndicate therefore undertook to eliminate the existing wholesale trade
capital and reducing commercial expenses by half in both cases. The ma- in newsprint. After it had succeeded in eliminating a great many agents,
chine tool manufacturers would then obtain a profit of 340 on a capital of who sold other types of paper besides newsprint, there still remained a large
1,100, while the textile manufacturers would make a profit of 480 on their nun_aber of dealers who l;a.ndled only newspriat, and the syndicate th_en
capital of 1,200. The inequality of rates of profit could lead to equalization decided to refuse to sell its paper to firms which engaged in speculation,
processes which would then be reflected in price changes. But what textile and also to prevent the entry of new dealers into the field. It therefore
consumers gained the buyers of machine tools would lose. In fact, such refused in many cases Lo sell newsprint, even to paper merc'hants who were
equalization would be a very difficult and incomplete process because carte- already planning to extend their trade to newsprint at the time when the
lization would interfere with it. syndicate was being organized’ (ibid., p. 111).

The case is different if independent merchants are replaced by consumer 21 Kontradiktorische Verhandlungen, vol. 1, pp. 94 et seq. In the autumn of
co-operatives, wholesale purchasing societies, agricultural co-operatives, 1899 the German Coke Syndicate obliged its customers to place their orders
etc.; for this means that organized consumers take over the activities of the for the two years 1900-1901; and it should be noted that the syndicate
merchant capitalists and also receive the commercial profit. Equally, the used its power to raise the price, which had been fixed at 14 marks in
increased concentration would mean a saving of circulation costs. February 1899, to 17 marks for these two years. The steel mills bad to _

6 The wholesale merchant, Engel, says quite correctly: ‘The efforts of the accept these terms, under the threat that otherwise they would not receive
syndicate are intended to create a monopoly for itself and to eliminate the their supplies of coke. ; s
wholesale trade entirely. Naturally prices will not be any lower for the _This case is also interesting because it shows how little influence syn-
retailer. If the motives were not to obtain for the factory and the syndicate dicates have upon crises. The agreements were concluded in 1899, about 27
the same benefits which accrue to the wholesale merchant, the whole move- months before the crisis, Business began to decline about mid 1900, and
ment would be without purpose.’ Kontradiktorische Verhandlungen tiber den 1901 was a depression year, but the high prices for coke were maintained.
Verband deutscher Druckpapierfabriken, part IV, p. 114, Asa resplt “.‘e crisis was exceptionally severe for the processing industries.

The same is true of the coal syndicate. It ‘uses its monopoly of the hau- Kontradiktorische Verhandlungen, 3rd Session, pp. 638, 655, 664. _
lage and wholesaling business to levy a tribute on the small consumers, o Indusgnal.Comnnsslon, Preliminary Report on Trusts and Industrial
without any overt increase in coal prices, by raising transportation rates, Combinations, 56th Congress, Senate Document 476, part I, 1901, p. 223.
while ensuring that the higher prices which consumers are obliged to pay 23 ibid., p. 63. I do not care 2 cents worth for your cthics’. He adds that it is
benefit the producers rather than as hitherto the merchants’, R. Liefmann, a proper business principle to reduce prices to the point where they destroy
Kartelle und Truste, p. 98. Eoniﬁtl(t;ogzg‘)or as he puts it later, ‘trusts are not in business for their

S ea s L
—g ill(:cirg.r:ft;c.&lzc;%p:lsche Verhandungen, vol. 1, p. 236. 24 Consider the penalties threatened by the Deutsche Agrarkorrespondenz (No.

8, 1899) which is close to the Bund der Landwirte (the Farmers’ Union):
*The German distiller who refuses to join the association foregoes any claim

10 ibid., p. 230.
11 ibid., p. 229.
12 ibid,, p. 230,
13 ibid., part II, p. 455.

Lo professional recognition. These people should be shunned, and if such a
fine gentleman were later to be hit in his pocketbook, no better or more
merited punishment could be imagined.’
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25 Kontradiktorische Verhandiungen. Testimony of General Secretary

Kopke.

26 Deutsche Borsenenqueie, vol. 1, p. 464. The statement was made by Russel,

the lawyer of the Diskontogesellschaft.

27 Handworterbuch der Staatswissenschafien, pp. 181 et seq.
28 Deutsche Borsenenguete, vol. I, p. 2151, Testimony of von Giilpen. But not

only in this case: Mr V. Guaita assures us that ‘If they make life miserable
for him (the provincial banker) he is obliged to deal in fraudulent paper
more than he did previously' (ibid., p. 959).

29 Deutsche Borsenenquete, vol. 11, p. 2169.

Chapter 14 The capitalist monopolies and the banks. The transformation of capital

—

into finance capital

The American Sugar Trust was formed in 1887 by Havemeyer through the
amalgamation of fifteen small companies which reported their total capital as
being 6.5 million dollars. The share capital of the Trust was fixed at 50 mil-
lion dollars. The Trust immediately raised the price of refined sugar and
reduced the price of unrefined sugar. An investigation conducted in 1888
revealed that the Trust earned about $14 on a ton of refined sugar, which
allowed it to pay a divident of 10 per cent on the share capital, equivalent to
approximately 70 per cent on the actual capital paid in when the company
was formed. In addition, the Trust was able to pay extra dividends [rom
time to time, and L0 accumulate enormous reserves. Today the Trust has 50
million dollars of share capital, of which one half comprises preference shares
entitled to a 7 per cent cumulative dividend, the other half being ordinary
shares which at present also bring in 7 per cent (Berliner Tageblatt, 1 July
1909). There are numerous other examples in the Reports of the Industrial
Commission on Trusts and Industrial Combinations.

We are concerned here with the ‘price of capital’, which is equivalent to the
capitalized profit.

In fact “the usurer was the principal agent for the accumulation of capital
since he took a share of the rents of landowrers. But industrial and com-
mercial capital more or less joined forces with landowners against this out-
moded form of capital.” Marx, Theories of Surplus Value, vol. 1, p. 19.

Chapter 15 Price determination by the capitalist monopolies and the historical

1

tendency of finance capital

At the same time there is a change in the nature of cartel profit. It still con-
sists of unpaid labour, surplus value, but in part of the surplus value which
workers employed by other capitalists have produced.

2 I refer here, of course, only to the average organic composition of capital in

non-cartelized industries, not to Lthe composition of the total social capital.

3 An interesting form of extra profit for a cartel can be seen in the following

instance. Until the 1890s, America was almost the sole supplier of shoe ma-
chinery to German industry. The American factories which supplied these
machines to Germany organized a combination, the ‘Deutsche Vereinigie
Schuhmaschinen-Gesellschaft’ (DVSG). The machines are not sold, but are
leased out at a fixed royalty. A Factory which wants to procure a machine has

—
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to sign a contract for a term of 5 to 20 years. “The contract requires the
supplying firm to install the machine, to repair it without charge, to in-
troduce all the latest improvements and to supply spare paris at reasonable
prices. In return, the shoe manufacturer pays a flat rate rent which more or
less covers the cost of producing the machine, and in addition a periodic
sum for every 1,000 revolutions of the machine . . . . These payments amount
to 15-25 pfennigs per pair of shoes, which the manufacturer has to pay to
the DVSG, a tribute on a scale which we can only conceive when we learn
that in 1907 *three shoe factories in Erfurt employing 885 workers and
working mostly with these machines, paid 61,300 marks for their use over a
period of one year”." K. Rehe, Die deutsche Schuhgrossindustrie, p. 32. The
interesting aspect is that the use of these machines gave German manufac-
turers an extra profit because it gave them an advantage over their com-
petitors. The American trust obliges them to give up a part of this extra
profit, but not all of it, since there would then be no reason to use the ma-
chinery. The stipulation of an annual rental makes it easier for them to
acquire the machines, and increases the manufacturer’s dependence upon the
trust because he is now tied to this machine. All new imporvements in the
machinery are immediately applied, increasing the extra profit and along
with it the manufacturer’s turnover as well as the payments to the trust
which thus acquires a part of someone else’s extra profit. The main bene-
ficiary of the improved techniques was the trust. The users of the machines
benefited to a much lesser extent, and the consumers least of all.

Chapter 16 The general conditions of crises

Aside from its survival in the peasant economy, domestic production still
has a role in capitalist society wherever the product of an enterprise itself
becomes an element in reproduction (for instance, grain for sowing, coal
which is consumed in coal mines, etc.). This type of production for use
increases with the growth of combination. It is domestic production be-
cause the commodity is not intended for the market, but for use as an
element of constant capital in the same enterprise which produced it.
Nevertheless, it differs toto clo [as heaven from earth] from the domestic
production of previous social formations, directed to the satisfaction of
needs, because it serves commodity production, not consumption.

‘It is a pure tautology to say that crises are caused by the lack of effective
consumption or effective consumers. The capitalist system does oot know
any other modes of consumption but paying ones, except that of the pau-
pet or the thief. If any commodities are unsaleable, it means that no solvent
purchasers have been found for them; in other words, consumers (whether
commodities are bought in the last instance for productive or individual
consumption), But if one were to attempt to clothe this tautology with a
semblance of profounder justification by saying that the working class
receive too small a portion of their own product, and the evil would be
remedied by giving them a larger share of it, or raising their wages, we
should reply that crises are precisely always preceded by a period in which
wages rise generally and the working class actually get a larger share of the
annual product intended for consumption. From the point of view of the
advocates of healthy, “simple’ (!) common sense, such a period should ra-
ther remove a crisis. [t seems, then, that capitalist production comprises
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certain conditions which are independent of good or bad will and permit
the working class to enjoy that relative prosperity only momentarily, and at
that always as a harbinger of a coming crisis." Capizal, vol. II, pp. 475-6.
To which Engels adds this fomment: ‘Advocates of the theory of
Rodbertus are requested to take note of this.’

3 Capital, vol. 111, pp. 286-7.

4 *But the problem is to follow the further development of the potential
crisis - and a real crisis can only be explained by the actual movement of
capitalist production, competition and credit in so far as it can be derived
from the functional characteristics of capital, peculiar to capital as such,
rather than to the forms it takes in commodities and money,” Marx,
Theories of Surplus Value, chapter xvii, Section 10,

5 M. Tugan-Baranowsky deserves credit for calling attention to the signific-
ance of these investigations for the problem of crises in his Studien zur
Theorie und Geschichie der Handelskrisen in England. The curious thing is
that this needed to be pointed out at all.

6 Capital, vol. II, p. 546.

7 For further examples see Capital, vol. II, pp. 556 et seq.

8 Capital, vol. TI, pp. 576~7.

9 ibid., pp. 577 - 8.

10 ibid., p. 581.
11 ibid., pp. 581 - 2.
12 ibid., pp. 582 - 3.

Chapter 17 The causes of crises

1 Capital, vol. 11, p. 211.

2 At first sight a period of prosperity seems to be characterized by general and
uniform price rises and a period of depression by a similar (all in prices, This
is the reason why the cause of crises has been sought so long and so per-
sistently in changes in the value of money. The superstitious faith in the
quantity theory of money draws its strongest support from this view.

3 ‘Undoubtedly, the economic development of mining and the iron industry
has been much too rapid in the Lorraine-Luxembourg area. The effects of
this were particularly noticeable because Lhe new concerns came into oper-
ation at a late stage, and for a long time, during the period of peak pro-
sperity, helped to increase demand. But the new plants went into production
at the end of 1899 and in the spring of 1900, when the high point of de-
velopment had already passed, so that they merely increased the supply . . . .
When they ceased to be consumers, and now appeared on the market with
their own output, productive capacity increased enormously and overpro-
duction became inevitable.” “Die Stérungen im deutschen Wirtschaftsleben
wiihrend der Jahre 1900 IT." in Montan- und Eisenindusirie, vol. 2, p. 48,

4 Capital, vol. ITI, pp. 139-41,

5 ibid., p. 143.

Chapter 18 Credit conditions in the course of the business cycle

1 I am considering the stock exchange crisis here, of course, only as a factor in
the general commercial crisis. Stock exchange and speculative crises can also

—
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occur as isolated phenomena, and a stock exchange crisis often emerges
during the inital phase of industrial prosperity if speculators exploit the
nascent upswing prematurely. This was the case in Vienna in 1895,

Thus, during the last American monetary crisis cotton and wheat exports to
Europe were vigorously promoted in order to obtain gold in return.

This is, of course, an old experience. An anonymous ‘Continental Merchant’
said as much to the members of the famous Bullion Committee in 1810, ‘In
fact, I only know of two means to liquidate an unfavourable balance of
trade. It is either by bullion or bankruptcy.” Report of Committee on the
High Price of Bullion, reprinted in J. R, McCulloch, Scarce and Valuable
Tracts on Paper Currency and Banking, p. 422.

This refers to the time of Peel; today, the volume of notes not backed by
gold can amount to some £18,500,000.

‘The Bank of France often charges a premium when money is withdrawn,
and if there is a strong demand from abroad this may amount to 8 per cent
or even 10 per cent. Since foreign buyers only want gold, the discounter is
obliged to add this premium to the domestic discount rate. In general, one
can be sure that the gold premium will be used whenever discount rates
abroad are high, and those in Pagis significantly lower. It increases the in-
terest on a three-month 5 per cent bill by about 2 per cent a year.” Sartorius,
Das volksuirtschaftliche System . . ., p. 263.

Chapter 19 Money capital and productive capital during the depression

Not only Tugan-Baranowsky, but also Otto Bauer in his otherwise penetrat-
ing and suggestive exposition of the Marxist theory of crises (Die Neue Zeit,
XXIII, pp. 133 et seq.) succumbed to this templation arising out of certain
economic phenomena,

This was the case, for instance, in the depression period after 1890. The
entire year 1893 was marked by an unusually pleatiful supply of money and
low interest rates. The London bank rate was 2 per cent at the end of
February 1894, while the private discount rate stood at 1 per cent in mid
March. In mid January 1895 the private discount rate in London was be-
tween # and g per cent. Yet in spite of the prolonged and extreme liquidity,
the recovery began only in the second half of 1895,

Recently, as theoretical analysis has (allen into neglect, a bad habit has
spread which consists in drawing general conclusions from a small number of
observations over a period of a few years, and elevating the experience of a
partial phase of the industrial cycle, or at best the experience of a particular,
unique cycle, to the level of general ‘laws’. For that reason, others abjure all
generalizations and console themselves with the folk wisdom of qui vivra
verra. They deliberately reduce political economy to the level of a cheap
joke.

An extreme instance of this confusion is to be found in Tugan-Baranowsky’s
theory of crises. By taking account only of the formal economic categories of
capitalist production, it overlooks the natural conditions of production
which are common to all systems of production, whatever their historical
form, and thus arrives at the curious conception of a system of production
which exists only for the sake of production, while consumption is simply a
tedious irrelevance. If this is ‘madness’ there is method in it, and a Marxist
one at that, for it is just this analysis of the specific historical structure of
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capitalist production which is distinctively Marxist. It is Marxism gone mad,
but still Marxism, and this is what makes the theory so peculiar and yet so
suggestive. Without being quite aware of it, Tugan seems to sense this.
Hence his vigorous polemic against the ‘sound common sense’ of his'critics.
And not only in recent times. ‘The superficiality of political economy is
shown among other things by the fact that it regards the expansion and
contraction of credit, which is a mere symptom of the periodic changes in
the industrial cycle, as their cause.” Capital, vol. I, p. 695.

The following example shows that high interest rates do not produce a crisis.
England had an adverse balance of payments in 1864. Cotton imports from
America had fallen ofl in consequence of the Civil War, and imports of
cotton from the East Indies and Egypt increased, thus raising total imports
from these countries; for the East Indies from £15,000,000 in 1860 to
£52,000,000 in 1864, and for Egypt from £10,000,000 to nearly £20,000,000.
The bank raised its discount rate to check the outflow of bullion. During
1864 it fluctuated between 6 per cent and 9 per cent. Yet the crisis was con-
fined entirely to the money market. “The increases in commodity prices were
insignificant and in spite of the high discount rates, which were to be met
with only during periods of money shortage in the past, commerce and in-
dustry did not experience any marked disturbances . . . . Notwithstanding a
continuous cotton shortage, English trade was certainly not depressed.’
Tugan-Baranowsky, op. cit., p. 139.

Chapter 20 Changes in the character of crises. Cartels and crises

Incidentally, this is an error which Tugan-Baranowsky does not seem always
to have avoided in the conclusions which he draws from his excellent and
reliable account of the history of crises in England.

‘The crisis of 1857, and still more that of 1873, involved an unusually large
number of enterprises (in the iron industry) which did not differ greatly in
their productivity. The general collapse therefore included many firms which,
from a technological point of view, were quite viable and deserved to survive.
In the crisis of 1900 the giant enterprises of basic industry were operating
alongside many firms which would be considered antiquated today, the non-
integrated firms which had risen to the top on the wave of prosperity. The
fall in prices and the shrinkage of demand were calamitous for these non-
integrated firms, whereas the giant combines were either not affected at all,
or only for a short time. That is why the recent crisis resulted in a greater
degree of concentration than previous crises, for example the crisis of 1873
which, although it eliminated some firms, did not give the survivors a mo-
nopoly in the prevailing state of technology. Today, however, thanks to a
complex technology, elaborate organization and large capital resources, a
very high degree of monopoly is enjoyed by the giant concerns in the mo-
dern iron and electrical industries, and to a lesser extent in the machine tool
industry, as well as in some engineering, transport and other firms. If this
does not apply to some “light” industries, and the effects of crises have not
essentially changed for them, it is all the more easy to see how the recent
development of the banking system alfects the first category of industry.” O.
Jeidels, Die Verhalinisse der deutschen Grossbanken zur Indusirie, p. 108.
This condition alone is sufficient, regardless of any other fundamental causes
that might bring about the crisis. In an account of the Amsterdam stock

Note to page 290 423

exchange crash of 1773, the following description of the results of one big
failure occurs: ‘No one knew what the loss would amount to, nor how many
other firms it would ruin. The general uncertainty drove away credit, and
suddenly it was impossible to obtain cash. Some feared that their bills would
not be accepted; others were concerned that they would be unable to recover
the sums which their debtors owed them; still others tried to take advantage
of the general distress. Everyone was on the lookout for a chance to buy at
the lowest prices, but feared to pay out any cash, and circulation almost
came to a standstill.” Der Reichtum von Holland, pp. 444 et seq., ciled by
Sartorius von Waltershausen in Das volkswirtschafiliche System der
Kapitalanlage im Ausland, p. 377.

Compare with this the following description of the condition of the
German stock exchanges on the outbreak of war in 1870: ‘On 4 July 1870
the mood of the Berlin stock exchange was excellent. It began to waver in
the next few days, became very uneasy on 8 July, and on 11 July lost its
head. The panic lasted 8 to 10 days and then, with the return of confidence,
the downward trend came to an end . . . . Money had vanished from the
stock exchange as if by a magic wand. The discount of the Bank of Prussia
rose to 9 per cent and the rate for collateral loans rose to 10 per cent in
Leipzig, ¢ per cent in Lubeck and 8 per cent in Bremen, What had happened
to the money which could easily be had a few days previously for 3 per cent
and 3.5 per cent? The government could not possibly have absorbed the
money for mobilization purposes, because at that time the note issuing banks
in Germany were decentralized and much of the money was in the hands of
banks which did not issue notes, or of private bankers. Most of the money
stayed where it was, but was hoarded, and anyone who succeeded in getting
any money added it to his hoard. Thus, for example, it was reported from
Munich: “For a time, it was impossible to obtain 500 florins for the best
paper and collateral. On the other hand, even private individuals felt obliged
to create a cash reserve for themselves, whatever the sacrifice, in order to be
prepared for the worst.” In Frankfurt “the bankers had only one thought, to
get back their loans, in view of the public clamour for the return of deposits.
The rapid increase of clearing credits in the banks shows that both bankers
and the public tried to assure themselves of a large supply of cash in pre-
paration for any eventuality.”

‘The following is reported from Hanover concerning the premium on cash:
“Every banker, and above all the Hanover Bank, thought only of himself . . .
treasury certificates and the notes of the private banks in Prussia were pro-
scribed, and the solid citizen who had done any business with money bills or
Prussian bonds had to accept a loss of 5 per cent, while the peasant whose
fear made him ready to sell at any price was forced to accept a loss of 10 per
cent or even more.””’

And just as this situation shows in embryo all the typical features of the
recent American monetary crisis, so also were the remedies the same.
‘During the money shortage in the second half of July, various measures
were taken to secure relief. In Bremen, the Senate and the City Council
decided to recognize certain foreign gold coins as legal tender, but this was
of little help because this money, like the city’s own currency, was retained in
private hoards. In Stuttgart, a clearing company was founded which issued
six-month 3 per cent notes in denominations of 50 to 500 florins. Similar
bonds were issued by the Hypotheken- und Wechselbank in Munich, and in
Frankfurt leading banking houses offered the local bank of issue a collective
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guarantee. Precious metals were imported from abroad as quickly as pos-
sible. By the end of July, the banking and import houses of Bremen had
acquired considerable sums in sovereigns. Frankfurt obtained gold from
England and silver from Vienna. These measures proved to be reasonably
effective in countering the shortage of money as a means of payment, but
could not bring enough capital on to the loan market to satisfy government
requirements.” Sartorius von Waltershausen, op. cit., pp. 323 et seq.

To that extent, the foliowing comment by Marx needs to be qualified in
respect of present-day conditions: ‘Under the modern credit system, it [mer-
chant capital] disposes of a large portion of the total capital of society, so
that it can repeat its purchases even before it has definitely sold its previous
purchases . . . aside from the separation of C-M from M~-C, which follows
from the nature of the commadities, a fictitious demand is here created . . . .
Hence, we note the phenomenon that crises do not show themselves nor
break out first in the retail business, which deals with direct consumption,
but in the spheres of wholesale business and banking by which the money
capital of society is placed at the disposal of the wholesale business.” Capital,
vol. I, pp. 358-9.

It makes no difference in this respect if a trust company is interposed be-
tween the bank and the enterprise, since it remains directly dependent upon
the bank.

This is illustrated by the behaviour of the Steel Trust. It reduced its pro-
duction to a minimum in 1907-1908 in order to maintain prices. A year later
the iron market collapsed, dragging with it all the other metal markets.

Chapter 21 The reorientation of commercial policy

Since the essence of political economy is the discovery of economic laws, the
struggle against mercantilist economic policy became one of the most power-
ful driving forces in the development of economic theory. The other sti-
mulus, antedating it, and of greater fundamental importance, was the at-
tempt to solve the key problem of economic legislation at the beginm'ng_o_t'
modern capitalism, that of establishing a souid monetary system. By raising
the problem of money Petty became the founder of classical political eco-
nomy, because this question leads directly to the problem of value, and
hence to the basic law of political economy. ) _
‘Dutch supremacy in trade and seafaring reached its peak during the period
from the founding of the East India Company to the wars against Cromwell
and Charles IT {1600-75). At the end of this period, Colbert estimated the
entire merchant marine of the European states at 20,000 seagoing vessels, of
which 16,000 belonged to Holland alone, thus earning for the Dutch the t_nle
of the freight carriers of Europe. They created an enormous colonial empire
in Asia, in South and North America, and in Africa; a large insurance busi-
ness grew up; the leading stock exchange was thal in Amsterdam, which was
virtually the world market for money, and its low interest rates always stood
industry and commerce in good stead. No other nation could rival the Dutch
in herring fishing and whaling. Holland's commercial policy was the most
liberal of that period. There were no competitors whom the Dutch had any
reason to fear.’ Sartorius, Das volkswirischaftliche System, p. 369.

The amount of the pensions alone which stream into England each year
from Lndia is currently estimated at 320,000,000 marks. These are supplem-

Notes to pages 3038 425

ented by the enormous contributions for the salaries of English officials, for
the maintenance of the army, and for the conduct of some of England’s
colonial wars in Asia.

‘Despite Cobden, England did not give up her colonies. The leading liberal
statesman of the day, Lord John Russell, probably expressed the sentiment
of his party when he declared that the time had not yeL come to give them
up. In the meantime, England would have to do everything in its power to
educate the colonies for self-government. In fact, under the influence of the
Manchester School, England had rejected its previous point of view that
colonies were useful possessions. Sir Robert Peel had declared that ““in every
one of our colonies, we have a second Ireland". England now began to build
up a voluntary relationship with its colonies, endowing them with parliamen-
tary institutions. The adherents of the Manchester School thus

became — quite unwittingly — the founders of a new British Empire which
could not have been held together by redcoats.” Schultze-Givernitz, Der
Britischer Imperialismus, p. 75.

See Rudoll Hilferding, ‘Der Funktionswandel des Schutzzolles', in Die Neue
Zeit, XXI, 2 (1902/3); and Robert Liefmann, Schutzzdlle und Kartelle. A
wealth of illustrative material is to be found in Hermann Levy, ‘Einfluss der
Zollpolitik auf die wirtschaftliche Entwicklung der Vereinigten Staaten’,
Conrads Jahrbucher, XXXII (1909) and ‘Entwicklungsgeschichte einer amer-
ikanischen Industrie’, Conrads Jahrbucher, XXIX (1905).

That a similar development, for which the founding of the Crédit Mobilier
paved the way, proved abortive in France can be explained by the same
causes which frustrated the industrial expansion of France in general. These
included a distribution of land unfavourable to capitalist development, its
consequences in the two-child family, and hence the absence of a sufficiently
large industrial reserve army, an excessively protective tariff policy, and the
excessive export of capital itself, caused by the existence of a rentier class
based upon the petty bourgeoisie, the small peasants, and the luxury
industries.

The testimony given by Alexander at the Stock Exchange inquiry,
(Deutsche Borsenenquete, Part I, p. 449) throws light on the relation between
the nationalization of capital and the reinforcement of the banks® influence
on industry as a result of the fact that German industrialists lack capital
resources of their own. According to him a large number of coal mines such
as Herne, Bochum, etc., were owned until recently (1892) by French and
Belgian shareholders. At the same time a process of concentration was tak-
ing place. The banking institutions acted as middlemen in purchasing the
shares because the companies themselves did not have the necessary liquid
resources. The banks could only undertake these transactions because they
were certain that they would soon be able to dispose of these securities, in
which they had tied up their funds, through futures operations.

It may be assumed, moreover, that the weakening of the stock exchanges
through legal restrictions, especially those which limit trading in futures,
tends to increase the influence of the banks over industry, because industry
then becomes more dependent upon the services of the banks than would be
the case if there were a vigorous stock exchange. And in fact the con-
sequences of German stock exchange legislation were very advantageous to
the banks.

7 Naturally, manufacturers are well aware that free trade iends to impede the

formation of cartels. An English manufacturer, writing in The Times of 10
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October 1906 proposed the formation of a cartel of English electrical manu-
facturers. The writer admitted that ‘in a free trade country, high prices or
underproduction would merely throw the trade into the hands of foreign
rivals’. Another manufacturer answered, ‘If we had protection in this coun-
try, it is possible that we might do something in the way supgested in this
letter, but we have found from experience that it is absolutely impossible to
attempt any combination, as things are, to keep prices up on the lines sug-
gested by your correspondent, We are all suffering at present from overpro-
duction, and until this is rectified, either by manufacturers restricting their
output or going out of trade altogether, we shall continue to suffer.” H.J..
Macrosty, The Trust Movement in British Industry, p. 319. Macrosty himsell
writes: “The weakness of every form of combination in the United Kingdom
is due to the free admission of foreign competition. If that can be removed
their strength is enormously increased and all the conditions of the problem
are altered’ (op. cit., p. 342).

The extent to which this has served as an incentive to cartelization is shown
by the great shock which the German and Austrian sugar cartels sustained
when the sugar duty was reduced to 6 francs, as required by the Brussels
Convention. The Austrian duty of 22 kroner, for example, gave the refineries
united in the cartel an extra profit which was so high that it far outweighed
any advantages which the largest and most technically advanced firms might
have gained [rom competing with and eliminating the smaller firms and it
was the main inducement to [orming a cartel. At the same lime it was much
easier to accept the allocation of production quotas, even though they im-
posed heavier burdens on the largest and technically most advanced firms,
because the level of the tarifl and the resulting increase in domestic prices
more Lhan compensated for the disadvantages. This example shows that it is
not just the tariff itself, but its level, which is significant for cartelization.

Chapter 22 The export of capital and the struggle for economic territory

See Otto Bauer, Die Nationalitiatenfrage und die Sozialdemokratie, pp. 178 et
seq.

The following example is characteristic and gives a picture both of an in-
ternational cartel and of the effect of the export of capital. *A very impor-
tant branch of industry, long established in Great Britain, and especially in
Scotland, is the sewing thread industry. The four largest firms dominating
the industry - Coats & Co., Clark & Co., Brook Bros, and Chadwick

Bros — combined into one enterprise in 1906 under the well known name of
J. & P. Coats Ltd, which also includes many smaller English factories and
some [fifteen American companies. This so-called ‘Thread Combine’, with a
capital of £5,500,000, constitutes one of the largest industrial combines in
the world. Even before the combine was formed the protectionist policy of
the United States prompted the firms of Coats and Clark to establish their
own factories in the United States in order to bypass the high tariff rates
directed against their products. The new combine continued this practice,
and also acquired a large number of shares in other companies in this in-
dustry in North America and other countries (involving a considerable
emigration of capital) which gave it control of these firms. Thus English
industrialists produce abroad, and the cost, in the form of loss of employ-
ment, is borne by English workers and in the last resort by the whole na-
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tion. The Thread Trust has every reason to continue this policy, for it can
be said without fear of contradiction that its profit of £2,580,000 in the year
1903 — 4 came largely from the factories established abroad. However, it is only
a matter of time before foreign industry will be strong enough to throw off the
yoke of “English control” and reduce its tribute of interest.” M. Schwab,
Chamberlains Handelspolitik, p. 42.

Thus, for example, a part of Hungarian ground rent flows into Austria as
interest payments on the mortgage bonds of Hungarian mortgage compan-
ies circulating in Austria.

The very apt expression used by Parvus, Die Handelskriser und die
Gewerkschaften,

See the examples given in Parvus, Die Kolonialpolitik und der
Zusammenbruch, pp. 63 et seq.

Consider, for example, the shameful enthusiasm shown by the land of poets
and thinkers for a person such as Carl Peters. [1856—1918. An explorer

who helped to establish the German East African protectorate of
Tanganyika and was deprived of office in 1897 for his ill-treatment of
Alfricans. Ed.] This relationship was already evident to the British free trad-
ers who emphasized it to good effect as a means of agitation against col-
onialism. Thus Cobden declared: ‘Is it possible that we can play the part of
despot and butcher there (in India) without finding our character dete-
11'i[;::‘ate at home?” Cited by Schultze-Gévernitz, Britischer Imperialismus, n.
On this subject, see the discussion of the immigration problem in Die Neue
Zeit (1907-8), XXVI, 1, especially Otto Bauer, ‘Proletarische
Wanderungen’, and Max Schippel, ‘Die fremden Arbeitskrifte und die
Gesetzgebung der verschiedenen Linder’.

On this subject see, for example, the data provided in Paul Mombert,
Studien zur Bevolkerungsbewegung in Deutschland. Thus in Europe the ave-
rage annual pumber of live births per 1,000 inhabitants was:

1841-50 37.8 1881-85 38.4
1851-60 37.8  1886-50 37.8
1861-70 38.6 1891-95 37.2
1871-75% 391 1896-1900 36.9
187680 38.7 1901- 36.5

The decline in the birthrate is also very noticeable in the United States, and
in Australia it is remarkable. In New South Wales, for example, the num-
ber of children born per 1,000 married women between the ages of 15 to 45
was 340.8 in 1861 and 235.3 in 1901. See also the data in Schultze-
Gdévernitz, op. cit., p. 195. He quotes the following cry of distress by the
government statistician Coghlen: “The problem of the falling birth rate is of
paramount importance, and more so for Australia than for any other coun-
try. It depends upon the satisfactory solution of this problem whether our
country will ever have a place among the great nations of the world.’
Population growth in the above-mentioned regions can be attributed
entirely to the substantial decline in the mortality rate, which has fallen
more sharply than the birthrate. This has also been the case in Germany.
‘If the decline in the latter (the birthrate) continues a point must be
reached, in the nature of things, when the decline in the morality rate will
be slower, so that the relationship between the two will be reversed. The sur-
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outside countries like Germany and the United States, omitting for a mo-
ment the role of the colonies, has a harmful effect on the course of econo-
mic development in England. The natural course has been for English
industries to advance steadily, employing more skilled labour and increas-
ing their technical efficiency. Actually, however, the course of development
may depart considerably from this pattern. The civilized and advancing
markets are closing. Forced to trade with the backward parts of the world,
English industry is therefore compelled to produce such goods as will meet
their needs.

3 Two divergent tendencies are thus brought into direct conflict. It is in
the field of these great staples that the more recent industrial countries are
also making considerable progress. Germany, Belgium, the United States,
and even Japan can compete with us in these lines and establish themselves
in these countries. But on the other hand, there is also a tendency in English
industry to turn increasingly to specialties rather than to staples and hence to
produce the more expensive articles. And thus it happens that Great Britain
is fighting a rearguard action in those very areas on which it has always been
depending most for paying for its means of sustenance. These, however, are
the considerations which give the movement throughout the empire to organ-
ize British industrial life on a wider basis its significance.” Hewins [in
Halle], op. cit., p. 37
The importance to England of colonial railway construction, (or example, is
indicated by the following details:

‘In 1880 the British Empire had 40,000 miles of railway, of which three-
eighths were in the United Kingdom and five-eighths in overseas pos-
sessions and colonies. By 1904 the rail network had increased to 95,000
miles, of which only two-ninths were within the United Kingdom. In other
words, the increase in mileage amounted to 26 per cent al home and 223
per cent overseas. Naturally, the rapid development of colonies is based
upon the rapid penetration of areas which previously had no railways or at
best very primitive ones. Since 1880 railway mileage has trebled in India
and Canada, quadrupled in Australia and quintupled in South Africa.

‘Outside the United Kingdom, the greatest density of railways in relation
to population is to be found in the Australian Commonwealth where there
are 3.86 miles of railway per 1,000 inhabitants, as against 3.76 in Canada
and 0.19 in India.

‘It is worth nothing that the UK railway neiwork, though large in itsell, is
small compared with that of the USA where, according Lo Poor’s Railroad
Manual 1904, 212,349 miles were in operation, or more than double the
mileage in the whole British Empire, despite the fact that the population of
the latter is five times as large. The railways of the empire may therefore be
expected to develop and increase in mileage almost without limit.

‘Almost all the capital for the construction of these railways was raised in
the United Kingdom. The sums invested in British railways outside the UK
are estimated at about £850 million, the annual income at £75 million gross
and about £30 million net. Bearing in mind the figures for the UK itself, [
estimate the total capital invested in the railways of the British Empire at
£2,100 million, appreciably closer to the corresponding figure lor the US
(£2,800 million) than the mileage length. The net income of the railways
amounts to about £70/75 million a year, or a return of 3 per cent on in-
vested capital.’” Hewins, op. cit., p. 34

16 Herr Dernberg therefore understood very well the mentality of the capi-
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talists when he emphasized time and again in his propaganda speeches the
possibility that German colonies would free German capitalists from their
dependence upon America for cotlon and copper. [Dernberg was the govern-
or of German South West Africa in the decade before the First World
War. Ed.]

See the penetrating analysis of the consequences of this phenomenon for
Russiz in Kautsky, ‘Der amerikanische Arbeiter’, Die Neue Zeit (1905-6),
XXIV, pp. 676 et seq.

The same is true of Russia, except that the size of her territory makes it
easier to assimilate this capital, and the process is already under way to
some extent. The most radical means for attaining this end is the bank-
ruptcy of the state.

Conversely, when negotiating about loans, small states find it difficuit 10
impose any conditions concerning the delivery of industrial products, partly
because their own industries are less efficient. ‘The Dutch banks have
rightly been accused of providing foreign countries with capital without
imposing any conditions at all . , . , The stock exchange provided foreign
countries, most recently South America (in 1905) with large amounts of
capital, without exacting any terms favourable to Dutch industries, as fre-
quently happens in Belgium, Germany and England.” G. Hesselink,
‘Holland’, in Halle's Weltwirtschaft, part I, p. 118.

On the advantages enjoyed by a larger economic territory in this respect,
see Richard Schiiller, Schutzzoll und Freihandel, p. 247. “The foreign trade of
a relatively small territory is large in relation to its total production and
hence important to it, whereas for the large foreign nations from which it
imports goods and to which it wishes to export, this trade is of minor im-
portance in relation to their total output. A small state, therefore, seldom
succeeds in protecting its interests in trade agreements, or in persuading the
other states to adapt their trade policies to its needs.’

See Karl Emil, ‘Der deutsche Imperialismus und die innere Politik’, in Die
Neue Zeit, XXVI, 1 (1907/8). [As noted in the introduction, ‘Karl Emil®
was one of the pseudonyms Hilferding used in his earlier writings, Ed.]

An example of such a development is alforded by the preliminary outcome
of the conflict over Morocco in which the combine formed by Krupp and
Schneider-Creuzot [or the joint exploitation of Moroccan and Algerian cores
resulted in an agreement between the two states (France and Germany).
Morocco will not find it as easy to resist their pressure as it did when it
could play one country off against the other.

Constider, for example, how important it was for Germany, in concluding
recent international trade agreements, that Russia’s political power was so
weakened as a result of entanglements in the Far East that she could not
exert any political pressure.

See Otto Bauer, Die Nationalitatenfrage und die Sozialdemokratie pp. 491 et
seq. ‘Imperialism and the Principle of Nationality’.

Chapter 23 Finance capital and classes

Wheat exports from the United States constituted 33 per cent of total wheat
production in 1901, 29 per cent in 1902, 19.5 per cent in 1903, and 10.5 per
cent in 1904. See I. M. Rubinow, Russia's Wheat Trade.

A report of the Department of Commerce and Labor in Washington (cited
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10 See also the speech by State Councillor Leidig, in Verhandlungen des
Vereins fur Sozialpolitik, 1905, vol. 115 p. 156, and that by Dr Harms, p.
201.

11 Adolf Braun has shown that trade alliances should also be rejected from
the general standpoint of the working class: ‘(1] should be pointed out that
employers are beginning to expect far-reaching results from industry-wide
agreements, including the elimination of all forms of inconvenient com-
petition, the guarantee of higher prices, and the exploitation of the consum-
ing public. The same employers who not so long ago, and still to some
extent today, were outraged by work stoppages, the restriction of immig-
rant labour, and the general influence exerted by trade unions on the labour
market, are now considering whether it might not be a good idea, when
negotiating a wage agreement, Lo ask trade unions to agree io clauses
guaranteeing the maintenance of fixed minimum prices for the commodities
produced. Besides the wage scales governing the payment of workers, there
would be a schedule of prices to be charged to consumers. Trade unions
bound by such a wage agreement would then be required to stop all work,
as well as the supply of labour, in all cases where an employer sold his
commodities at lower prices than those established by the general price
schedules of the employers’ associations. The trade unions would thus be
forced not only to promote the rise in price of the necessities of life, and to
give public support to it, but they would also become the conscious agents
of the employers’ interests and would be held responsible by public opinion
for the rise in the cost of living. There are of course exceptional cases in
which the objectives of a trade union cannot be attained in any other way,
where the concessions in questions do not affect mass consumpltion, and
where they might therefore appear justifiable, But as a rule, making such
concessions in order to obtain an industry-wide agreement seems to be in-
compatible with the principles of the labour movement and with the objec-
tives of trade unions.’ Adoif Braun, op. cit., p. 5.

12 It is throwing the baby out with the bath water when Naumann says: ‘The
sphere in which strikes can be brought to an end in the normal way
(through a wage agreement) is practically polerminous with medium-size
enterprise. Of course, some attempts have been made to extend wage agree-
ments beyond that point. Nevertheless, this is a distinctive sphere in which
workers can be recommended to strike, in accordance with the old liberal
recipe, in order to get a wage agreement, whereas beyond this sphere there
is another where a wage agreement cannot be achieved by a strike alone,
for the simple reason that the elementary question ““Which of us can hold
out longest?” can be answered from the outset by any thinking person. If
we should ever experience another miners’ strike . . . both participants and
outsiders know in advance that the workers could not win the kind of
victory they used to achieve in the old peace negotiations, and that such
strikes belong to a new species of demonstrative strikes. For even if we were
to assume that one of these strikes were actually won — an entirely hy-
pothetical assumption - the large industrial combinations have ample re-
sources to arm themselves against the recurrence of such an event. Not long
ago one of our younger bankers made the following simple calculation for
me: “How much interest shall we lose if we keep a constant reserve for x
or y months which will protect us completely against a possible defeat in
a strike (meaning a strike in the old sense) during thal period?" What
follows from this? Simply that if the worker wants to improve his con-
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dition he will have to regard the strike simply as a means of appealing to
the rest of the population.” F. Naumann, in Verhandlungen des Vereins fur
Sozialpolitik, vol. 115 (1905), p. 187.

Chapter 25 The proletariat and imperialism

| *The modern system of protective tarilfs — and this is its historical
significance — ushers in the final phase of capitalism. In order to check the
fall in the rate of profit which is the law of motion of capitalism, capital
eliminates free competition, organizes itself, and, thanks to this organization,
is able to seize state power in order to use it directly in promoting its exploit-
ative interests. It is no longer the workers alone, but the entire population,
who are subordinated to the desire for profit of the capitalist class. All the
instruments ol power available to society are consciously mobilized and
converted into means by which capital can exploit society. It is the im-
mediate precursor of socialist society because it is the complete negation of
that society; a conscious socialization of all the economic potentialities of
modern society, in a form which does nol benefit socicty as a whole, but is
intended to increase the rate of exploitation of the entire society to an unpre-
cedented degree. But it is just the clarity and self-evidence of this situation
which makes its continuance impossible. It arouses the proletariat to action
against the activities of the capitalist class, which has concentrated its
thought and action along with the concentration of the means of production,
a proletariat which need only become conscious of its power to make it
irresistible.” Rudolf Hilferding, 'Der Funktionswechsel des Schutzzolles’, Die
Neue Zeit, XXI, 2 (1902-3).

2 See Karl Kautsky, The Road to Power, especially the concluding chapter, ‘A
New Age of Revolutions’.
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