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Preface to the First Edition

The manuscript of the present volume was completed in the
autumn of 1955. Much that has since happened in the world
bears a direct relation to a number of themes dealt with here.
Resisting for obvious reasons the strong temptation to insert
some of the relevant considerations into the galley proofs, I
-decided to attempt to summarize them briefly in this preface.
- The events in the Near East which culminated in the Anglo-
French military action against Egypt provide corroboration of
one of the main theses of this book: the ‘unreformed’ nature of
contemporary imperialism and its inherent animosity towards
all genuine initiative at economic development on the part of
the underdeveloped countries. The role played. in this conflict
by the United States demonstrates the unabated rivalry among
the imperialist countries as well as the growing inability of the
old imperialist nations to hold their own in face of the Am-
erican quest for expanded influence and power. In the bitter
words of the London Economist: ‘We must learn that we are
not the Americans’ equals now, and cannot be. We have a right
to state our minimum national interests and expect the Am-
ericans to respect them. But this done, we must look for their
lead.’ (17 November, 1956.)

While the assertion of American supremacy in the ‘free’
world implies the reduction of Britain and France (not to speak
of Belgium, Holland, and Portugal) to the status of junior parts
ners of American imperialism, this shift may well have certain
favourable consequences for the underdeveloped countries.
Transferring as it were from service in an impoverished
business to employment in a prosperous enterprise, the colonial
and dependent countries may expect their new principal to be
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less rapacious, more generous, and more forward-lookmg Al-
though it is most doubtful whether this change will make any
serious difference in the basic issues of economic and social
development in the backward areas, some improvement in their
fate is not unlikely.

Recent developments in the socialist countries of Europe are
even more germane to the propositions advanced in (and under-
lying) .this study. Khrushchev’s revelations concerning some
aspects of Stalin’s rule and the subsequent events in Poland and
Hungary have brought into the open with renewed force the
steepness of the backward countries’ ascent to a better and
richer society. But it is merely the ‘cult of personality’ in reverse
to ascribe all the crimes and errors committed in the Soviet
Union before the Second World War and in all of Eastern and
South-eastern Europe after it to the evil personalities of Stalin,
Beria, and their associates. Matters are not so simple; and the
general feeling is wholly understandable that it is indeed the
‘entire system’ that must be held responsible for what was per-
petrated by the leadership. Yet it is a grievous fallacy to con-
clude from this that socialism is the ‘entire system’ that needs to
be repudiated. For it is not socialism that can be fairly charged
with the misdeeds of Stalin and his puppets - it is the political
system that evolved from the drive to develop at breakneck
speed a backward country threatened by foreign aggression and
in face of internal resistance. The emergence of such a political
system under the unique circumstances prevailing: in Russia
after Hitler’s seizure of power and in the countries of Eastern
and South-eastern Europe during the frightening years of the
cold war does not ‘prove’ that socialism is inherently a system
of terror and repression. What it does mean — and this is a
historical lesson of paramount importance - is that socialism in
backward and underdeveloped countries has a powerful ten-
dency to become a backward and underdeveloped socialism,
What has happened in the Soviet Union and the socialist coun-
tries of Eastern Europe confirms the fundamental Marxian
proposition that it is the degree of maturity of society’s pro-
ductive resources that determines ‘the general character of
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social, political and intellectual life’. It casts no reflection on the
fundamental rationality, desirability, and potentialities of a
socialist transformation in the West, Indeed, it accentuates its
desperate urgency. For a socialist society in the advanced coun-
tries would not be compelled to engage in ‘forced marches’
towards industrialization, or bound to withdraw from popular
consumption large parts of miserably low incomes, or con-
strained to devote to military purposes significant shares of
small aggregate outputs. Such a socialist society would not only
attack head-on the waste, irrationality, and cultural and moral
degradation of the West, it would also throw its weight into
helping to solve the entire problem of want, disease, and star-
vation in.the underdeveloped parts of the world. Socialism in
the West,-once firmly established, would destroy for all time the

- bases and the need for any reappearance of the political and
social repression that marked the early stages of socialism in the
East. Hence for socialists in the West the time is now — as never
before - to renew our dedication to the cause of reason, pro-
gress, and freedom, to redouble our efforts to advance the cause
of socialism. For it is on the ultimate success of these efforts
that the fate of humanity depends — both in the West and in the
East. It is only these efforts that can restore to the economically
most advanced countries the moral, ideological, and political
leadership of the. world that at the present time is no longer
theirs. Only the advanced countries’ progress and guidance
on the road to a socialist democracy will terminate the
untold suffering to which mankind has been condemned thus
far.

The contents of this book were presented in the barest outline
in a course of lectures delivered at Oxford during the Mich-
aelmas Term in 1953. In the interval of reworking the lectures
with a view to their publication, I have made many changes
both of a formal and of a substantive nature. The process of
writing is a process of learning; and much has become clearer to
me in the attempt to transform my original rough notes into
what I hope is an intelligible presentation. Not that I suffer
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from any illusion of having now even approximately ‘covered
the ground’. The terrain is vast, and the complications and im-
plications encountered at every step are numerous and baffling;
the most I can aspire to is to have sketched its general contours
and thus to submit a tentative map the chief function of which,
I hope, will be to encourage further travel and to stimulate
deeper exploration.

Throughout this work I have been fortunate enough to be in
contact with a number of good friends working and thinking on
similar problems. I am particularly grateful to Charles Bet-
telheim, Maurice Dobb, Leo Huberman, Michael Kalecki,
Oskar Lange, and Joan Robinson for the time and attention
which they have devoted to discussing matters related to the
theme of this book or to reading all or parts of the manuscript.
Their suggestions and criticisms were invaluable. I wish to
thank also John Rackliffe who made a valiant effort to tufn my
style into comprehensible and readable English; if his success
remained only partial, it is difficult to imagine what the book
might have been without his help. I am obliged to Elizabeth
Huberman who prepared the index, and to Sybil May and
Catherine Winston who saw the book through press. My debt is
largest to Paul M. Sweezy, whose generous friendship I have
enjoyed for nearly two decades. The courage, lucidity, and un-
"wavering devotion to reason that render his work one of the
bright spots-in America’s post-war intellectual history have
been to me all that time a never-failing source of stimulation
and encouragement. There is hardly an issue considered in this
book that we have not on one occasion or another touched
upon in our discussions. It is impossible for me to say which of
the thoughts expressed here belong to him, and which are my
own. I hasten to add that neither he nor anyone else is respon-
sible for whatever errors and confusions may still mar my
argument. These are due wholly to my own failings and occa-
sionally to my stubbornness.

In quoting foreign authors I have either referred to English
translations, or in some cases I have cited from the original but
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have given the Quotation in English; in these instances I have
Translated the relevant passages myself.

Los Altos, California P.A.B.
December 1956



Foreword to 1962 Printing

On looking over this book again with a view to writing a fore-
word for the French and German translations as well as for a
new American printing, I have a strong feeling of ambivalence.
There is first the thought that it may be not too immodest on
my part to submit this work once more to the reader in its
original form. Neither historical events which have taken place
since it was written, nor subsequent reflection and study, partly
stimulated by the criticism to which it has been subjected, have
changed my conviction that raker as a whole the view which it —
presents and the argument which it advances are still entirely

. valid. But then there are other considerations - referring not to
the whole but to the parts — which are less comforting. For were
I at this time to write the book -afresh, I would try to eliminate
what strike me now as weaknesses and to develop several of its
themes in a more comprehensive and convincing manner. How-
ever, since the pressure of other, not unrelated, work renders
such a major undertaking impossible, I must reluctantly adopt
the principle of ‘letting bygones be bygones’, and attempt to
resolve the conflict between the whole and the parts by means
of this prefatory note dealing briefly with those aspects of the
book which are most in need of reconsideration and sup-
plementation. The order in which the topics are taken up is
determined not so much by their general importance as by the
sequence in which they appear in the book itself,

1

Hard as I tried to clarify the prevailing confusion about a cen«
tral concept of economic theory, that of consumer sovereignty,
the success attained was anything but spectacular, There are
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few other areas where the limitations of the conventional econ-
omist are as obvious and as damaging to insight as in the treat-
ment of this subject. Irrevocably committed to taking the
existing economic and social order for granted, and thinking
exclusively in categories reflecting capitalist relations of pro-
duction, even the ablest academic economist is inexorably
trapped by the basic predicament of all bourgeois thought: the
compulsion to choose continually between equally pernicious
alternatives. Like the man condemned to death who was
granted ‘freedom of choice’ between being hanged and being
shot, bourgeois economrics is eternally plagued by the problem
whether the irrationality of monopoly is better than the anarchy
of competition; whether the cumulation of means of de-
struction is better than unemployment; whether inequality of
income and wealth leading to saving and investment on the part
of the rich is better than fair shares and greatly reduced saving
and investment. In the same way the problem of consumers’
sovereignty is viewed as the question whether the consumer -~
however much exposed to the barrage of advertising and high-
pressure salesmanship - should be left free to spend his income
in any way he pleases or be forced to accept a basket of goods
which a ‘commissar’ would judge to be best for him. It can be
readily seen that placed before zhis dilemma, the economiist is
indeed confronted by a Hobson’s choice. Kneeling awe-stricken
before the absolute truth of the consumer’s ‘reveafed prefer-
ences’ places him in the disturbing position of having to refuse
to make any judgements on the resulting composition of output
and hence on all the waste and cultural degradation which so
obviously characterize our society. On the other hand, rejecting
the consumer’s revealed preferences as the ultima ratio in
favour of a set of decisions imposed by government would be
equally distressing, implying as it would the repudiation of all
the teachings of welfare economics and — more importantly —
of all the principles of individual freedom which the economist
rightly strives to uphold.

The conservative reaction to this perplexity appears in two
variants. One school of thought deals with the problem by
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denying its existence. This school holds that the moulding of
consumers’ tastes and preferences by the advertising and high-
pressure sales efforts of corporate business is nothing but a
bogy, because in the long run no amount of persuasion and no
ingenuity of salesmanship can change ‘human nature’, can force
upon the consumer what he does not want.® Furthermore — so
the argument runs — the revealed preferences of consumers
yield results which are quite adequate and call for no particular
improvements.?

Another conservative current of thought takes a different
tack. It freely acknowledges that the consumer’s revealed pref-
erences have nothing in common with the traditional notion of
consumer sovereignty, that the power of the giant corporations
is such as‘to mould consumers’ tastes and preferences for the
benefit of corporate interests, and that all of this has a de-
leterious effect on both our economy and our society. As Pro-
fessor Carl Kaysen puts it:

One aspect of [its] broad power ... is the position that corporate
management occupies as taste setter or style leader for the society as
a whole. Business influence on taste ranges from the direct effects
through the design of material goods to the indirect and more subtle
effects of the style of language and thought purveyed through the
mass media — the school of style at which all of us are in attendance
every day. ... This, more shortly stated, is the familiar proposition
that we are a business society, and that the giant corporation is the
‘characteristic’, if not the statistically typical, institution of our
‘society ...% - ‘

1. ‘The consumer is king today. . . . Business has no choice but to discover
what he wants and to serve his wishes, even his whims.” Steuart Henderson
Britt, The Spenders (New York, Toronto, London, 1960), p. 36. Italics in the
original. Also: ‘If the product does not meet some existing desire or need of
the consumer, the advertising will ultimately fail.’ Rosser Reeves, Reality in
Advertising (New York, 1961), p. 141. (Italics in the original.)

2. ‘The so-called waste in our private economy happens to be the way
people make a living and in so doing spread well-being among all. It hap-
pens to be the way we get our gleaming schools and hospitals and highways
and other ‘“‘public” facilities.” The Wall Street Journal, 7 October 1960,

. 16. : ,

P 3, “The Corporation: How Much Power? What Séope ? in Edward S.
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Yet sceptical and realistic as the writers of this orientation are,
they place the utmost emphasis on the fact that these ir-
rationalities and calamities are inherent in the order of things,
which they identify with the economic and social system of
monopoly capitalism. ‘To touch the corporation deeply,’
remarks Professor Mason, ‘is to touch much else.’* And in our
day touching ‘much else’ is definitely not on the economist’s
agenda.

This is not the stance of the so-called liberal. Considering the
consumer’s revealed preferences to be the source of our
society’s irrational allocation of resources, of its distressing
moral and cultural condition, the liberal is exercised about the
pernicious impact of advertising, about fraudulent product
differentiation and artificial product obsolescence; he inveighs
against the quality of culture purveyed by the educational
system, Hollywood, the newspapers, the radio and TV net-
works; and, driven by this indignation, he arrives at the con-
clusion that ‘the choice is not whether consumers or a central
planner should exercise sovereignty but whether and how the
producer’s power to ignore some consumers and influence the
preferences of others should be curbed, modified, or shared in
some ways’.® To accomplish this curbing, modifying, and shar-
ing, he recommends a list of ‘remedies and policies’ ranging
from regulatory measures such as those taken by the Food and
Drug Administration, through government support for opera
houses and theatres, to the formation of Distinguished Citizens
Committees the task of which would be to influence public
opinion in the direction of rational choices and better taste. -

Disappointing as it may be to many, there can be little doubt
that at the present stage of capitalist development the con-
servative ‘realist’ often comes nearer the truth than the liberal

Mason, ed., The Corporation in Modern Society (Cambridge, Massachusetts,
1959), p. 101.

4. ibid., p. 2.

5. Tibor Scitovsky, ‘On the Principle of Consumers’ Sovereignty’, Ameri-
can Economic Review, May 1962. I am indebted to Professor Scitovsky for
Jetting me see a copy of this paper prior to publication.
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meliorist. Just as it makes no sense to deplore war casualties
without attacking their cause, war, so it is meaningless to sound
the alarm about advertising and all that accompanies it without
clearly identifying the locus from which the pestilence ema-
nates: the monopolistic and oligopolistic corporation and the
non-price-competitive business practices which constitute an in-
tegral component of its modus operandi. Since this locus itself is
never approached, is indeed treated as strictly out of bounds by
QGalbraith, Scitovsky, and other liberal critics, since nothing is
further from their minds (or at least their public utterances)
than ‘touching deeply’ the giant corporation, what can be ex«
pected from their recommending various regulatory boards and
even their possible appointment to Distinguished Citizens Com-
mittees? One would think that the record of already existing
regulatory agencies is sufficiently eloquent in showing that it is
Big Business that does the regulating rather than vice versa.
And is more evidence needed on the ineffectuality of the Food
and Drug Administration, the Federal Trade Commission, and
the Federal Communications Commission than has already
been assembled thus far?® "Nor is there any need to elaborate
on the profound impact on society exercised by the recent ac-
tivities and reports of the President’s most distinguished Com-
mission on National Goals.” But the liberal meliorists ignore
all this. Treating the state as an entity which presides over
society but does not form a part of it, which sets societys’ goals
and reshuffles its output and income but remains unaffected by
the prevailing relations of production and impervious to the
dominant interests, they fall prey to a naive rationalism which,
by nurturing illusions, merely contributes to the maintenance of .
the status quo.® Compared with this, the ‘contracting out’

6. cf. for example, James Cook, Remedies and Rackets (New York, 1958),
passim; and ‘Behind the FCC Scandal’, Monthly Review, April 1958.

7. ¢f. Goals for Americans, The Report of the President’s Commission on
National Goals (New York, 1960), passim.

8. For a lucid exposition of the Marxist theory of the state, cf. Stanley W.
Moore, The Critique of Capitalist Democracy; An Introduction to the Theory
of the State in Marx, Engels, and Lenin (New York, 1957).
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dictum — ‘we have ... reached the frontier between economic
and political theory; and we shall not cross it’ — with which
Professor Scitovsky a decade ago concluded his magnum
opus,® formulates a relatively tenable position.

For the crux of the problem is not even approached by the
liberal critic. In the first place, he of all people, being a good
Keynesian, cannot avoid inconsistency when he recommends
the interference with or curtailment of corporate advertising
and other sales activities. In this regard the Wall Street Journal
and the ‘realistic’ economists who share its views are surely on
_ firmer ground. For all these ‘undesirable’ business practices do
in fact promote and increase sales, and do actually directly and
indirectly help in propping up the level of income and employ-
ment.1® So also does the sale of ever more motor cars, even if
they do strangle our cities and poison our atmosphere; and the
production of armaments and the digging of shelters. None of
these activities can be'regarded as promoting the progress and
happiness of the human race, although all of them constitute
remedies against sagging production and increasing unemploy-
ment.2* And yet such is the dialectic of the historical process
that within the framework of monopoly capitalism the most
abominable, the most destructive features of the capitalist order
become the very foundations of its continuing existence — just
as slavery was the conditio sine qua non of its emergence.

The ‘realistic’ conservative scores also over the liberal ‘do-
gooder’ in his general comprehension of the problem of con-

9. Welfare and Competition: The Economics of a Fully Employed Economy
(Chicago, 1951), p. 450.

10. This point was made for the first time to my knowledge in the exce!lent
paper by K. W. Rothschild, ‘A Note on Advertising’, Economic Journal,
1942,

11. ‘Right now, oﬂiclals incline toward a new round of military ordering
in preference to either massive public works or a cut in taxes, if they decide
the economy needs another push.’ Business Week, 9 December 1961, And
it is not only ‘right now’ that this is the ‘official inclination’. For ‘some
advisers like the idea of shelters, but want to push it at a time when the
economy needs a stimulant.’ ibid., 4 November 1961. Thus the shelters are

not to protect the people against radioactive fallout but against depression
‘and unemployment.
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sumer sovereignty. For in warning against exaggerating the
impact of advertising, high-pressure salesmanship, and the like,
on the preferences and choices of consumers, they occupy a
position of formidable strength. Their statements that con-
sumers like only what they care for and buy only what they
wish to spend money on are obviously tautologies, but, being
tautologies, they are equally obviously correct. From this, to be
sure, it does not follow, as some business economists like to
assert, that the barrage of advertising and salesmanship to
which the consumer is continually exposed has no influence on
the formation of his wants. But neither is it true that these
business practices constitute the decisive factor in making the
consumer want what he wants. Professor Henry C. Wallich
comes closest to the spot where the dog is buried in his shrewd
observation that ‘to argue that wants created by advertising are
synthetic, are not genuine consumer wants is beside the point -
it could be argued of all aspects of civilized existence’.1? This,
to be sure, is overstating the case. Human wants are not all
wholly ‘synthetic’, created by an almighty Madison Avenue (or
‘purified’ and ‘ennobled’ by a Madison Avenue ‘in reverse’:
government regulatory boards and/or Distinguished Citizens
Committees for the Promotion of Good Taste): that view
reflects the spirit of limitless manipulability of man which is so
characteristic of the ‘men in gray flannel suits’ who dominate
the executive offices of corporations and the important bureaus
of the government. But neither do all wants stem from man’s
biotic urges or from a mythical eternally unchanging ‘human
nature’: that concept is metaphysical obscurantism which flies
in the face of all historical knowledge and experience. The truth
is that wants of people are complex historical phenomena
reflecting the dialectic interaction of their physiologicalre-
quirements on the one hand, and prevailing social and econ-
omic order on the other.® The physiological requirements

12. Quoted in Steuart Henderson Britt, op. cit., p. 31.

13. For a more extended discussion of this, cf. my Marxism and Psycho-
analysis (New York, 1960), containing a lecture on the subject, observations
by critics, and a reply. )
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sometimes must be abstracted from for analytical purposes be-
cause they are relatively constant. And once this abstraction is
explicitly made and firmly borne in mind, the make-up of
human wants can (and must) be legitimately thought of as being
‘synthetic’, i.c., determined by the nature of the economic and
social order under which people live. What Professor Wallich
apparently fails to see is that the issue is nor whether the pre-
vailing social and economic order plays a prominent part in
moulding people’s ‘values’, volitions, and preferences. On this
=~ Robinson Crusoe having finally departed from economic text-
books to his proper insular habitat — there is a nearly unani-
mous consensus among serious students of the problem. The
issue is-rather the kind of social and economic order that does
the moulding, the kind of ‘values’, volitions, and preferences
which it instils into the people under its sway. What renders the
social and economic order of monopoly capitalism so irrational
and destructive, so crippling to the individual’s growth and hap-
piness, is not that it influences, shapes, ‘synthesizes’ the indi-
vidual — as Professor Wallich suggests, every social and
economic order does this ~ but rather the kind of influencing,
shaping, and ‘synthesizing’ which it perpetrates on its victims.
A clear understanding of this permits a further insight. The
cancerous malaise of monopoly capitalism is not that it
‘happens’ to squander a large part of its resources on the pro-
duction of means of destruction, that it ‘happens’ to allow cor-
porations to engage in liminal and subliminal advertising, in
peddling adulterated products, and in inundating human life
with moronizing entertainment, commercialized religion, and
debased ‘culture’. The cancerous malaise of the system which
renders it a formidable obstacle to human advancement, is that
all this is not an assortment of fortuitously appearing attributes
of the capitalist order, but the very basis of its existence and
viability. And such being the case, bigger and better Food and
Drug Administrations, a comprehensive network of Dis-
tinguished Citizens Committees, and the like can merely spread
a veil over the existing mess rather than clean up the mess itself,
To use an earlier comparison once more: building sumptuous
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cemeteries and expensive monuments for the victims of war
does not reduce their number. The best — and the worst — that
such seemingly humanitarian efforts can accomplish is to dull
people’s sensitivity to brutality and cruelty, to reduce their
horror of war.

But to return to the starting-point of this argument. Neither I
nor any other Marxist writers with whose works I am familiar,
have ever advocated the abolition of consumer sovereignty and
its replacement by the orders of a commissar. The attribution
of such an advocacy to socialists is simply one aspect of the
ignorance and misrepresentation of Marxian thought that are
studiously cultivated by the powers that be. The real problem is
an entirely different one, namely, whether an economic and
social order should be tolerated in which the individual, from
the very cradle on, is so shaped, moulded, and ‘adjusted’ as to
become an easy prey of profit-greedy capitalist enterprise and
a smoothly functioning object of capitalist exploitation and de-
gradation. The Marxian socialist is in no doubt about the
answer. Holding that mankind has now reached a level of pro-
ductivity and knowledge which make it possible to transcend
this system and replace it by a better one, he believes that a
society can be developed in which the individual would be
formed, influenced, and educated not by a profit- and market-
determined economy, not by the ‘values’ of corporate presi-
dents and the outpourings of their hired scribes, but by a system
of rationally planned production for use, by a universe of
human relations determined by and oriented towards solidarity,
cooperation, and freedom. Indeed, only in such a society can
there be sovereignty of the individual human being — not of the
‘consumer’ or the ‘producer’, terms which in themselves reflect
the lethal fragmentation of the human personality under capi-
talism. Only in such a society can the individual freely co-deter-
mine the amount of work done, the composition of output
consumed, the nature of leisure activities engaged in — free
from all the open and hidden persuaders whose motives are
preservation of their prlvﬂeges and maximization of their
profits.



28 Foreword

And to those of my critics who sceptically or ‘realistically’
sneer and condescendingly remark that the image of such a
society is nothing but a utopia, all I can answer is that if they
are right, all of us — my critics and myself — are utopians. They
because they believe that a social and economic order which
they wish to preserve can be made to last for ever by means of
manipulative tricks .and superficial reforms that fail even to
touch its increasingly manifest irrationality, destructiveness,
and inhumanity; I because I trust that mankind, which has
already managed to sweep capitalism off the face of one-third
of the globe, will in the fullness of time complete this Herculean
task and succeed in establishing a genuinely human society.
Having to choose between these two utopias, I prefer the
second, subscribing to the beautiful words of Simone de Beau-
voir: ‘Socialist Europe, there are moments when I ask myself
whether it is not a utopia. But each idea not yet realized curi-
ously resembles a utopia; one would never do anything if one
thought that nothmg is possible except that which exists
already.’*

2

Chapters Three and Four, dealing with monopoly capitalism,
call for a clarification of the argument. The required
modifications are not far-reaching, but may add - I hope - to its
consistency and persuasiveness. My views on this vast subject
have crystallized in the course of extensive work undertaken
jointly with Paul M. Sweezy; the results of our studies and- dis-
cussions will be presented in a book which we hdpe to complete
in the near future. What follows in this section is confined there-
fore to only two points which the reader should bear in mind
when turning to the relevant part of this volume.

I have argued above that it is necessary to probe deeper than
the readily observable surface with regard to the problem of
consumer sovereignty. This is at least equally true when it

14. Les Mandarins (Paris, 1954), p. 198. I have translated this passage
from French.
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comes to what I consider to be the key to the understanding of
the general working principles of capitalism: the concept of the
‘economic surplus’. That I was unable to explain it sufficiently
well is apparent from the fact that a critic as eminent as Nich-
olas Kaldor failed to grasp its meaning and significance.?

The root of the trouble is that Mr Kaldor, like all other
economists spellbound by the surface appearances of the capi-
talist economy, insists on identifying the economic surplus with
statistically observable profits. If such an identification were
legitimate, there would be no need to introduce the term ‘econ-
omic surplus’, and — what is obviously more important — there
might be no justification for speaking about rising surplus. The
crux of the matter is, however, that profits are not identical with
the economic surplus, but constitute — to use what has become
now a hackneyed metaphor — merely the visible part-of the
iceberg, with the rest of it hidden from the naked eye. Let us
recall that at an early stage of the development of political
economy (and capitalism) the relevant relations were seen much
more clearly than they are at the present time. An intense theor-
etical struggle was fought, in fact, to establish that the rent of
land (and interest on money capital) are not necessary costs of
production but components of the economic surplus. At a later
phase, however, when the feudal landlord and money-lender
were replaced by the capitalist entrepreneur and banker, their
returns were ‘purged’ of the surplus ‘stigma’ and became pro-
moted to the status of necessary prices of scarce resources or of
indispensable rewards for ‘waiting’, ‘abstinence’, or ‘risk-
taking’. In fact, the very notion ‘economic surplus’, still promi-
nent in the writings of John Stuart Mill, was declared non grata
by the new economic science which proclaimed any and every
outlay as ‘necessary’ as long as it received the stamp of approval
from the revealed preferences of consumers operating in a com-
petitive market. -

The situation became more complicated with the pro-
liferation of monopoly; and a number of economists -

15, cf. his review of the present book, The American Economic Review,
March 1958, pp. 164 ff.
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beginning with Marshall but later on. inspired primarily by the:
work of Pigou — who conducted their investigations from the.
vantage point of competitive capitalism found it impossible to
treat monopoly profits as necessary costs of production.'® This
was undoubtedly an important step forward; it constitutes,
however, only the beginning of what needs to be understood.
For monopoly capitalism generates not only profits, rent, and
interest as elements of the economic surplus, but conceals an
important share of the surplus under the rubric of costs. This is
due to the ever-widening gap between the productivity of the
necessary productive workers and the share of national income
aceruing to them as wages.

A simple numerical illustration may be helpful here. Assume
that in period I, 100 bakers produce 200 loaves of bread, with
100 loaves constituting their wages (one loaf per man), and 100
loaves being appropriated by the capitalist as surplus (the
source of his profit and his payment of rent and interest). The
productivity of the baker is two loaves per man; the share of
surplus in national income is 50 per cent, and so is the share of
labour. Now consider period II in which the productivity of the
baker has increased by 525 per cent to 12-5 loaves and his wage
has risen by 400 per cent to five loaves per man. Assume further
that now only 80 bakers are employed in baking, producing
altogether 1,000 loaves while the remaining 20 are engaged as
follows: five men are commissioned to change continually the
shapes of the loaves; one man is given the task of admixing with
the dough a chemical substance that accelerates the perish-
ability of bread; four men are hired to make up new wrappers

16. It was reserved for Schumpeter (to be followed eventually by Berle,
Galbraith, and others) to make an effort to save the *honour’ of monopoly
profits by proclaiming even them to be *necessary costs of production’. This
tour de force was accomplished by pointing out that technological inno-
vations were predicated upon monopoly gains on the part of the innovators,
that it is monopoly profit that enables corporations to maintain costly
research laboratories, etc. Thus static vice was made into dynamic virtue
and the last attempt of economic theory to retain some minimum standards
for the rational appraisal of the-functioning of the capitalist system was
swept aside by the comprehensxve endorsement of the status quo.
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for the bread; five men are employed in composing advertising
copy for bread and broadcasting same over the available mass
media; one man is appointed to watch carefully the activities of
other baking companies; two men are to keep abreast of legal
developments in the anti-trust field; and finally two men are
placed in charge of the baking corporation’s public relations.
All of these individuals receive also a wage of five loaves per
man. Under these new circumstances, the total output of 80
bakers is 1,000 loaves, the aggregate wage of the 100 members
of the corporation’s labour force is 500 loaves, and profit plus
rent plus interest are 500 loaves.)” It might seem at first that
" nothing has changed between period I and period II except for
the increase-of the total volume of output. The share of labour
in national income has remained constant at 50 per cent, and
the share of surplus does not appear to have varied either. Yet
such a conclusion, though self-evident from the inspection of
customary statistics, would be wholly unwarranted and in fact
would merely serve to demonstrate how misleading such stat-
istical inferences can be. For the statistical fact that the shares
of labour and capital have not changed from period I to period
I is irrelevant so far as our problem is concerned. What has
happened, as can be readily seen, is that a share of the economic
surplus, all of which in the earlier period was available to the
capitalist as profit and for payment of land rent and interest, is
now used to support the costs of a non-price-competitive sales
effort, is — in other words — wasted 18

17. Clearly, if the wage of ‘the 20 unproductive workers is higher than
five loaves per man - as it would be realistic to assume it would be — then
either the real wage of the bakers would have to be lower or the profits
would be encroached upon, or both, In the former case, the surplus is
larger; in the case of reduced profits, it remains the same; and if both the
productive workers’ wages and profits are lower, the surplus is increased by
the amount of the wage reduction.

‘18. Incidentally, a couple of other interesting things can be learned from
this very simple illustration: first, customary statistics would usually tend,
to suggest that the productivity per man engaged in the bakery business has
increased less than it actually did: with 100 men employed in the bakery
concetn in‘period I as well as in period II, and with output rising from 200
Joaves to 1,000 loaves, productivity would appear to have gone up by 400
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In the light of this, it should be clear that Mr Kaldor’s and
other critics’ contention that my admission of the valid}ty of the
thesis that the share of wages in income remained more or less"
constant over a number of decades is wholly incompatible with
my maintaining the theory of the rising surplus - that this con-
tention . reflects merely their own failure to understand the
surplus concept. A constant, and indeed a rising, share of labour
in national income can co-exist with rising surplus simply be-
cause the increment of surplus assumes the form of an in-
crement of waste. And since the ‘production’ of waste involves
labour, the share of labour may well grow if the share of waste
in national output is increasing. Treating productive and unpro-
ductive labour indiscriminately as labour and equating profits
with surplus obviously obscure this very simple proposition.

Several objections to the above could be raised. In the first
place, it could be (and is being) asserted that there is no point in
distinguishing between productive and unproductive labour or
between socially desirable output and waste since there is no
possibility of making these distinctions ‘objective’ and precise.
The correctness of the latter assertion can be readily granted.
But that brandy and water mixed in a bottle cannot be sep-
arated, and that it may be impossible to establish accurately the
proportions in which the two liquids are combined, does not
alter the fact that the bottle contains both brandy and water and

per cent rather than by 525 per cent as was actually the case. To be sure, a
careful ‘sorting out’ of the labour force denominator used for the compu-
tation, with a view to limiting it to productive workers only, could remedy
this deficiency, but the statistical information which is usually supplied
renders such an adjustment impossible. Secondly, statistics commonly com-
piled would show that wages have increased in exactly the same proportion
as productivity (from one to five loaves), while in reality the wages of the
productive workers lagged considerably behind the rise of their productivity.
That the official statistics convey such garbled impressions is obviously not
fortuitous; it is due to the concepts which govern their organization. With
the notion ‘economic surplus’ denied official recognition, and with the all
but meaningless distinction between ‘production’ and ‘non-production’
workers substituted for the all-important difference between productive and
unproductive workers, available statistics hide rather than illuminate a most
important aspect of capitalist reality.
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" that the two beverages are present in the bottle in some definite
. quantities. What is more, to whatever extent the bottle may be
filled, it can be safely asserted that in the absence of one or the
other ingredient of the mix, it would be less full than in its
presence. That we cannot at the present time neatly separate the
wheat from the chaff, i.e., identify unequivocally the dimensions
of the socially desirable output and of the economic surplus in
our economy, is in itself an important aspect of the economic
and social order of monopoly capitalism. Just as the problem of
consumer sovereignty is not whether a commissar should
screen existing consumers’ wants and impose on them standards
of good taste, but rather how to attain a social and economic
order which will lead to the emergence of a differently oriented
individual with different wants and different tastes, so it reflects
a complete misunderstanding of the issue to demand from the
critical economist that he present a comprehensive compilation
of the existing number of unproductive workers and the ex-
isting volume and forms of waste. Apart from the, by no means
trivial, fact that under prevailing conditions there is not (and
cannot be) available the amount and kind of information and
knowledge that would permit the drawing up of such a ‘cata-
logue’, no economist, however ingenious, could presume to set
himself up as a sort of tsar empowered.to lay down the criteria
by which the ‘sorting out’ process should be carried out. For it
can only be a socialist society itself — in which people are not
governed by the profit motive and in which the individual is
steeped not in the ‘values’ and mores of the market place but in
the consciousness emerging from the new, socialist relations of
production — which will give rise to a new structure of indi-
vidual preferences and to a new pattern of allocation of human
and material resources. All that the social scientist can do in this
regard is to serve as Hegel’s ‘owl of Minerva which commences
its flight in the onset of dusk’, and signal orbi et urbi that a
social order is fatally ill and dying. The concrete forms and
working principles of what is moving to take its place and the
exact specifications of the changes which the new society will
carry in its train, can be broadly visualized but not precisely

T-B
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established by economists and statisticians, however skilful they
may be. This must be left to the social practice of those who
will struggle for and succeed in achieving a socialist order.

Of a different nature is another argument advanced against
the theory of the rising surplus. Its burden is that the distinction
between socially desirable output and economic surplus is irrel-
evant, even if it could be made with all the required exactness.
For since a satisfactory level of income and employment
depends on an adequate amount of aggregate spending regard-
less of what the spending is on, the question whether it evokes
useful output or waste, employs productive or unproductive
labour is brushed aside as having no bearing on ‘business con-
ditions’, and on the extent to which the society of monopoly
capitalism provides for ‘fullness’ of employment. This reason-
ing, cogent as it is, resembles all Keynesian short-run analysis in
being desperately myopic. It is undoubtedly true that invest-
ment in productive equipment and investment in submarines,
consumption of books and ‘consumption’ of advertising,
incomes of physicians and incomes of drug peddlers, all enter
aggregate effective demand and help to maintain income and
employment. It is equally clear, however, that the resulting
structure of output, consumption, and investment exercises a
profound impact not merely on the quality of society and the
welfare of its members but also on its further growth and de-
velopmental possibilities. Moreover, while a few decades ago it
might have been possible to argue that, given a shortage of
rational employment, any employment — as irrational as dig-
ging holes in the ground, for example - is better than no em-
ployment, even this cold comfort is no longer available in our
day when the alternative to unemployment is no longer rela+
tively innocent digging but the all but innocent stockpiling of
means of destruction.1?®

19. An extension of this discussion can be found in Paunl A. Baran, ‘Reflec-
tions on Underconsumption® in Moses Abramovitz and others, The Allo-
cation of Economic Resources (Stanford, California, 1959); reprinted also in
Shigeto Tsurn, ed., Has Capitalism Changed? An International Symposium
on the Nature of Contemporary Capitalism (Tokyo, 1961).
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~'A further objection has been voiced that while all.the above
may be correct, it should not be forgotten that it is precisely
owing to all the irrationality and waste that characterize mon=
opoly capitalism that high levels of income and employment are
maintained, considerable amounts of rational investment are
induced, and certain — if admittedly low — rates of economic
growth are achieved. This argument is very much akin to the
counsel to burn the house in order to roast the pig. But the
worst of it is that it is not even true that in the process ‘the pig
gets roasted’, that —~ to paraphrase J. K. Galbraith?® — such
increases in wealth as have taken place under monopoly capital-
isi in the United States go far to render the irrationality of the
systéem ‘inconsequential’. It surely is not ‘inconsequential’ that
even after'the Second World War - during what C. Wright
Mills has so aptly called the years of the ‘Great American Cele-
bration’ - in at least one-half of the period (1948-9, 1953-4,
1957-8, 1960 to date) government-reported unemployment has
been in the neighbourhood of 5 million, and according to trade
union sources no less (and probably more) than 6 million.

Nor can it be shrugged off as ‘inconsequential’ that in what
has come to be referred to as the affluent society, approximately
one-third of the people live under conditions of abject poverty,
and at least one-fifth of all American families (and twice as
large a proportion of non-white American families) subsist in
miserable substandard and slum dwellings. And if cold stat-
istical aggregates are left aside and concrete conditions-are
examined in specific areas, the human tragedy encountered
defies description. ‘In a slum section composed almost entirely
of Negroes in one of our largest cities,” writes a former presis
dent of Harvard University, James Bryant Conant, ‘the fols
lowing situation was found: A total of 59 percent of the male
youth between the ages of sixteen and twenty-one were out of .
school and unemployed. They were roaming the streets . . .’

20. American Capitalism: the Concept of Countervailing Power (Boston,

1952), p. 103.
- 21, Slums and Suburbs: a Commentary on Schools in Metropolitan Arm

(New York, Toronto, London, 1961), pp. 33 4%
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All that can be said for the objection now under discussion is
that the development of capitalism in general and. of .its Jast
phase — monopoly capitalism — in particular,: while nowhere
near creating anything resembling a good society,?? has pro-
duced the objective potentialities for the emergence of such a
society. The prodigious expansion of the forces of production
which has taken place during the period of imperialism, al-
though a by-product of war, exploitation, and waste, has indeed
laid the foundations for the truly affluent society of the future.
But such a society cannot evolve under the rule of an oligarchy
administering society’s vast resources for the benefit of a few
hundred giant corporations and with the all-controlling purpose

" of the preservation of the status quo. Such a society can become
reality only when its abundant resources will be administered
by a human ‘association in which the free development of each
is the condition for the free development of all’.

This brings me to the second comment which I should like to
make in connection with the monopoly capitalism chapters of .
this book. This comment refers to the view of innovation and
technological progress under monopoly capitalism which is there
advanced. Although I still believe in the basic soundness of
Steind!’s contention, to which I subscribed, that technological
progress and: innovation are a function of investment rather
than vice versa, I have devoted -insufficient space to the unde-
niable dialectical interaction of the two processes. Not only do
the institutionalized research and development staffs of giant
corporations operate, to some extent at least, with a‘ momentum
of their own and grind out inventions and technical improve-
ments as a matter of normal routine,?* but what is perhaps
even more important, the military establishment which has
become a permanent and vast component of the economy of

22, This is not the place to go into a more detailed description and
analysis of the quality of the monopoly capitalist society; for this the inter-
ested reader is referred to Sweezy’s and my forthcoming book, and in the
meanwhile to Monthly Review, July-August 1962, where some parts of that
book are scheduled to be published in advance.

23, ¢f, Paul M. Sweezy, ‘Has Capitalism Changed ?’ in Shigeto Tsuru, ed.,
op. cit., pp. 83 ff.
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monopoly capitalism, has turned into a continuously operating
‘external stimulus’ to both investment and -scientific and tech- .
nological progress. As the demand of the military has to a con-
siderable extent replaced the demand of the would-be investor,
so the sequence of Soviet Sputniks and Luniks has taken over
some of thefunctions of the ‘perennial gale’ of competition.
This does not:call for regressing to the position of Schumpeter
to whom technological progress was a deus cum machina -
autonomous and inexplicable. Nor does it imply that tech-
nological progress determines investment, so that forthcoming
increments to knowledge tend to be regularly translated into
additional productive facilities. What it does suggest, however, -
is that the-consolidation of research and development activities
within the framework of giant corporations combined with a
steady flow-of military demand creates certain investment op-
portunities when there otherwise would be fewer or none. And
the importance of the military nature of demand as well as of
the monopolistic and oligopolistic nature of supply expresses
itself most precisely in the selection of the technological poten-
tialities “‘which are made use of as well as in the rejection of
those which remain in the files of scientists and engineers. Both
the slow progress made in the economic application of atomic
energy as well as the very umeven advances in automation
would seem to justify the proposition that only that technical
progress is‘acceptable to monopolistic and oligopolistic business
which is either required by the military or sharply reduces costs
without at the same time unduly expanding output.

3

We turn now to the underdeveloped countries. To Chapters
Five, Six, and Seven, dealing with one of the three dominant
themes of our age (the other two being the vicissitudes of mon-
opoly capitalism during its current period of decline and fall,
and the outlook for the nascent socialist societies in Europe and
Asia),?¢ I would like to add a qualification and a reaffirmation.

- 24, Since this book was first published, Latin America has joined the
regions of socialist beginnings.
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The former has to do with the applicability of the general
theory advanced in this book to some highly populated areas
with what Marx called the ‘Asiatic mode of production’ - no-
tably India and Pakistan. In such parts of the underdeveloped
world, several critics have contended, it might well be feasible
to ascertain with some degree of accuracy the magnitude of the
economic surplus appropriated by landowners, "usurers, and
commercial intermediaries of all kinds, but it would be wholly
impossible to channel that segment of the surplus into pro-
ductive investment even after these parasitic strata had been
swept aside by a social revolution. This view is based on two
sets of considerations. First, it is argued, a revolutionary
government which would carry out the necessary expropriation
measures could not possibly substitute itself for the blood-suck«
ing rent collectors, money-lenders, and greedy traders who were
eliminated by the very revolution that put it into power. With
such a switch in the destination of the surplus thus politically
precluded, the nationalization and confiscation measures would
not lead to an accumulation of an investible surplus in the
hands of the revolutionary government but to its lapsing into
the peasants’ desperately skimpy consumption basket. The
second point is that in an underdeveloped country in which the
economic surplus accrues to a numerically insignificant group
of exploiters (as was and is the case in countries with a “classic’
feudal system and/or those dominated by a handful of dom-
estic and foreign monopolists) the situation is quite different
from that prevailing in a society in which a multi-million-strong
stratum of kulaks, village bosses lending money on the side,
small traders, dealers, and brokers, appropriate altogether an
amount of economic surplus constituting a large slice of total
national income but providing only low per capita incomes to
its recipients. In the former case the expropriators can be rela-
tively easily expropriated, and their fate after the expropriation
does not present a major social problem; their number being
small, théy either find alternative employment, emigrate, or
retire to live on some remnants of their fortunes. In the latter
case, however, the surplus recipients, being many, constitute an
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-important social and political force; and, once deprived of their
revenues, present a serious problem in social welfare. In fact,
supporting them on even a minimum level by means of relief or
artificially created jobs could annul much of the advantage de«
rived from the expropriation itself.

These are serious problems, and although I was by no means
oblivious of their existence when writing this book,?* they
may not have received sufficient attention and emphasis. I do
not believe, however, that recognizing their importance vitiates
the basic approach to the issues confronting the underdeveloped
countries which is outlined here. It undoubtedly implies that in
séme countries the breakthrough to the open road of economic
and social.growth is more difficult than in others, and that the
obstacles that need to be overcome are in some places more
formidable than elsewhere. It may well be, indeed, that in coun-
tries which are particularly plagued by the structural malaise
just described, the strategy of development may have to be
different from the one suitable to societies more favourably
structured. Lenin’s famous law of uneven development suggests
obviously not only that the historical process is different in
different societies, but also that the stage reached at any given
time differs from country to country. There is thus no general
formula applicable to all situations regardless of time and
place, and nothing was ever further from my mind than an
intention to assert the existence of such a magic wand.

Consider for instance a country in which there exists a certain
nucleus of an industrial economy and where the peasantry,
whether exploited by kulaks, or held in servitude by feudal
landlords, is intensely land-hungry, and longs for nothing but
individually owned plots of land. In such a country it may be
possible to generate a sizeable amount of economic surplus via
the economy’s industrial sector. If, in addition, the country is
relatively small so that whatever aid it may receive from abroad
can materially influence the volume of its capital accumulation,
it may well be able to afford to allow its peasants to ‘sit it out®
for a while, and to learn by observations and expenence

- 28. of. pp. 3Mﬂ as well as pp. 41811,
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the -advantages of a rational and modern . organization of
agricultural production. Such has apparently been the broad
perspective of some socialist countries in Eastern and-South- -
eastern. Europe.

Take, on the other hand, a large country with a sma.ll indus-
trial oasis in a vast sea of subsistence farming. Here the indus-
trially . generated surplus is of necessity small, and - the
practically accessible foreign assistance can constitute at best:
only a drop in the bucket of development requirements. If in
such a country, the peasants’ craving for individually owned
plots is for any number of economic or cultural reasons not
urgent or even absent, its agricultural economy can-be shifted
on to new tracks based on cooperative farming or even on a
system of state-operated, large-scale, and increasingly pro«
ductive ‘factories in the field’. The gentry, rich peasants, village
storekeepers, and money-lenders displaced in the process may
either be integrated into the new agricultural economy or find
employment  in the expanding industrial and . distributive
sectors. And the surplus which they used to appropriate may
become available for purposes of economic development. This
would seem to be — in a nutshell — the model of the Chinese
strategy of economic development.

And visualize finally a banana or sugar republic — if that
flattering - designation is considered applicable to the semi-
colonial dictatorships involved — where the buik of agricultural
output is produced in plantations, and where the agricultural
population consists predominantly or in large part not of
peasants but of agricultural workers. In such countries the ex-
propriation of the peasant was so thoroughly completed by the
domestic and foreign plantation owners that even the image of
individual land holdings has all but evaporated from the men-
tality of the rural proletariat. There mass parcelling of land is
not on the agenda at all, and the nationalization of the plan-
- tations places immediately at the disposal of society as a whole
the surplus that was previously appropriated by foreign and
domestic corporations. This is not to say that all of the surplus
so released can be turned to investment; much of it may have to
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be used to-raise immediately the wretched living conditions of
- the working population. Also complications and frictions in the
process of the’ reorganization of the economy, difficulties in
securing new sources of essential supplies, as well as in finding
new markets for customary exports — all largely due to the
sabotage and obstruction on the part of the former ruling class
at home and its allies and protectors abroad — may temporarily
reduce aggregate -output and accordingly also the volume of
available surplus. In such a situation the possibility of over-
coming all these hurdles is to such an extent dependent on
various economic and political factors at home and abroad that
there can hardly be a generalization that would fit the indi-
vidual case. The obvious-example of what I mean is the dra-
matic experience of Cuba since its great Revolution.2¢

Thus each and every one of the underdeveloped countries
presents a wide spectrum of economic, social, cultural, and pol-
itical configurations; and nothing could be more futile than to
seek to force them into a rigid mould of a ‘universal pre-
scription’. But as the intellectual gratification derived from the
discovery of a broad generalization should not be permitted to
deflect attention from the specificity of concrete reality, so
fixation on detail must not be allowed to bar the insights which
can- only be gained through generalizing - i.e, theoretical —
thought. And this brings me to what I referred to earlier as a
reaffirmation of my views on the basic problem confronting the
underdeveloped countries. The principal insight, which must"
not be obscured by matters of secondary or tertiary import- -
ance, are two.

The first is that, if what is sought is rapid economic develop-
ment, comprehensive economic planning is indispensable. Small
and gradual changes taking place, as it were, on the margin may
well be expected to come about by a spontaneous process of
trial and error, A few per cent increase of.output of any pro-

26. A comprehensive account of the developments in Cuba will be found
in Leo Huberman and Paul M. Sweezy, Cuba: Anatomy of a Revolution
(second edition, New York, 1961), and an elaboration of the remarks above
in my Reflections on the Cuban Revolution (second edition, New York, 1961).
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duct already being produced can usually be obtained withotrt
any major planning effort, by raising somewhat its price and by
letting the necessary adjustments ‘work themselves out’. How-
ever, if the increase in a country’s aggregate output is to attain
the magnitude, of, say, 8 to 10 per cent per annum; if in order to
achieve it, the mode of utilization of a nation’s human and
material resources is to be radically changed, with certain less
productive lines of economic activity abandoned and other
more rewarding ones taken up; then only a deliberate, long-
range planning effort can assure the attainment of the goal. On
this there is actually hardly any disagreement among serious
students of the subject.?” What is perhaps even more import«
ant, on this there is no ambiguity in the historical record. While
the most conservatively estimated per capita rates of economic
growth in the socialist countries have been in the order of 10 per
cent per annum, in capitalist countries — advanced and under-
developed alike — they rarely exceed 3 per cent, except for
extraordinary circumstances of war booms and postwar recon-
struction. ’

The second insight of crucial importance is that no planning
worth the name is possible in a society in which the means of
production remain under the control of private interests which
administer them with a view to their owners’ maximum profits
(or security or other private advantage). For it is of the very
essence of comprehensive planning for economic development
~ what renders it, indeed, indispensable — that the pattern of
allocation and utilization of resources which it must impose if it

"is to accomplish its purpose, is necessarily different from: the
pattern prevailing under the status quo. Since, however, the
prevailing pattern of resource allocation and utilization cor-
responds, at least approximately, to the best interests of the

27. This is not the place for a survey of the relevant literature; suffice it to
mention the writings of H. B. Chenery, E. S. Mason, T. Scitovsky, and J.
Tinbergen, the principal burden of which is the demonstration of the neces-
sity of coordination and synchronization of investment if the: rapid
economic development of underdeveloped (or, for that matter, developed)
countries is to be effectively advanced. R
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dominant class, it is inevitable that any serious planning en-
deavour should come into sharp conflict with that dominant
class and its allies at home and abroad. This conflict can be
resolved in one of three ways: the Planning Board; if one is
created by a capitalist government, can be taken over - like the
government -itself - by the dominant interests, its activities
turned into a sham, and its existence used to nurture the illusion
in the underlying population that ‘something constructive is
being done’ about economic development. The second pos-
sibility is that the Planning Board established by a reform
government remains more or less impervious. to the influences,
pressures, and bribes of powerful interests, is staffed by honest
reformers who believe in the independence and omnipotence of
the state in the capitalist society and set out to introduce far-
reaching changes in the national economy. In that case the
Board is bound to run into tenacious resistance and sabotage on
the part of the ruling class, achieves very little if anything, and
ends up in a state of frustration and impotence with the fatal
by-product of discrediting the very idea of planning in the eyes
of large strata of the population. The third alternative is that
planning becomes the battle cry of a broad popular movement,
is fought for relentlessly against the entrenched beneficiaries of
the ancien régime, and is turned into the basic organizational
principle of the economy by a victorious social revolution
sweeping aside the former ruling class together with the insti-
tution of private property in the means of production on-which
its very existence rests.

It may be objected that all this may well be true if the
fundamental premise is granted: that what is needed is rapid
economic development. But why the hurry? Why this ‘ob-
session’ with economic growth, to use an expression of a recent
writer on the Soviet economy? The mere asking of these ques«
tions reflects the intellectual distance of Western observers from
the living conditions in the underdeveloped countries and the
mood of the people who have to endure them. Ours is an age in
which misery, starvation, and disease are no longer accepted as
inéluctable fate, and ours is the century in which socialist con-
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struction has moved from the realm of theory into the realm of
practice. The peoples of the backward areas now know that
economic and social progress can, be organized, given the will,
determination, and courage to declare a war against under-
development and given the unbreakable resolution to wage that
war in the face of the most ruthless resistance on the part of
domestic and foreign exploiters;

4

From such historical experience as we have, it is abundantly
clear that the struggle is protracted, hard, and cruel. The victory
of the social revolution, although decisive, is merely a success
‘in the first round’, The establishment of the capitalist mode of
production. and of bourgeois rule, where it was fully attained,
took centuries of cataclysmic developments. It can hardly be
expected, even in our-much faster-moving time, that the great-
est social transformation of all — the abolition of private prop+
erty in the means of production and therefore of exploitation of
man. by man - should be fully achieved within a few short .
decades, It is quite understandable that to many the ascent :
appears sometimes to be prohibitively steep and the uphill
movement hopelessly difficult; Since it is impossible to attempt
here a comprehensive analysis of the hurdles and problems en- -
countered in the process of socialist construction, I shall limit
myself to a few brief remarks on some areas where the road«
blocks have been particularly conspicuous in the recent past.
First and foremost among them is the international arena
where social revolutions, regardless of where and how they
unfold, meet with the implacable hostility of the ruling class of
the United States — the most powerful citadel of reaction in the
world today. No régime is.too corrupt, no government too
~ criminally negligent of the vital interests of its people, no dic-
tatorship too retrograde and cruel to be denied the economic,
military, and moral support of the leading power of the *free
world’ - as long as it proves its allegiance to the anti-socialist
Holy Alliance, At the same time, no popular movement, how-
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ever inclusive and however heroic, no socialist government,
however democratically elected and however dedicated to.the
advancemert of its people, can count on as much as non-inter-
vention on the part of those who never tire of hypocritical pro-
fessions of their devotion to social progress and to the
democratic process. The unabating aggressive?ess of the im-
perialist powers — large and small - immeasurably obstructs the
economic and social progress in the countries which have en-
tered the road of socialist construction.2® Looking at the
matter in purely economic terms and considering the burden of
defence expenditures imposed on the socialist countries by the
ever-present threat of imperialist aggression, it is obvious how
- large the costs are that the nascent socialist societies are forced
by their class enemy to bear.2?

The massive diversion of resources from investment, resi-
dential construction, and production of consymer goods that is .
necessitated by the maintenance of the indispensable defence
establishment, slow down the rates of economic growth of the
socialist countries, prevents a more rapid increase in the living
standards of their peoples, and creates and recreates frictions
and bottlenecks in their economies. This heavy load will have to
be carried by the socialist societies as long as the threat of
imperialism exists; its burden will not decline until the socialist
economies have grown - in spite of it — so strong as to greatly
reduce its relative weight.

28. The grave harm done to the magnificent revolutionary effort of the
Cuban people by the ‘starving out’ strategy of American imperialism is the
most striking and the most distressing case in point.

29. Those who are so influenced by the mendacious propaganda of im-
perialism as to believe that the vast armaments build-up in the United States
is governed by the fear of aggression on the part of the socialist countries
must read the monumental work of Professor D. F. Fleming, The Cold War
and Its Origins, 2 vols. (New York, 1961), as well as the revealing account of
the actual course of disarmament negotiations in recent years by Professor
J. P. Morray, From Yalta to Disarmament: Cold War Debate (New York,
1961). It is hard to believe that anyone who is willing to recognize the truth
can fail to be impressed by the incontrovertible evidence assembled in these
extraordinary studies. :
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The second area in which the difficulties of the socialist coun-
tries have been most marked is that of agricultural production.
There the sources of trouble are manifold. The process of in-
dustrialization, accompanied of necessity by a population shift
from rural to urban areas, and the maintenance of a military
establishment which eats but does not produce, have
significantly raised the aggregate demand for food and other
products of agriculture. This increase of demand has been, on
the whole, nowhere accompanied by a sufficient expansion of
supply. This is primarily due to the fact that while in countries
with considerable underemployment in the villages, the pros
ductivity per man at work could be raised relatively fast, the
increase of productivity per acre has proved to be an extremely
slow process. Thus what might be called the mechanical revo-
lution in agriculture brought about by the introduction of elec-
tricity, tractors, combines, and the like accomplished its
purpose by freeing millions of peasants for non-agricultural
employment; it did not lead to the spectacular increases of agri-
cultural output per acre of land that was expected by many
economic theorists — Marxist and non-Marxist alike. The in-
crease of productivity per acre depends apparently much more
than was anticipated on the chemical revolution in agriculture:
on the application of synthetic and other fertilizers, on seed
selection, the adoption of improved methods of livestock breed-
ing, and so forth. This is, inevitably, a slow process: 2 to 3 per
cent increases of output per acre per year are considered by
agronomists to constitute a respectable performance. The
achievement of such a rate of growth is predicated on the avail.
ability of the necessary supplies (fertilizers, choice seeds, breed-
ing animals, etc.), but also on the skill, diligence, and patience
of the cultivators.?® ,

30. The situation is obviously somewhat different in parts of the world
where the underemployment of manpower in agriculture is matched by
underutilization of arable land — as in the case of Cuba. Under such circum-
stances, aggregate agricultural output can be, at any rate in the early stages,
rapidly increased by taking into cultivation previously uncultivated ams,

although even in such cases major difficulties are caused by lack of agn-
eultural implements, fertilizers, and livestock.
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This in turn points to another complication which has arisen
in the Soviet Union as well as in other industrializing socialist
countries. It stems from the fact that the industrialization of an
agricultural country, particularly in its early phases, involves
quite naturally the ‘glamorization’ of industrial work, its ac-
quiring greatly enhanced prestige and attractiveness. Large new
industrial plants, tremendous power developments revolution-
izing the lives of entire regions, thrilling technological achieve-
ments move into the centre of national (and international)
attention, become objects of intense - and justified - pride, and
are -allotted a preponderant proportion of publicity, of the
government’s political and organizational effort, and of scarce
administrative and scientific talent. By comparison, the plod-
dmg day-to-day drudgery of agricultural work recedes into the
grey and dull background of social existence. A young man or
woman of ambition, ability, and energy no longer wishes to
remain ‘stuck in the mud’ of the agricultural backwaters, to stay
confined to the ‘idiocy of rural life’ and be limited in his or her
growth and development to what can be achieved even in the
most progressive agricultural community. The lure of the city,
of its opportunities for material and social advancement, edu-
cation, participation in cultural activities and plain fun, as well
as the desire to become a member of the industrial working
class — the most respected stratum of society — exercise an all
but irresistible pull on the younger generation. The result is that
agriculture becomes increasingly abandoned by its best poten-
tial workers, and left to elderly people or to those who do not
have the imagination, the enterprise, and the drive to move into
the ‘big, wide world’.3*

This in turn contributes seriously to the persistent lag in the
growth of productivity in agriculture. Nor is it easy to com-
pensate for the relative weakness of the agricultural labours
force by the employment of technical devices. Work in industry

31, After the Second World War, the situation in the Soviet Union in
pa.rtlcular was seriously aggravated by the casualties suffered by the agri-
cultural male population to a larger extent than by the industrial proletariat
who were more frequently exempted from military service.
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gives rise to discipline -and standards of .performance by-a -
specific momentum of "its. own. The collective nature: of -the
activity involved, its structuring and timing by conveyor belts
and similar arrangements, the interdependence and indis-
pensability of specific operations — all impose on the industrial
worker a certain rhythm of work which sets its tone, determines
its tempo, and largely accounts for its outcome. The situation in
agriculture is quite different — such modernization of agricul-
tural methods of production as has taken place notwithstand-
ing. Apart from certain collective functions, the individual
worker is to a large extent on his own. Whether in ploughing a
field or in tending to an animal, it is his (or her) initiative,
conscientiousness, and exertion which markedly influence the
degree of success attained. And where hide-bound con-
servatism, irresponsibility, and aversion to hard work charac-
terize those working in agriculture, aggregate agricultural
output is bound to be seriously affected.

Under capitalist conditions the tendency of the cream of agri-
cultural manpower to migrate to the cities has usually been kept
in check by the slowness of the capital accumulation process
and by the more or less chronic shortage of urban jobs resulting
therefrom. Accordingly, agriculture remained overcrowded,
competition in it fierce, and productivity and real income per
man increased much more slowly than productivity per acre. In
the socialist society matters had to take a different course. The
collective, large-scale organization of agriculture which, by
doing away with the unviable dwarfholdings :of the peasantry,
creates the indispensable ¢onditions for the long-term, sustained
growth of agricultural production, transforms the peasant into
an industrial worker working in agriculture. In this way it
insulates him from the ruinous impact of the capitalist market,
immunizes him against the sticks and carrots of the competitive
struggle, without putting him at the same time into the frame-
work of integration, coordination, and discipline characteristic
of a large-scale modern industrial enterprise. And what is even
more paradoxical and economically serious: by advancing him
to the status of a full-fledged working member of a socialist
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society,-it- accords him-automatically a-claim to-a-share. of
aggregate social .output, to real income, which is at least ap-
. proximately equal to the shares of other, more productive
workers. S
This amounts in effect to a reversal of the earlier relation:
agriculture becomes subsidized by industry. This is exactly as it
should be, except that these subsidies do not lead to an adequate
expansion of agricultural output. In the longer run this problem
can, and undoubtedly will, be solved. Once a considerably
higher stage of economic development is reached, the living and
working conditions in city and countryside will be more nearly
equalized and it will become possible to provide for the move-
ment of skilled, educated, and socially conscious and re-
sponsible svorkers not only from the village to the city but also
from the city to the village, with both of these movements turn-
ing into a general means of enhancing the variety, stimulation,
and gratification derived from productive work in industry as
well as in agriculture. Before that situation is reached, however,
there is still a long way to go. In the meantime, in different
socialist countries reliance is placed on different palliatives. th
some countries the collectivization of agriculture was halted (or
even reversed) with a regulated exchange between city and vil-
lage taking the place of an immediate socialization of agricul-
ture. In another socialist country, China, a solution has been
sought in the opposite direction, through a more rapid trans-
formation of the peasant economy into a system of socially
operated, disciplined, large-scale agricultural enterprises. In the
Soviet Union an in-between course has been followed: agricul-
tural work is being ‘re-glamorized’, investment in agriculture is
being increased as much as possible, and incentives to collective
farmers raised by shifting relative prices in favour of agricul-
ture. Much of this puts an additional strain on the industrial
economy, cuts into real wages of industrial workers, and
reduces the volume of surplus investible outside of agriculture,
thus slowing down the overall rate of economic growth. Even
so, the agricultural difficulties, not insuperable but seriously
hampering and retarding the development of the socialist

-
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societies, represent only a fraction of the tremendous price
which the socialist societies have to pay for having first emerged
in underdeveloped countries.

It is against the background of this economic stringency — the
insufficiency of agricultural output to keep pace with the rising
living standards of the people, and the shortage of industrial
output in the face of rapidly growing demands from within and
without the individual socialist countries — as well as of the
intensified class struggle in the international arena that one must
consider the political troubles within the socialist camp. Under
this heading, there is in the first place the all-important problem
of retention of popular support by the socialist government
during the most trying effort to initiate the ‘steep ascent’. What

“has come to be called the ‘revolution of rising expectations’
which is sweeping the world’s underdeveloped countries con-
fronts not only reactionary and corrupt régimes seeking to stem
it by all available means, but also revolutionary governments
dedicated to economic development and socialism. Since a
rational plan of economic advancement calls not for the shot-
in-the-arm policy of an immediate increase of popular con-
sumption, but for a well-considered strategy of assuring maxi-
mum possible rates of growth over a planning horizon of, say,
10-20 years, it is not only possible but most likely that during
the early phase of the effort mass consumption should rise very
slowly, if at all. Only after the foundations of a progressive
economy have been laid, and the ‘hump’ overcome, can the
system begin to yield fruits in the form of an expanding supply
of consumer goods, housing, and the like.

Yet the masses who have just been through a revolution, Who
have fought and suffered in the bitter struggles against their
class enemies and exploiters at home and abroad, seek and feel
entitled to immediate improvements in the daily lives of their
cities and villages. The fledgling socialist government cannot
conjure such improvements out of the ground. Still engaged in
the ‘uninterrupted revolution’, it must demand ‘blood, sweat,
and toil’ without being able to offer commensurable rewards hic
ét nunc. Only the most class-conscious and insightful groups in
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society recognize and comprehend the momentous issues in-
volved. Broad strata of the population, unaccustomed to think-
ing in terms of economic necessities and longer-run perspectives
can easily become disaffected, can fall prey to enemy propa-
ganda which seeks to capitalize on their age-old superstitions
and ignorance, can lose their faith in the revolution. They do
not grasp that the suffering under the ancien régime was
suffering for the benefit of their domestic overlords and their
imperialist exploiters, that the misery which they had to endure
in the past was misery without hope and prospect — while the
privations accompanying the revolution are the birth-pangs of a
new and better society. And ignoring this fundamental
difference, they frequently became apathetic or even hostile to .
the revolution itself. This inevitably gives rise to a more or less
acute conflict betwen socialism and democracy, between
people’s long-run needs and their short-run wants. Under such
circumstances the socialist government’s unwavering and un-
compromising commitment to the overriding interests of
society as a whole, its unquestionable duty to defend these
interests against their foreign and domestic enemies no less than
against opportunists and traitors among its adherents, creates
the need for political repression, for curtailment of civil liber-
ties, for limitation of individual freedom. This need can only
recede and eventually disappear when the objective hurdles are
at least approximately mastered, when the most burning econ-
omic problems are at least approximately solved, and when the
socialist government has attained a measure of stability and
equilibrium.32

Stemming from the same basic cause, in one word poverty, is
the second category of troubles besetting the socialist camp: the
relations among socialist countries. These relations have obvi-
ously not been as harmonious as a socialist would have liked
them to be; but while giving rise to legitimate concern, they
must be subjected to a dispassionate analysis and put into a
proper historical perspective. Although nothing that might re-

32. The Soviet experience during the last decade provides an exeellent
illustration of this development.
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sémble adequate information is at my disposal, from what little
I have been able to learn it would seem that the causes of the
existing tensions relate to several closely interdependent issues.

One has to do with the allocation of economic resources
within the socialist camp, and stems essentially from the vast
differences in the degree of economic development attained by
the individual socialist countries. To put it in its simplest terms,
the ‘question is, how much aid should the economically most -
advanced members of the socialist camp — primarily the Soviet
Union but also Czechoslovakia, the German Democratic Re-
public, and Poland - give other less (and very much less) de-
veloped socialist countries? Clearly, no such problem would
exist, if all socialist societies were about equally rich or if ail
were about equally poor. It should also be clear that at the
present time -an even proximate equalization of per capita
incomes between the haves and the have-nots in the socialist
camp ‘is entirely impossible. It would drastically reduce the
living standards of the, say, 250 million people living in the
better-off parts of the socialist world, and evenif such a move
could substantially accelerate the growth of the worse-off parts
inhabited by over 700 million people, it would be politically. and
socially wholly unfeasible, would be, indeed, suicidal to social-
ism in the more fortunate nations.

This issue was obviously not on the agenda as long as the
Soviet Union and other European socialist countries were in the
throes of reconstruction from the economic catastrophe caused
by the war, and could furnish no more than symbolic a3sistance
to the worst situated arrivals in the socialist camp. It became
more urgent in the middle 1950s by which time the Soviet
Union had made major strides in its economic reconstruction
and advancement, and embarked — after the death of Stalin —
on a course of a far-reaching economic and political liber-
alization. In the economic realm this implied a shift from the
earlier policy of austerity and limitation of current con-
sumption for the sake of the highest attainable rates of invest-
ment and growth, to a marked increase in the supply of
housing, manufactured consumer goods, and food to the Soviet
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people who had suffered grievous privations during the pre-war
era of industrialization and were forced to make even more
enormous sacrifices during the shattering years of the war. In the
area. of  politics it meant a drastic change in the general atmos-
phere prevailing in Soviet society, the elimination of political
repressions, and a break with the rigid dogmatism which
affected all aspects of Soviet life during the rule of Stalin. As far
as international relations are concerned, the new course in-
volved a major effort to arrive at some accommodation with the
United States with a view to the preservation of peace, to a
reduction of the burden of armaments, and to securing a re-
laxation .of international tensions necessary for the con-
solidation and progress of socialist societies in the Soviet Union
as well as;in the countries which entered the road to socialism
after the Second Wofld War. Indeed, the advancement and in-
‘creasing welfare of these socialist societies were pronounced to
be one of the most important leverages for the further expansion
of socialism in the world. In what appeared to be a repudiation
or at least an important modification of the conventional theory
of imperialism, the new Soviet leadership declared such an ac-
commodation to be not impossible in view of the radical shift in
the world’s balance of power caused by the rapidly mounting
strength of the socialist bloc and the progressive disintegration
of the imperialist control over colonial and dependent coun-
tries. In fact, the latter process was to be accelerated by the
extension of economic and political aid to the newly emerging
nations.

Various aspects of this new course were met with scepticism
in China and other socialist countries still struggling desperately
with the initial, most formidable, hurdles on the road to econ-
omic development. The disagreement involved the timeliness
and wisdom of the liberalization programme in the Soviet
Union in the light of the needs of the entire socialist camp, the
appraisal of the ‘appeasability’ of the imperialist powers, and
the judgement on what constitutes the best strategy in the
struggle against imperialism and for peace and socialism.38

33.. In Albania, and possibly elsewhere, it was apparently also held that
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But while increasingly pronounced in the course of the last
few years, it was not until the 22nd Congress of the Commumst
Party of the Soviet Union in the autumn of 1961 that the con-
troversy erupted into a publicly acknowledged major conflict.
Although still retaining its original roots, the dispute became
acerbated by a number of developments. In the last couple of
years, for reasons which it would take us too far afield to
discuss, the economic development of China has suffered a
serious setback,’* and accordingly its need for large-scale
economic assistance from the Soviet Union has greatly in-
creased. Soviet policy at the same time remains committed to
continuing on the road to further liberalization. This was sol-
emnly proclaimed in the programme of socialist construction in
the Soviet Union adopted by the Congress, which provides for
spectacular increases not only of the gross national product of
the U.S.S.R in the next twenty years, but also for a significant
reduction of the number of working hours of Soviet workers
and for a vast improvement of the general living standard of the
Soviet people. The question naturally arises whether it is neces-
sary to set the Soviet welfare targets as high as they are fixed in
the new Programme, whether the policy adopted with regard to
the rates of growth of the entire economy combined with some-
what less ambitious goals in terms of consumption would not

Soviet grants and credits to non-socialist underdeveloped countries reflect
nothing but an illusion that the non-socialist governments of those countries
could be genuinely won over to the cause of peace and sotialism. In.a
decisive moment, regardless of what benefits they may derive from the Soviet
Union and other socialist countries, these governments would betray their
benefactors and join the imperialist camp. Therefore - it was argued — all
resources allocated to such uncertain friends ‘are wasted and could and
should be more usefully employed in helping socialist countries. This is
reported in an article by F. Konstantinov, the editor-in-chief of the official
theoretical organ of the Central Committee of the Communist Party of the
Soviet Union Kommunist: ‘Raskolnicheskaya, antimarksistskaya deyatelnost
albanskikh rukovoditeley,” (‘The divisive, anti-Marxian activity of the
Albanian leaders.”) Kommunist, November 1961, p. 48.

34, Albania has apparently fared even worse, although there, according
to some reports, the fault lies chiefly with highly inefficient management on
the part of the party leadership.
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leave more room for a programme of large-scale assistance to
other socialist countries. In other words, does not the Soviet
Party leadership take a too narrow, ‘nationalist’ view of the
needs and requirements of the entire socialist camp and focus
too much on the rapid betterment of the economic situation of
the Soviet people? And would not more rapid progress of the
Chinese, North Korean, North Vietnamese, and other under-
developed socialist economies have a larger impact on the
world as a whole, and on the peoples in the non-socialist under-
developed countries in particular, than the Soviet Union's ‘at-
taining and surpassing American standards of living’ in twenty
years, as envisaged by the new Programme, rather than in, say,
the thirty years that it would take if a larger slice of its national
product were devoted to the advancement of other socialist
societies?

These questions translate themselves into political terms. As
mentioned earlier, the Soviet Union’s departure from the poli-
cies of austerity and curtailment of consumption for the sake of -
rapid growth goes hand in hand with the accelerated drive of
‘de-Stalinization’, with the reduction and progressive abolition
of the system of political repression which was largely due to
the earlier régime of belt-tightening and maximal exertion. It
goes without saying that nothing could be more welcome to a
socialist than the evolution of the Soviet Union into a socialist
democracy with the highest attainable levels of welfare and
enjoying an ever wider degree of individual freedom. Neither
the Chinese, who remained remarkably free of Stalin’s abuses
of power, nor any other socialists to my knowledge, have object-
ed to the elimination and drastic suppression of all the aber-
rations and crimes committed by Stalin and his henchmen.
What is at issue therefore is not ‘de-Stalinization’ per se, but the
abandonment of the policy of ‘forced marches’ which is so
prominently associated with the name of Stalin. Neither China
nor some other socialist countries are as yet economically ready
for the ‘thaw’; and, not being economically ready, they cannot
afford the liberalization, the relaxation of the pressures on con-
sumption, and all that goes with them which in the Soviet
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Union are at the present time not only feasible but constitute .
major steps towards the economic, political, and cultural ad-
vancement of Soviet society. In explaining to their peoples their
policy of rapid indistrialization, collectivization of agriculture,
and ineluctable limitation of consumption, the socialist govern-
ments of China and some other socialist countries made exten-
sive use of the Soviet example and of the authority of Stalin
who was universally considered to be the chief architect of the
Soviet successes. The dramatic overthrow of that image of
Stalin at a time when the policies which he symbolized cannot
yet be discarded, constitutes undoubtedly a severe political
shock to those socialist governments which are still confronted
with the kind of obstacles which the Soviet Union by now has
been able to overcome.

Similarly, in their international relations, China and other
socialist countries of Asia find themselves in a position quite
different from that of the Soviet Union and the European:
socialist countries. With important parts of their countries still
under the control of the enemy, politically discriminated
- against; militarily threatened and economically blockaded by
the imperialist powers, the socialist countries of Asia are much
less able and willing to accept a détente on the basis of the
prevailing status quo than the socialist countries of Europe.
While in Europe the settlement of the German question is the
only major issue standing in the way of an at least temporary
accommodation, the issues in Asia are many and complex and
their solution appears even less likely than an acceptable
compromise over Germany. This difference in the objective
situation obviously contributes to the crystallization in the
Soviet Union and in China of different appraisals of the inter-
national situation.

And yet, taking the risks which always attach to prophecy, I
would venture the opinion that in spite of all the heat generated
in the current debate and all the sharp arrows flying back and
forth between the protagonists, the conflict will not inflict irrep-
arable harin on the cause of socialism. In the longer run the
fundamental identity of the relations of production prevailing

s
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in the:secialist countries will prove to be a more powerful-
factor than the temporary divergencies among their leaderships

on:short-run strategy and tactics. Just as the socialist mode of

production survived all the abhorrent doings of Stalin, so the

socialist revolutions in China and elsewhere remain irreversible

historical facts which cannot be altered, let alone annulled, by

whatever frictions and disagreements may temporarily shake

their political superstructures. Compromises are possible and

will probably be arrived at. But even should the socialist

governments of the countries involved fail to arrive at a mutu-

ally acceptable modus vivendi, the resulting estrangement need

- neither prevent the continuous progress of the individual coun- -
tries.on the.road to socialism, nor preclude their cohesion and
solidarity in the fullness of time.

. To conclude: the domipant fact of our time is that the insti-- -
tution of private property in the means of production — once a
powerful engine of progress — has now come into irreconcilable
contradiction with the economic and social advancement of the
people in the underdeveloped countries and with the growth,
development, and liberation of people in advanced countries.
That the existence and nature of this conflict have not yet
everywhere been recognized and fully understood by the ma-
jority of people is one of the most important, if not the decisive,
aspect of this conflict itself. It reflects the powerful hold on the
minds of men exercised by a set of creeds, superstitions, and
fetishes stemming from the very institution of private property
in the means of production which now desperately needs to be
overthrown. The argument, now most prominent in bourgeois
thought, that the ‘adjustment’ of people to a pernicious social
order and their inability and unwillingness to rise up against it
prove that this social order caters adequately to human needs,
demonstrates merely that bourgeois thought is guilty of rank
betrayal of all its finest traditions of humanism and reason. One
may well wonder what would have been the reaction of the
great philosophers of the Enlightenment if they were told that
the existence of God is adequately proved by the fact that many
people. believe in it? Substituting ignorance and ‘revealed pref-
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erences’ for truth and reason, gloating over all manifestations
of irrationality and backwardness, whether in advanced or
underdeveloped countries, as proving the impossibility of a
more rational social order, bourgeois thought in our day has
negated itself and has returned to the condition which in its
glorious youth it set out to conquer: agnosticism and obscur«
antism. Thus it exchanges the great commitments of all in-
tellectual endeavour - the search for and the clarification of
truth, the guidance and support of man in his struggle for a
better society ~ for the contemptible functions of rationalizing
irrationality; inventing arguments in defence of madness, serv-
ing as a source of an ideology of vested interests, and recogni-
zing as a genuine human need merely the interests of those
whose sole concern is the preservation of the srafus quo.

Palo Alto, California : - P.AB,
March 1962



Introduction

1. The relevance of The Political Economy of Growth

Fourteen years after it was first published, The Political Econ-
omy of Growth remains without question one of the best single
introductions to the nature of economic growth and develop-
ment which. has been written in modern times. Since Baran
wrote his book the population of the world has increased by
almost 1 billion. Yet very few of these people can expect to live
in conditions markedly better than those of poverty and depri- -
vation which Baran describes as typical of the capitalist system;
some of them have to live in even worse conditions. In the last
fourteen years tens of thousands of publications about econ-
omic development have been produced. Countless highly paid
economists have been to look, report and recommend. Two
complete new United Nations special agencies have been estab-
lished to deal with problems of economic development of poor
_ countries. Vast quantities of what is misleadingly called ‘aid’
has been sent to underdeveloped countries. Yet the distribution
of income in the world is now worse than Baran described it as
being; the problems of the advanced capitalist countries have
grown, and there seems good evidence that the living standards
of the majority of inhabitants of poor countries has actually
worsened,

The continued relevance of the book, therefore, comes not
only from the power of its attack on orthodox economics, and
the passion and persuasiveness of its socialism, but from its
analysis of an economic situation within the capitalist system
which in its elements has not changed and which can maintain a
decent standard of welfare and security for only a tiny fraction
of its people. The book is also the source of a good many of the
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Jideas of the more widely read Monopoly Capital which Baran
wrote with Paul Sweezy and which appeared after Baran’s
death in 1964, ’ ’

Many Marxist social and economic analyses suffer from eur-
ocentricity. Baran redresses that imbalance without losing sight
of the central position of the advanced countries in the capital- -
ist system and without being trapped by the belief of most
orthodox economic writing that underdevelopment can be ana-
lysed alone without reference to what happens in the advanced
countries. )

" Orthodox development economics from the war to the mid-
1950s grew a good deal faster than almost any of the economies
which it tried to analyse. It grew, and continues to grow, largely
in response to the growth of economic ‘aid’ from the advanced
countries and from international agencies. It is in other words
custom-made theory, and the customers, the governments of
advanced capitalist countries, are very particular about what
theory will fit them. They have needed something which neither
questions the capitalist framework within which development is
assumed to take place, nor attacks too hard the socio-political
nature of governments in the underdeveloped countries.

 Aid also created a second market for the wares of economists
— the governments of the recipient countries who administered
the aid, often in the context of a certain amount of overall
economic planning. In doing so they have sometimes been
helped by the third subsidiary market for development econ-
omists, the international agencles, mostly of the United
Nations.

Partly as a consequence of these rather different sorts of con=
sumers at least two distinct types of development economics
have become current. One of these, normally known as the neo-
classical approach, emphasizes — indeed is often obsessed by —
the question of the efficient allocation of resources in the short
run, while it pays little attention to the economic determinants
of long-run growth and none at all to the socio-political aspects.
This type of theory will be well known to anyone who has taken
_even the most elementary course in economics. While it is often
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presented with enormous ingenuity and at other times with
great mathematical complexity it contains almost nothing
which is basically original and which has not been the stock-in-
trade of economists for almost two hundred years. Almost in-
variably the policy conclusions to which the neo-classical the-
orists tend involve free trade internationally and a high degree
of laissez-faire in the domestic economy. Such economists are
naturally in great demand from the donor governments since
they provide the intellectual justification for the maintenance
of the existing world-division of labour and for underdeveloped
countries incorporating themselves as fully as possible in the
world capitalist economy. One might add that their policies
lead to a greater chance that loans will be repaid.

The other school of development economics has been more
amorphous. It has not, like the neo-classicals, possessed a pre-
existing theory which it has merely had to apply dogmatically to
a new situation. Its members attempted to build the elements of
a new theory which could apply to underdeveloped countries.
Politically it usually assumes a fairly strong nationalism or
perhaps populism in those countries but fails entirely to think in
terms of possible moves towards socialism. It tends in general to
look for reforms of the system of world trade in favour of the
underdeveloped countries, certain reforms in land tenure in the
underdeveloped countries, and more economic planning, all of
this taking place broadly within a capitalist orbit, albeit a re-
formed one. ‘ _

But this group of economists has never had much success in
developing a theory to account for the situation and prospects
of the underdeveloped countries. In fact, what have looked like
theories have very often on closer examination turned out to be
nothing more than persuasive metaphors. A well-trained de-
velopment economist for example should be able to make sense
of the following sentence:

v .. an underdeveloped country is caught in the low level equi-
librium trap, or in the vicious circles of poverty, where the back-
wash effects outweigh the spread effects; after a critical minimum
effort it can, through a process of balanced or unbalanced growth,
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achieve take-off or lift off or it can crash the sound barrier. of econ~
onnc growth. e

These areall concepts which are not only found in butare central
- to the economic analysis of underdeveloped countries proposed
by the leading development theorists. And the combined meta-
phor is compiled from the writings of eight of the leading the-
oreticians of economic underdevelopment.

One of these metaphors, the ‘take-off’, has had a special
place. It is the central one of five stages of economic growth
invented by W. W. Rostow in a book which, in spite of its very
low intellectual level, and perhaps because of its blatantly anti-
communist ideology, has had a tremendous impact on public
thinking on questions of economic development in the West.
Since writing his book Rostow’s main contribution to the de-
velopment of the Third World has been as adviser on Vietnam
to the United States President. Baran’s famous review of
Rostow’s book (written together with Eric Hobsbawm) is m-
portant additional reading to The Political Economy of
Growth. (See Kyklos, 1961.)

‘In this bleak wilderness of economic development theory one
voice has been insistently crying — that of Baran in The Political
Economy of Growth. In his analysis of development and under-
development he came equipped with two advantages over other
writers on the subject. First, he was not mortgaged to any
vested interest. He wrote his book, and the essays on which it
was built, as a contribution to understanding the world and to
changing it as a result, not as a foundation or apology for' the
policy of a particular government. Second, he came equipped
with a theory which saw underdevelopment in a global per-
spective and yet which could distinguish the position of the
advanced country from that of the underdeveloped country.

An example of how most development economiists are able to
see underdeveloped countries divorced from their world con-
text is given by the absurd attitude which is often taken to the
question of exports of manufactures from these countries. Bcon:
omists frequently advocate that underdeveloped ' countries
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should take advantage of their cheap-labour and try to export
more manufactures to the large and growing markets of the
developed countries; and they hold up such countries as Hong
Kong, South Korea, and Formosa as instances of what can
be done. This ignores three very important things, all of which
would have been plain to these economists if they had read
Baran. The first is that such a policy implies competition
between the underdeveloped countries themselves which, if they
all try to adopt the same policy (and it is recommended indis-
criminately), might be disastrous for them all. Second, if the
export of cheap manufactures from the underdeveloped coun-
tries grew much faster it is quite clear that the developed capi-«
talist countries would impose more severe tariff barriers against
them. And third, such a development policy implies that the
advanced capitalist countries are going to maintain their econ-
omic buoyancy and avoid slumps or severe recessions. Baran
did not believe that they could do this and recent evidence
is proving him right.

.. It is interesting in this respect to observe that Baran writes
four chapters discussing the nature and prospects of advanced
capitalism before he gets on to the underdeveloped countries.
This sharply contrasts with a recent widely read example of the
neo-classical, export-orientated approach. This study can only
offer the blithe, quite undefended, proposition that ‘the developed
countries emerged [from the great depression] with the resolve
never again to let depression and unemployment reach such
depths ...’ and later ... the post-war world is very different
from what it was before 1946. Developed countries have made
a more open economy worth striving for by reducing the
risks associated with it’ (I. M. D.Little,- M. F. Scott and
T. Scitovsky, Industry and Trade in Some Developing Coun-
tries, London 1970, pages 32 and 391).

_The neo-classicals have a theory for a developed economy
which they apply everywhere; the others have theories for an
underdeveloped economy which have no theoretical roots,
Baran’s approach overcomes these defects. His theory is basi~
cally the Marxist theory of economic development, as it origs-
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inated in Marx’s own writing on the origins, development, and
contradictions of capitalism, and as it was added to later by:
Lenin and many othérs, and as it was modified by the work of
Keynes and by the contemporary facts of capitalism.

Whether or not you are convinced by this Marxist approach
depends on your reading of the book. The purpose of this intro-
ductory essay is to assist you to read it in relation to the current
situation. After a comparison of the reception and influence of
Baran’s book, I give a summary of the argument; this is not a
substitute for reading the book but is meant to make it easier to
hold the structure of the argument in mind while reading; this
can be rather difficult for readers not accustomed to economic
reasoning. Next I discuss a number of topics related to Baran'’s
analysis of capitalism, including his relation to Keynes, and
then, more critically, his attitude to socialist construction. Since
Baran was writing not only for development economists but
also for Marxists I have next made some attempt to show where
Baran stands within Marxist thought in general. And finally,
since all Marxist writing is in the end designed to contribute to
the building of socialism, I discuss the controversial political
implications of the book.

2. The reception of the book

One of the tiny number of people who reviewed The Political
Economy of Growth when it first appeared remarked per-
ceptively that ‘It is a book to inspire hosannas, hallelujahs and
their anti-religious equivalents wherever one agrees with it; hy-
pertension and stomach ulcers wherever one does not.” The hos-
annas were almost inaudible, though Nicolas Kaldor gave the
book a very serious if very critical review in the American
Economic Review. Peter Wiles, now Economics Professor at
the London Schoo! of Economics, gave evidence of severe
stomach ulcers when he wrote:

Tt is a straight Stalinist tract, unrelieved by humour, originality,
new facts, close reasoning, ideological deviation or interest of any
sort, If the reader feels that this is exaggerated let him simply read

/
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one page: any page. It will become instantly evident that we are in
the presence of a closed mind, as securely immured in the dogma as
a funerary urn in the Kremlin wall.

And the anonymous reviewer in the Economist was so over-
come with hypertension that he could only splutter derisorily at
the foot of a long review of two now outdated and unread
books, ‘Professor Baran’s book is a predictable piece of Marxist
orthodoxy, giving the characteristic impression of having been
written under dictation from a public address system.’

Baran, like any left-wing scholar in the United States at that
time, was no doubt accustomed to such paranoid insults. No
doubt he also expected the silence which greeted the book in
most quarters. Out of twelve professional economic journals
which I personally checked — those known to me which aim to
produce a fairly' comprehensive review service — only four gave
it any mention.

The trouble had begun long before the book was published.
The original article *On the Political Economy of Back-
wardness’ received numerous rejection slips from the same aca-
demic journals before it was finally taken by the Manchester
School. A British journal rejected it because, while possibly true
of Latin America, it certainly wasn’t true of British colonies; an
American journal turned it down because, while it was prob-
ably accurate for Africa and Asia, it certainly didn’t give a true
picture of Latin America! And Blackwell’s of Oxford, who had

- originally undertaken to publish the book, which had originated
as lectures in Oxford University, later changed their minds and
demanded unacceptable revisions. This was after receiving
letters such as the following from a reader:

The author is a Communist. No doubt the administration of
underdeveloped countries by Britain and other colonial powers has
been, and is, by no means perfect. But according to the author
everything the Western countries have done has been for their own
advantage, and the underdeveloped countries have always been ex-
ploited ...
++. if the book were read by, say, an African student with little
knowledge of history, he might be seriously misled.

TC
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(See Harry Magdoff’s article on Baran in Monthly Review,
March 1965.) :

And yet, as if to prove the greater influence of social con-
ditions than of academic book reviewers, the book has survived
and has come to wield exceptional influence. For some time it
was almost alone in constituting a challenge to orthodox writing
on economic underdevelopment, even if now it is being joined,
though not replaced, by new works in the same tradition. At the
same time development economics was almost alone among
divisions of the social sciences in having such a strong challenge
to. the prevailing opinion. The Political Economy of Growth
has been able to sustain and even reinforce that challenge for
two reasons. One of these is the increasingly obvious fact that
orthodox economics as taught in the West (and also in the East
where it is perhaps even more pure) gives an explanation of the
world which just fails to correspond with reality. Baran and the
growing number of Marxist and other left-wing writers in
the social sciences are seen to be tackling real problems. Second,
this change in the intellectual climate is reinforced by a growing
realization ~ both by supporters and opponents of the trend -
that we are living in an age of revolution. Since Baran’s book
contributes to our understanding of that age it would not be so
easy nowadays to accord it the disdain, insult, or silence which
greeted its appearance in 1957.

3.4 summary of the argument

The Political Economy of Growth begins with an explanation
of the ideological role of economics (One: 1): how the growth
of classical economics with its emphasis on laissez-faire was
part of the growth of capitalist industrialization and how later
neo-classical economics, with its emphasis on allocation rather
than economic growth, coincided with the end of the period of
capitalist success; how the challenge of one heretic (Marx)
emerged, and how that of another (Keynes) laid bare the limi-
tations of the modern capitalist system, though it was laid aside
in a new, necessarily temporary period of confidence. The next
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Kaldor, like many other of Baran’s critics, cast doubt on
Baran’s contention that monopoly capitalism in its mature
phase led to a restriction of the rate of technological advance or
to a slower growth of the purchasing power of the masses. It is
ironical that one of the best known current theories of econ-
omic growth, which maintains that growth of productivity and
of national income will be slower in the more mature econ-
omies, and which backs up this idea statistically, has been de-
veloped by none other than Professor Kaldor. In fact, the most
mature industrial capitalist economies, the United States and
Britain, have shown a much slower rate of growth of pro-
ductivity, national income, and real wages than the more youth-
ful capitalist economies like Japan and post-war West Germany
and Italy. -

Some of this fast growth must have been the outcome of the
pressing need for post-war reconstruction of the temporary
~ breakdown, in these economies, of the stranglehold of the pre-
war monopolies. For the rest, orthodox economists have
reached no agreement, and there are more explanations than
economists. Much the same reasons (tight labour-market, high
investment, etc.) are used by economists to explain both the fast
growth of some countries and the slow growth of others.

But by the late 1960s the facts to be explained had begun to
change. Although some countries (notably Japan) maintained
quite high growth-rates capitalism’s apparent success began
very rapidly to evaporate.

1970 and 1971 saw all the advanced capitalist economies
grappling with new problems. One of these was recessions: in the
United States capacity utilization fell to 72 per cent in January:
. in Britain there was the highest level of unemployment since the

* war, and redundancies and liquidations weré growing. Yet all
the capitalist countries, including those with recessions, had un-
precedented price inflation and many of them faced ‘wage ex-
plosions’ as well. There seemed less and less validity in the
Keynesian rule of thumb that inflation and full employment
went together. And Baran’s warning that Keynesian policies
would lead in the end to intolerable inflation (Four: 8)
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looked more than the ‘moth-eaten argument’ which Joan Rob-
inson called it in her review in the Narion.

In these critical circumstances for capitalism it appeared that
inter-capitalist competition, after some years of dormancy, was
once again becoming significant. Baran did not foresee this de-
velopment, since he saw the United States ‘assuming more and
more the role of supreme arbiter within the imperialist camp’.
And, of course, to some extent that supremacy remains. In 1969,
the United States still produced 52-4 per cent of the total gross
product of all the advanced capitalist countries. The next two
countries, both with a little over 8 per cent, were West Germany
and Japan. But the supremacy of the United States is much less
marked in the international trade of capitalist countries; it
accounted for less than 20 per cent in 1970, The trade of West
Germany was almost as great and that of Britain, France, and
Japan over half as great.

It is in the field of foreign investment where the supremacy of
the United States has in the last few years almost disappeared;
In 1969 the United States was a net importer of long-term capi-
tal. The largest amount of long-term capital export (almost $6
billion) came from West Germany, and the importance of
Japan in this field is growing very fast.

There are two very important differences between West Ger-
many and the United States as capital exporters. The first is
that West German foreign investment is predominantly of the
indirect kind, the purchase of securities in overseas firms, rather
than the direct investment in subsidiaries of national companies
which accounts for most American investment. Second, West
Germany has nothing like the military power which is available
to the United States to intervene on behalf of the interests of its
foreign investors. And Japan’s military power is still less than
that of West Germany. But in its present state of international
weakness the United States will not be willing to protect
German and Japanese capital. The end result of this seems
almost certainly to be for the West German and Japanese
governments to acquire the strength to do their own protection,
and their rapidly rising military budgets testify to this.
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In 1971 the crisis of capitalism, the declining strength of the
U.S. economy, and the intensifying rivalry of advanced coun-
tries were all dramatically revealed in the battle which broke
out over tariffs and exchange rates.

(ii) The contifiued drive to monopoly
In both the fast- and the slow-growing capitalist countries there
has persisted a trend, which Baran identified with mature capi-
talism, towards higher and higher levels of industrial con-
centration and monopoly (p. 175).

A recent study shows the following clear growth of industrial
concentration in the United States between 1947 and 1963:

Table 1. Industrial concentration in the United States of America

Shares of total value added (net output) by manufacture accounted
for by 50 largest firms 100 largest firms 200 largest firms

1947 17 23 30
1954 23 30 37
1958 23 30 38
1963 25 33 41

(Source: J. S. Bain, ‘Changes in Concentration in Manufacturing
Industries in the United States, 1954-66. Trends and Relationships to
the levels of 1954 concentration®, Review of Economics and Statistics,
November 1970)

In other words, 25 per cent of manufacturing production in
the United States (not far off 10 per cent of the manufacturing
production of the whole world) was produced by 50 firms. In
other countries too, the degree of monopoly has grown.

Britain is one of the most striking cases of all. Between 1964
and 1970 expenditure on acquiring companies through take-
overs and mergers was over £7,000 million. This was about
one-quarter of the total capital owned by all commercial and
industrial companies.

Baran and other Marxists do not mean quite the same by
‘monopoly’ as orthodox economists, and the difference should
be explained. In orthodox economics, monopoly is restricted to
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an-industry where there is one firm and no more. To Marxists,
‘monopoly capital’ is this, and also what orthodox Western
economists call oligopoly — the domination of particular
markets by a few giant firms.

The Marxist term may be confusing if it is forgotten that
firms in monopoly capitalism still compete with one another,
sometimes very vigorously, though at other times they may col-
lude and agree to divide the market. But their competition is
seldom in quality or prices so as to bring to the customer all the
benefits of the most efficient teclinology. Their competition
often takes the form of advertising, a form of expenditure
which is part of the surplus as Baran defines it and, except
for providing information to consumers, which could be done
very cheaply, is an almost totally useless type of activity. Those
industries in which advertising expenditure is most important -
the petroleum, detergent, and tobacco industries — are just
those where the products concerned are objectively indis-
tinguishable and so where advertising serves absolutely no
function useful to society. Everybody knows that detergents,
cigarettes, and petroleum exist without advertisers to ‘tell
them.

(iii) The world distribution of income
The figures which are available for the distribution of the
world’s income tell a story at least as gloomy as that told by
Baran in 1957 (p. 267). In the following Table I have divided
the countries of the world into low-, medium-, and high-income
countries, though the exact dividing lines are different from
those used by Baran. Here the low-income countries are those
which have an annual income per head of less than $500, the
medium-income countries have an income between $500 and
$1,000 per head, and the high-income countries have more than
$1,000 per head. '
From these rather rough figures we can conclude a number of
things. First, in comparison with the figures which Baran quotes
(p. 267), they appear to represent a worsening of the situation.
In 1949 the lowest 67 per cent of the population (by countries)
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got 15 per cent of the income; now they only get 13 per cent. It
is still true, as Baran observed, that the distribution is getting
more unequal,

Table 2. World income distribution in 1969

Popula- Per Income  Per Income
tionin cent $ million cent per
millions capita

Low-income countries 2,347 673 299,866 130 127
($500)

Medium-income countries 253 73 181,370 79 771
($500-$1000)

High-income countries 883 254 1,821,356 791 2,062

~ ($1000)

Total world 3,483 1000 2,302,592 100-0 650

Source: World Bank Atlas, 1970

But this is only one way of looking at income distribution.
W ithin the individual countries income is unequally distributed,
and to measure in terms of countries, as these figures do, prob-
ably underestimates the amount of inequality which exists.
Within the low-income countries themselves there is enormous
inequality, and the poorest half of their population are much
poorer than the average-income figure of $127 suggests. There
is now quite a lot of evidence to show that, while in inter-
national terms the poor countries are becoming relatively worse
off, so the poorest sections-of their populations are in turn
becoming relatively worse off in comparison with the richer
sections. Inequality therefore is growing both between and
within countries. In Mexico, for instance, the poorest 30 per
cent of the population in 1950 received 9-9 per cent of the
national income; in 1958 they got 8-31 per cent and by 1963
their share had fallen to 7-3% per cent. In Rhodesia the large
rural majority have not only seen their share of national income
declining, they have suffered in the last twenty years a cata-
strophic fall in their absolute level of income. In India regional
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inequality seems to have been growing and the much-vaunted
green revolution has accentuated rural inequality. In Pakistan,
though overall growth has been fast at times the benefits of this
have been concentrated on a section of the population of the
west region and have scarcely at all gone to the much poorer
eastern region (now Bangla Desh). So it is a period of growing
international, inter-class, inter-personal and inter-regional ins
equality. And for the poorer half of the world’s population the
last century can hardly have appeared to be an age of economic
progress, as the people of the West are brought up to believe.

But then this belief has been brought increasingly into quess
tion in the West itself, especially in the United States, the
most developed capitalist country. In the early 1960s, shortly
after the publication of Baran’s book, the United States Estabs
lishment ‘discovered’, or found it politic to acknowledge,
poverty, a fact of which the poor themselves had been acutely
conscious for a long time. The U.S. administration even
launched a ‘war against poverty’; it looks as if poverty has for
the time being won. Baran gave this question some attention
(Foreword to 1962 printing, p. 35) some time before much
was heard about the question from political leaders.

One conclusion which we can draw about the world’s dis-
tribution of income is that with the average world income at
$650 per head ($2,600 for a family of four), we must have
reached the stage where there is nothing in principle to stop
every person in the world receiving an income just about
sufficient for basic needs and a reasonable standard of health,
though not much more. That the majority get nowhere near this
cannot be put down'to the fact that there is not enough to go
round; it can only be attributed to the socio-political structure
of the world. This is not a fantasy but can be seen in practice:
observers who have been in Cuba or China constantly report
that since those countries’ revolutions one does not see real
poverty in the same sense in which it is an unavoidable sight in
the richest cities of the world in the United States and Europe;
yet the national income of Cuba is estimated at $310 per head
and that of China at only $90 per head. This underlines Baran’s
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argument that the value of a country’s G.N.P. per head is some-
times a very misleading piece of information (One: 4).

There are a number of different approaches which one could
take when confronted with the facts of national and inter-
national inequality. Baran neither apologizes for them nor
laments them as so many orthodox economists do. Instead he
tries to show scientifically how inequality arose, how it is main-
tained, not simply in economic terms but in relation to social
and political systems, and how it can be changed, again not in
terms of what is economically desirable in an abstract sense but
in terms of what is politically possible. It is this interpenetration
of history, present, and prediction, and of theory and practice
which is the heart of the Marxist method; it is what makes
Baran’s analysis of underdevelopment more profound and con-
vincing than anything we find in the economics text-books.

(iv) Decolonization and the political techniques of imperi-
alism

Although the fact of imperialism has in no way changed since
Baran- wrote this book, its techniques have undergone some
transformation. For instance, while in 1957 decolonization in
Asia was almost complete, decolonization in Africa had hardly
begun. The independence of Ghana in 1957, however, was very
quickly followed by formal independence for the whole of
Africa except for Rhodesia and the Portuguese and Spanish
colonies.

But decolonization and the growth of economic ‘aid’ have not
reduced the extent to which the underdeveloped parts of the
world are subjected to the economic and physical dominance of
capitalists and of the state in advanced capitalist countries.

Nicolas Kaldor argued, in his review of The Political Econ-
omy of Growth, that the reactionary policy of the United States
towards the underdeveloped countries ‘is shortsighted; but it is
a recent (and, let us hope, purely temporary) development, and
not an inherent and ineluctable consequence of the capitalist
system’. Anyone who still holds this view has a good deal of
explaining to do. Aside from the colonial wars of Algeria, the
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Southern Yemen, and Southern Africa, he must explain away
the following direct military interventions in independent coun-
tries since 1956: :

in the Middle East — Egypt 1956 (Anglo-French invasion),
Jordan 1957 (U.S. fleet move to protect Hussein), Lebanon
1958 (14,000 U.S. troops in ‘peace-keeping’ mission), Egypt
1967 (U.S. and British fleets gather when Nasser closes Suez
Canal);

in Africa — Gabon 1964 (French troops suppress coup against
Mba), Congo 1964 (U.S./U.N. airlift for Belgian para-com-
mandos), Uganda, Tanzania 1964 (British troops suppress
Army mutinies), Chad 1968-9 (French foreign legion sup-
ports Tambalbaye government), Guinea 1970 (abortive Ports
uguese invasion);

in Latin America — Cuba 1961 (abortive U.S.-sponsored
invasion at Bay of Pigs), Dominican Republic 1961 (U.S.-
inspired coup against Juan Bosch), 1965 (U.S. troops invade),
Anguilla 1969 (by British troops), Trinidad 1970 (U.S. wars
ships off coast during uprising);

in Asia - Vietnam 1954-71 (U.S. attempt with up to half a
million troops to crush national liberation movement, unde-
clared war against North Vietnam from 1965), Thailand
(35,000 U.S. troops present by 1967), Cambodia 1970 (U.S.
invasion), Laos 1971 (South Vietnamese/U.S. invasion); ,

in Europe - Northern Ireland 1969-71 (occupation by Bnush
troops).

As in the case of Northern Ireland, direct mlhtary occu-
pations or invasions are usually carried out in collaboration
with a section of the ruling class (usually the government) of the
occupied country. As a means of keeping power out of the
hands of anyone opposed to the interests of imperialism, direct
intervention has been supplemented by many other indirect
measures. One of these is counter-insurgency tralmng for the
armies of underdeveloped countries.
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.. In 1963 President Kennedy announced a 60 per cent increase
in counter-insurgency operations over the previous three years.
The Counter Insurgency Program was launched in 1964 with
initial finances of $500 million, with directors including the U.S.
Attorney-General and representatives of the Joint Chiefs of
Staff, the Department of Defence, the C.I.A., the Foreign Aid
Administrator and the White House. Under this programme
‘Green Berets’ were sent to Vietnam and Bolivia, and training
schools were established in Panama, Okinawa, and Africa.
Another important related measure has been ‘defence’ agree-
ments which Britain has with Malaysia and the sheikhdoms of
the- Arabian Gulf and which the U.S. has with the South-east
Asian countries, Brazil, and Argentina.

When unconstitutional changes of government (‘coups’)
occur in underdeveloped countries their chances of success can
be materially affected by the speed with which imperialist
governments recognize and assist them; sometimes the imperi-
alists have even helped to engineer such coups in the first place.
Among these are the following: Syria 1962, Vietnam 1963,
Brazil 1964, Ghana 1966, Indonesia 1966, Argentina 1966,
Panama 1968, Cambodia 1970, and Uganda 1971.

Orthodox social scientists are always telling Marxists to look
at the facts. Well, these instances of direct and indirect military
and political intervention are the facts; and the only coherent
way of explaining them all is through the Marxist framework
which Baran uses.

(v) Economic technigues of imperialism
Economic aid is often pointed to as a clear counter-argument to
the idea that the policy of Western nations is imperialist. On the
contrary, economic aid, as Baran perceived in its very early
days, is in fact only another of the weapons of imperialist con-
trol (pp. 121-2). Indeed it seems to have become such a tainted
word that the euphemism ‘development assistance’ has replaced
it in official publications. Both terms are a clear disguise for
what is involved.

‘Development assistance’ includes private capital flows, direct
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and indirect, and private and public export credits; it includes
loans raised on capital markets by underdeveloped countries. It
includes loans, often at almost commercial rates of interest,
though sometimes subsidized, and, finally, grants to the govern-.
ments of underdeveloped countries.

The total volume of these capital flows (which range in qual-
ity between genuine assistance and shady commercial bribes or
military assistance to suppress unrest from the poor) has risen a
lot since Baran wrote his book. The net flow (ignoring the
return of interest and profits) was $6-1 billion in 1956 and had
reached $13-6 billion in 1969, though in recent years most of the
expansion in this has been private investment (about one third
of which is normally in petroleum).

Governmental capital flows to the underdeveloped countries
are a part of general foreign and economic policy. They take
the form of budgetary aid (common only in the case of French
aid to Africa), loans or grants for particular projects or for
general state investment, and export credits. A large proportion
of the flows are ‘tied’ to purchases in the country of origin. In
this way they not only serve foreign policy interests but also
allow a government to offer a subsidy to its own inefficient or
declining industries. The overproducing American farming in-
dustry is one of the main pressures for food aid to Asia. And in
England exporters clamour, not for more aid, but for more aid
to be tied. Tying means that producers get a monopolistic
market; so it means that the purchasers in the underdeveloped
countries pay more than they would if they could buy freely —
according to United Nations calculations they pay on average
about 25 per cent more. So the official figures for aid are exag-
gerated by this amount.

As Baran remarked (p. 349), a large proportion of this aid
goes not for investment in industry or agriculture but for invest-
ment in what is called infrastructure — roads, power facilities,
ports and harbours, railways, and so on: in other words into
things which do nothing to compete with foreign capital from
the developed capitalist countries which may wish to migrate to
the underdeveloped country; but quite the reverse — in the fa-
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cilities which that foreign capital (as well as domestic capital, of
course) will need in order to operate profitably. We have no
need to listen to American Presidents, since presumably much
of what they say is untrue. But there seems no reason to doubt
that President Kennedy meant it when he said in 1961, ‘Foreign
aid is a method by which the United States maintains a position
of influence and control around the world, and sustains a good
many countries which would definitely collapse, or pass into the
Communist bloc’; and President Nixon when he said in the 1968
presidential campaign, ‘Let us remember that the main purpose
of American aid is not to help other nations but to help our-
selves.’

The political leverage with which aid invests the advanced
countries comes from a variety of sources. For instance, in an
underdeveloped countfy aid can be a substitute for forms of
revenue which could only otherwise be obtained by taxing the
rich and so threatening their dominance; it can be a straight
military subsidy; it can be used as a bribe or blackmail if the
régime of the underdeveloped country cannot do without it.
Aid seems to permit a degree of long-term control of economic
and political policy by the advanced capitalist countries associ-
ated with the massive build-up of debt which underdeveloped
countries have incurred. If they acknowledge this debt then the
developed countries can insist they direct their economic poli-
cies towards maintaining their ability to repay. A renunciation
of the debts can be an excuse for more thoroughgoing inter-
vention, as perhaps took place in Ghana and Indonesia in 1966,
and as was attempted unsuccessfully in Cuba in 1961.

The total volume of outstanding debt of underdeveloped
countries rose from $22 billion in 1962 to about $60 billion in
1970. This implied of course large payments every year in re-
payment and interest charges. The total of these was over $5
billion in 1969. Some countries were in a fairly desperate situ-
ation, with debt payments constituting a major demand on their
foreign-exchange earnings. Between 1962 and 1968 the debt ser-
vice burden rose at a rate of 10-4 per cent a year and exports
rose by 7-2 per cent a year. For most countries therefore debt
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servicing is eating up a growing proportion of export receipts.
Even by the early 1960s a number of countries had reached a
very high ratio of debt payments to exports; the average pro-
portion in 1962-4 was over 15 per cent in Chile, Argentina,
Israel and Mexico and Brazil, and over 5 per cent in at least
another thirteen countries.

In spite of all these problems the net effect of ‘development
assistance’ has probably been to transfer some resources from
rich countries to poor, though this looks as if it can be only a
very temporary process as aid appropriations in most advanced
countries drop and as debt service dues increase.

But in the case of private foreign investment Baran, along
with most other left-wing writers on the subject, argues not only
that there is no net transfer of resources and that the investment
distorts the economics of the underdeveloped countries, but
also that there is an actual reduction of surplus available to
the underdeveloped countries. Foreign investment is seen as
a way of sucking out the surplus through the payment of
profits, dividends, patent fees, management fees, salaries to
foreign technicians and consultants, fake shipping-companies,
and payments at inflated transfer prices to affiliated companies
— all of these amount to a much greater sum than the total
amount of capital which is exported to the underdeveloped
country in the first place.

‘Nobody can deny that this is true. It would be foolish to do
so because to some extent it is a logical point. Foreign capital
would not be invested at all unless it expected over a reasonable
period to receive more in profits than it put in as investment.
Total profits on foreign investment are always (except for short
periods of investment boom) larger than total investment in the
same period, just as total profits on capital, wherever it is, are
almost always higher than investment during the equivalent
period. That is a logical rule of the capitalist system. Does that
then make it fair to blame private capital for removing the
surplus when the outflow of profits are what it absolutely re-
quires in order to justify the outlay of the capital in the first
nlace? Is not this just the legitimate price which the under-
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developed countries have to pay to obtain the capital which
they do not have themselves? That is the objection raised by
most orthodox economists to Baran’s approach to the ques-
tion.

There are a number of answers to it. One is that the actual
rate of profit on capital in underdeveloped countries is excep-
tionally high and the gains of the capitalists can be manipulated
through transfer prices, other tax dodges, or sheer fraud, more
easily than they can be in developed countries, where admin-
istrations are more aware of the tricks. This is a half truth at the
best; and in any case is only really an argument for more wary
control. Second, one could say, as Baran does in effect, that the
capital moves in response to the needs of the capitalist cor-
porations, not to those of the economic development of the
underdeveloped country. The investment may not be what is
required for economic development. It may even compete with
more necessary investment. Consequently a price (the outflow
of profits) is being paid for a commodity which was never
needed. Even if the activity concerned should never have
started, in the best interests of economic development, the
country can still legitimately expect to be able to use the full
proceeds of its own resources. Third, it can be added that
whether the objection is valid even in principle depends upon
what you compare the present situation with. If you assume
that the alternative to the present situation is one where the
investment would never have come in the first place from
foreign or domestic resources, that is one position and in part it
justifies the objection. But it is of only theoretical interest since
it assumes something imaginary and impossible to determine. If
you see the alternative as the investments remaining and pro-
ducing surplus but under different ownership then that is
another position which in no sense justifies the objection. And
this alternative is of genuine interest since it assumes a possible
situation - the situation which would exist after the ex-
propriation of the foreign assets. )

So to say that foreign investment acts as a pump to suck
surplus out of the underdeveloped countries amounts to attack-
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ing the structure of ownership of property in the world. If the
ownership of the investments could be transferred to the under-
developed countries and if the output of the concerns could be
maintained (which because of imperialist sanctions, embargoes,
and so on, may be difficult), then the outflow of surplus could
be stopped and the surplus used in principle to finance econ-
omic development.

This raises the question of nationalization. Since Baran wrote
The Political Economy of Growth the major political change in
the underdeveloped countries has been the continuation of de-
colonization. Of the three types into which Baran very crudely
divides the political régimes of underdeveloped countries (p.
346), the first, colonies, have all but disappeared. Many of the
old colonies have comprador governments (the second type —
that is, governments completely tied in with metropolitan econ-
omic interests) firmly in control. But many, probably an in-
creasing number, of the governments of underdeveloped
countries appear to have adopted elements of the policies Baran
associated with his third type — ‘New-Deal régimes’. These poli-
cies include protection, state industrial expenditure, some
degree of planning, and in particular nationalization, a policy
which, especially when it involves foreign property, has a rad-
ical, anti-imperial image.

The image seldom corresponds to reahty Far from being an
anti-imperialist weapon, nationalization has often been in the
underdeveloped countries of the capitalist system, as in the de-
veloped ones, a policy of support for capitalism. Providing the
compensation is adequate — and it is usually grossly over-gener-
ous — the niationalization can be just what the capitalists need. It
can rescue them from unprofitable or unpredictable assets. And
when the compensation is excessive the nationalization in-
creases rather than reduces the outflow of surplus. And the
management contracts after nationalization are usually highly
profitable for the nationalized corporations. But it always
makes a good splash of publicity; and partial or complete
nationalization, and the joint enterprise, are fast becoming the
rule rather than the exception, though in a few countries
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(Argentina, Brazil, Egypt) there has recently been some
denationalization.

Of the following recent nationalizations (not an exhaustive
list) very few have been really to the economic advantage of the
underdeveloped countries, though they may have given short-
term political benefits to their rulers. A socialist nationalization,
one which involved both control over the asset and the stem-
ming of the haemorrhage of surplus, would involve very little
compensation, if any at all.

Algeria 1962-3, land without compensation; 1966, foreign
‘wines, insurance with compensation; 1967, U.S. oil companies;
1971, French oil companies, all with compensation;

Egypt 1963, cotton export and pharmaceuticals, 345 industrial
firms, compensation in government bonds;

Tunisia 1964, land;

Iraq 1964, banks, insurance companies; 32 industrial firms;

South Yemen 1969, banks and most foreign interests;

Libya 196970, foreign banks, oil marketing;

Zambia 1964, B.S.A. Company mineral rights; 1968, 81 per cent
of large industrial and commercial companies; 1969, 51 per
cent of copper industry; 1970, transport and others;

Tanzania 1967, banks, export-import companies, flour mills;

Congo-Kinshasa 1968, rail companies and mining;

Sierra Leone 1970, mining;

Mali 1961, banks;

Ghana 1960, banks, mineral exports, cocoa buying; .

Uganda 1969, banks; 1970, mines etc.;

Nigeria 1968, 50 per cent of Port Harcourt refineries;

Burma 1962, oil banks, trade, timber, tobacco; 1963, oil; 19635,
mines, Unilever; 1967, sawmills, shipping, cinemas;

India 1969, banks;

Ceylon 1957, insurance, oil distribution; 1961, more oil in-
stallations; compensation eventually paid after dispute in
1965;

Peru 1968, Internation Petroleum Company, no compensation;
1969, sugar; .
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Bolivia 1969, Gulf Oil;

Guatemala 1969, Interamerican Railway;

Chile 1968, 57 per cent of U.S. copper corporations; 1970,
banks;

Trinidad 1970, 51 per cent sugar,

(vi) Economic relations between the advanced and unders
developed countries

It is worth at this point giving a rather crude model which
summarizes the different economic relationships between de-
veloped and underdeveloped countries within the capitalist
system which have been alluded to by Baran and in other writ«
ing on underdeveloped countries. In the diagram there are four
characters in the economic scenario in developed countries (at
the top) and in underdeveloped countries (at the bottom). The
fourth category in developed countries needs some explanation.
It represents the bank-accounts into which capital shipped out
of underdeveloped countries is placed in the developed coun-
tries; these are owned by people in the underdeveloped coun-
tries; none the less they represent a capital flow out of those
countries since they are intended for use by their owners when
they move to the developed countries. There is an analagous
category in the diagram for the underdeveloped countries: that
is, the subsidiaries of capitalist corporations from the advanced
countries. Again although these are owned by corporations in
the developed countries they are physically located in the
underdeveloped countries.

Now we can see that economic relations do not take place be-
tween developed and underdeveloped countries but between
certain people and institutions in those countries. Aid is given or
lent by one state to another and amortization and interest is
paid back similarly; capitalist corporations invest in subsidiaries
which repatriate some of their profits; trade takes place between
capitalist corporations in developed and underdeveloped coun-
tries at world market prices; and some trade takes place bes
tween different branches of international companies at internal
transfer prices; there is some more trade which can take place,
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often between states, at negotiated prices. At the same time
capitalists, no matter what their nationality, in both developed
and underdeveloped countries are employing labour for wages;
hence, while there are few direct relations between wage earners
in developed and underdeveloped countries, indirect economic
relations between them do exist.

We can now see more clearly how the surplus is transferred
from the underdeveloped to the developed parts of the system.
In the first place it may be happening through the aid relation-
ship, if the repayments of past debts and the interest on the
present ones is greater than the total new flow of capital; in any
case a lot of the flow of new resources are eliminated in this
way. Next there is foreign investment; apart from distorting the
use of resources in the underdeveloped country this can lead
directly to an outflow of the surplus if the outflow of profits is
greater than the inflow of new investment; in addition here
there is the flow of funds represented by managements con-
tracts, payments of patents, royalties on industrial processes,
etc. Third, there is trade: here the surplus may partially be
transferred through unequal exchange, where the trader in the
developed country has greater monopoly strength than the im-
porter or exporter in the underdeveloped country. In addition
this may happen in a disguised way through trade within the
international firms. They can adjust their transfer prices so that
profits, which the government of an underdeveloped country
may wish to tax, can be smuggled out of the country by the
company’s charging high prices to itself for its imports and
imposing low prices for its exports to other branches of the
same company. This is only possible when the company is one
which does buy and sell a good deal between branches of the
same firm (what economists call a vertically integrated
company), such as the large international oil companies or Uni-
lever or United Fruit or some of the mining companies.

Aid, investment and trade are interdependent in the way they
allow the surplus to be pumped out of the underdeveloped
country. The trade of international companies between sub-
sidiaries is only one example of interdependence; there are
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others. For instance a good deal of aid paves the way for pri-
vate investment. Almost 60 per cent of aid (both grants and
loans) is tied to the products of the donor country. This of
course would not be necessary if those products were not un-
competitive by international standards. Consequently the tying
of aid gives producers especially of capital goods in the ad-
vanced countries a stronger monopoly position, and so a form
of unequal exchange is perpetuated. And since the type of capi-
tal goods purchased determines what other goods and spare
parts are purchased later, the effect of this unequal exchange is
on more than those exchanges financed by the initial tied aid. So
‘aid’ from government to government returns in the form of
subsidies to the producers of capital goods in the ‘donor’ coun-
tries, Far from being assistance for development it is a form of
disguised redistribution of income to certain capitalists.

The largest class of people participating in all these economic
relationships are the masses of working people in both the de-
veloped and the underdeveloped parts of the capitalist system.
How do they gain or lose from these economic relationships,
because they do not participate in them directly? In both parts
of the system the working class is suffering from exploitation, in
that they are producing more value than they receive in wages.
It is true that the rate at which this explojtation takes place may
be different between different countries; and an obvious symp-
tom of this is the vastly unequal levels of wages which persist in
different parts of the world. Through the mediation of unequal .
exchange and the other benefits which capital in the advanced
countries obtains by its relations (through aid, investment, and
trade) with the underdeveloped countries, the workers in one
part of the system can in the short run benefit at the expense of
workers in other parts. This idea is the foundation of Lenin’s
theory of ‘labour aristocracy’ in the advanced countries (The
Political Economy of Growth,p. 245). The model outlined above
should show that although in this way, through unequal ex-
change or other advantages, the capitalists in the advanced
countries can afford, sometimes over long periods, to reduce the
rate -of exploitation in the advanced countries, they can do so
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only so long as they obtain other benefits from their ability to
maintain a dominant position in the underdeveloped countries,
But it should be obvious that this possibility does not end the
exploitation of workers in the advanced countries, in the sense
in which Marxists have always used this term, and so does not
mean that it is not objectively in their interest to destroy the
whole system. This is important to remember when considering
the political implications of the economic relationship between
capitalism and the underdeveloped world.

In some ways it is a fair criticism of Baran to say that he had
not sufficiently related the facts of exploitation in the advanced
and underdeveloped countries to the aid, trade, and exchange
relationships which he discusses in various parts of the book.
Indeed, he did not really have a theory of exploitation at all,
though of course he never lost sight of the disastrous effects of
the capitalist system on large sections of the population of the
advanced, not to mertion the underdeveloped, countries. But
this was in my view an important theoretical omission when it

. comes to taking a political message from the economic situation
which Baran describes.

(vii) The question of the surplus

The notion of the economic surplus is central to Baran’s anal«
ysis of capitalism (Chapter Two). To anyone familiar with
either orthodox Western ‘economics or Marxist economics it
may be a difficult term to grasp at first. At one‘level it is a
simple and useful concept; at another it can be ‘a source of
confusion. Most simply the actual economic surplus in a
country is the difference between what is produced and what is
consumed. This means that it is equal to investment as opposed
to the consumption of workers, capitalists, and the government,
in terms of the concepts usually used in post-Keynesian econ-
omic statistics. As Baran points out (p. 132, footnote 1) it
covers less than Marx’s concept of surplus value, which is equal
to the difference between what is produced and workers’ con-
sumption only and so includes the consumption of capitalists
and government. The conceptual difference is that- Marx’s
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*surplus value’ is defined in relation to the ownership of prop-
erty while Baran’s ‘surplus’ is defined more in relation to con-
sumption needs. It is therefore to Baran something which exists
in all societies. _

To Baran the really important concept, however, is not the
actual economic surplus but the potential surplus, a concept
much closer to, but not the same as, Marx’s ‘surplus value’. The
difference here is that, for Baran, potential surplus includes the
consumption spending of the state (military expenditure, for
example) as well as all ‘unnecessary’ consumption — by workers
and capitalists - and the value of the wages of unproductive
labour. Potential surplus in other words is what could be avail-
able for capital accumulation and economic development with
a different organization of society from the one which exists.

To avoid confusion, potential surplus must not be equated
with any one concept in orthodox economics. In fact, it cannot
be properly calculated from any available statistics and the
major attempt to calculate it (in Baran and Sweezy’s Monopoly
Capital) seems very unsatisfactory, since it involves double
counting of the profits of the advertising industry, and estimates
the surplus by adding together different types of thing: income
which generates the surplus and expenditure which absorbs the
surplus. Because of the statistically unsatisfactory nature of
this, the conclusion of Monopoly Capital that the surplus is
rising absolutely and relatively is rather hard to substantiate
on the basis of these calculations.

But there is a perfectly sound commonsense basis to Baran’s
argument that the (potential) surplus rises during the develop-
ment of monopoly capitalism. In the first place, as the level of
real income per head rises then clearly the amount available
over necessary consumption is going to rise as well. Of course,
as Baran points out, conventionally necessary consumption
changes over time. And we can add that the increase is not only
a convention but a real objective necessity. It does in fact cost
more for a poor person to stay alive in the United States than in
Africa, because the prices and whole style of life (determining
what is available to buy) is governed by the style of life of the
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dominant rich section of society. So from this we cannot prove
a priori that the share of the surplus rises, though we have a
presumption that it will. But in addition to this Baran argues
that more and more labour is required to do no more than keep
monopoly capitalism going as a system and is not related to real
objective consumption needs at all. In particular there is adver-
tising and sales promotion which the capitalists need to sell their
products in competition with other capitalists, but which society
doesn’t need at all.

It shou