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Preface to the 1996 Reprint

The publication of the first edition of this book in early 1995
coincided with events which dramatically illustrated the politics of
money.

In the context of the negotiations between the Mexican and the US
governments over support for the Mexican peso, the Chase Bank of
New York called for the military elimination of the Zapatista rebels in
the Mexican state of Chiapas. A ‘softer’ approach of undermining the
Zapatista uprising through social reform was rejected by the bank
report as being insufficient to satisfy investors. The Mexican
government took military action on 9 February, breaking all the
promises it had made about seeking a peaceful solution to the conflict.
However, overt military intervention in Chiapas was abandoned after
a week, despite, or rather because of, the government’s failure to
achieve its objectives. While financial markets made clear that bail-
out and attack on the Zapatistas went hand-in-hand, a prolonged war
in Chiapas would have provoked uproar in Mexico, reinforcing
political uncertainty and financial instability. The financial instability
would have had worldwide consequences: the plunge of the Mexican
peso in December 1994 had rocked financial markets around the
world and caused serious instability in countries as far apart as
Thailand, Hong Kong, Sweden, Hungary and Spain. The politics of
money appears to demand both the use of military force and its
avoidance. For Mexico to be ‘rescued’, that is to be kept ‘in play’ to
secure global financial stability, force had to be administered in a
covert fashion. This volume shows that the politics of money is
intrinsically oppressive. The subterranean use of force like covert
military operations in Mexico is not an exception but, rather, lies at
the heart of the politics of money. Apparently extreme measures, such
as those adopted by the Mexican government, supply the most direct
understanding of the supposedly ‘normal’: the normality of the
seemingly democratic and equal character of monetary exchange
relations reveals itself as coercion.

The ‘Mexican crisis’ is not just Mexican. It is just one illustration of
the global power of money and of the global reverberations of the
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Preface to the 1996 Reprint vii

refusal to accept that power. The relationship between the global
economy and the national state, the relationship between the ‘rule of
money’ and ‘political power’ has changed considerably over the last
decades. This does not mean that old-style foreign policy crises with
aggression between states, movement of troops and the threat of
nuclear war, have been replaced by potential national bankruptcy and
the threat of global financial collapse. The former still exists in
deadly form, while the potential of global financial collapse has been
part of the history of capitalism since its inception. Nevertheless,
there are very significant changes in the relation between the political
and the economic, that is, in the way that struggles are fought. This
book does not supply a direct analysis of the Mexican conflict and its
repercussions in financial markets (that will be treated by a later
book). And yet, it does. It does so by analysing the politics of money,
by conceptualising the development of the global economy and the
national state, and by examining the political economy of
Keynesianism and monetarism.

The ‘Mexican crisis’ has given this book an undesirable topicality.
It is undesirable because of the immense suffering and pain caused by
the politics of money. Only a fool feels happy when events such as
those witnessed in Mexico appear to vindicate one’s theoretical
understanding. And yet, the Mexican crisis shows the fragility of the
‘rule of money’ by revealing its other side: the courageous refusal to
submit to the demands of austerity, misery and suffering. As
Subcommandante Marcos puts it in a recent communiqué (29
September 1995): ‘We have made the Power of Money tremble. It
has realised that there is something that it cannot buy or sell, that
dignity is starting to unite. The Power of Money is afraid because the
uniting of dignities signifies Its downfall, Its rapid transition to being
part of a nightmare that is coming to an end, the conclusion of a
historical phase ruled by arrogance and stupidity.’

This edition of the book is dedicated to the Zapatistas in Mexico
and beyond.

Werner Bonefeld and John Holloway
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1 Introduction:
The Politics of Money

Werner Bonefeld and John Holloway

The neo-liberal retreat from the state which has shaped politics in
nearly all countries of the world in recent years implies a change in
the form in which power is exercised. The ‘retreat from the state’ has
not, in general, reduced the role of the state or made society less
bureaucratic, but it has meant a direct (re-)commodification of many
aspects of social life. Many of our social needs which were previously
provided by the state (at least in minimal form) are now transformed
into objects of exchange. More and more, our access to so many
things that previously did not depend entirely on the market — medical
care, housing, education, transport, not to mention the ‘luxuries’ of
holidays, food and drink — depends directly on how much money we
have. Money has risen to a new prominence in our daily experience.

The rise of money is not merely a question of personal experience.
The relation between the productive, commodity and money forms
of capital has changed sharply over the last twenty years or so. ‘De-
industrialisation’, a topic of concern in Britain and many other coun-
tries over the period, has meant above all the conversion of productive
capital into money capital. When a factory is closed, the capital does
not simply disappear; nor, usually, does it simply reappear in the
construction of a new factory elsewhere. What was previously pro-
ductive capital becomes money capital which can be moved to wher-
ever in the world it is likely to yield the greatest profit. At the same
time, the movement of money has gained in importance in relation
to the movement of commodities (trade). In 1979, transactions in the
international financial markets represented six times the value of
world trade: by 1986 they represented about twenty-five times the
value of world trade (see Walter, 1993, p. 197).

The enormous shift of capital into money has important conse-
quences for states and their relation to the international economy. In
Britain, Black Wednesday (16 September 1992, when speculation
against the pound on the international financial markets forced the
Major government to withdraw from the European Exchange Rate
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2 Introduction

Mechanism and radically to revise its economic policies) did much to
bring home to public consciousness the awesome political power of
the vast quantities of money (now over $1 trillion) traded each day
on the world’s financial markets, and to create an awareness of the
changing relation between international finance and individual na-
tions states.! Events such as this have made it clear that it is not
possible to discuss the political development of any state in isolation
from the movement of money on the world markets.

One aspect of the rise of money has been the even more spectacu-
lar rise in the importance of debt. The possible consequences of the
expansion of debt were made clear in the so-called ‘debt crisis’ caused
by the Mexican government’s announcement in 1982 that it was having
difficulty in meeting its debt repayment obligations. The implications
were enormous for the whole world: debt default by Mexico and
other leading debtors like Argentina and Brazil could easily have led
to the total collapse of the world financial system. In the event, the
immediate danger was avoided, partly through the imposition of
unprecedented ‘austerity’ on large parts of the world’s population
(the ‘lost decade’ in Latin America, misery and famine in Africa),
and partly through the displacement of debt. Debt shifted to the
richer and apparently more credit-worthy parts of the world: the US
government, by cutting taxes and raising arms expenditure, took over
the role of principal debtor (and on a vastly larger scale), and there
was a huge increase in personal and company debt throughout the
richer countries.? The consequence of the huge expansion of private
debt were increasingly felt as the credit-based boom of the 1980s
turned into the recession of the 1990s, and the offers of easy credit
turned into debt enforcement, bankruptcies and house repossessions.’

From these few comments on the rise of money and debt, it should
be clear that we need to be able to speak of a ‘politics of money’. The
rise of money means a change in the form in which social relations
of power are fought out. Money has always been a dominant form of
power relations in capitalist society, but in recent years it has as-
sumed a new quality, acquired a new brazenness. Much that was
temporarily hidden from view by the welfare state capitalism of the
post-war period has now become obvious: principally, the power of
money and (another way of saying the same thing) the inherently
global nature of power relations.

Money, then, cannot be treated as an aspect of economics. At one
level, certainly, it appears to have a life of its own, to be an economic
thing which stands outside and above social conflict. On the other
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hand we constantly experience money as a constantly contested re-
lation of power. Every time we go to a shop, every time we pass a
beggar in the street, every time a house is burgled, every time the
rate of interest goes up or the price of shares falls, every time we
hesitate to go to the dentist because of the cost, every time the sheriff
officer (bailiff) makes a call, money is at issue, not as external to
social conflict, not as the framework of conflict, but as the very stuff
of conflict.

This book makes a contribution to the growing field of inter-
national political economy. The approach adopted, however, is a spe-
cific one. All the authors write from a background in Marxist theory.
However, within the Marxist tradition, as in the non-Marxist tradi-
tion, money has too often been treated as an aspect of ‘economics’,
as an element of the framework within which class struggle takes
place rather than as being a form of class struggle itself. In this book
the focus is on understanding money as class struggle, and on how
the changing role of money is constituted by the antagonistic social
relations of capitalism. This is an area of discussion that has been
largely neglected by Marxists as by others.

The book explores three interrelated aspects of the crisis of capitalist
accumulation. It examines the crisis of Keynesianism and the rise of
monetarism; it analyses the relationship between the global economy
and the national state and the transformation of this relationship
over the last two decades; and it supplies a critique of the politics of
money.

The book is an exploration of money as a form of social relations,
a form of class struggle. All the studies presented here share this
concern: they do not all pursue the same line of argument, but all are
attempts to develop an understanding of the changing significance of
money as class conflict. Central to the whole discussion of money as
a form of class struggle is the understanding that the other side of
monetary instability is the insubordinate power of labour. This issue
is taken up from different perspectives in all our contributions.

Central to the whole discussion is the crisis of Keynesianism (a
form of domination in which many aspects of society are withdrawn
from direct subjection to money) and the rise of monetarism. These
two topics are discussed in Chapters 2 and 3, by John Holloway and
by Werner Bonefeld. Their contributions show that both Keynesianism
and monetarism were political responses to labour’s insubordinate
power. Holloway emphasises the importance of the October revolution
of 1917 for the so-called Keynesian revolution and argues that
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Keynesianism was a means of making capitalism safe for capital. He
goes on to argue that the class conflict of the late 1960s undermined
the Keynesian notion of a reformed capitalism. Bonefeld argues that
monetarist policies never overcame the crisis of Keynesianism and
that the apparent success of monetarism during the 1980s was a
delusion. Both contributions follow the trajectory of Keynesianism/
monetarism and show that Keynesianism and monetarism are politi-
cal by virtue of the way in which labour’s insubordinate power is
integrated into the capital relation.

The analysis of the changing relation between national states and
the global movement of money, and of the changing meaning of ‘the
state’ in relation to world capitalism is developed in Chapters 5 and
6 by John Holloway and by Peter Burnham. Holloway starts by
assessing the so-called ‘state derivation’ debate of the 1970s and goes
on to examine the territorial organisation of the ‘political’ in the
form of the national state. Burnham examines the historical devel-
opment of the capitalist state during so-called primitive accumulation
and shows that the ‘capitalist state’ always existed in the form of an
‘international state system’. He criticises realist approaches to the
study of international relations by analysing the changing relation
between the national state and the global economy during the last
two decades.

The question of the internal relation between money and class
struggle and of the politics of money in the 1970s and 1980s is devel-
oped in Chapters 4, 7 and 8, by Christian Marazzi, by Harry Cleaver
and by Werner Bonefeld. The issue of the relationship of money to
the state is taken up in Bonefeld’s Chapter 8. He supplies an inter-
pretation of Marx’s writing on money and shows that money exists
contradictorily as command over labour. His interpretation of Marx
shows that the speculative dimension of capitalist accumulation during
the 1980s was not an aberration but that it rather manifested the
most elementary form of capitalist wealth, that is, the expansion of
money through money. At the same time, his contribution also shows
the contradictory character of capitalist speculation. According to
him, money has meaning only when it commands the labour of others.
This speculation, while being the most elementary form of capitalist
accumulation, also deprives capital of its meaning. The result is the
assertion of money as a social power which imposes itself thrf)qgh
force. He summarises Marx’s treatment of money by examining
the relation of money to the state. The issue of money as a self-
contradictory social power is analysed in Marazzi’s contribution. He
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examines the relation of money to exploitation against the back-
ground of the breakdown of the system of Bretton Woods and shows
that the expansion of money meant that it no longer managed the
exploitation of labour. He theorises the crisis of money and examines
the politics of austerity in the 1970s, taking as an example the case
of New York City. His focus is on money as awesome social power
which he addresses in terms of an ‘international terrorism of money’.
Marazzi shows that the rise of monetarism in the 1970s was a re-
sponse to the inconvertibility of money into expanded command over
labour in production. The contribution by Cleaver shows that the
notions of ‘Keynesian economics’ and ‘monetarist economics’ are
false names given to capitalist strategies to secure the exploitation of
labour. He focuses on the failure of monetarist policies in the 1980s
and argues that the monetarist regimes of tight money failed to
strengthen the link between money and exploitation. For him, the
other side of the capitalist failure to use money as a means of man-
aging the exploitation of labour is labour’s insubordinate power. He
shows that it is this power which lies at the heart of the capitalist
crisis. The other side the expansion of credit during the 1980s is the
self-activity of the working class which, for him, has become much
more socialised and globalised.

The book concludes in Chapter 9 with a joint article by Bonefeld
and Holloway, in which we try to draw some of the strands together
by suggesting that the development of money can be seen as the
movement of the composition, decomposition and recomposition of
insubordinate labour. The study draws parallels with the 1930s and
argues that the present crisis carries both hope and warning. The
warning is that the current fragility of capitalism might be resolved
through a slump (or worse) with all its political and human conse-
quences. The hope is that labour’s insubordinate power can be made
productive and fruitful for a world in which poverty is not the con-
dition of wealth.

From this brief presentation of some of the issues discussed in the
studies collected in this book, it might appear that all that is at issue
is the definition of concepts and an analysis of the changing relation-
ship between the global economy and the national state with little
practical importance. Nothing could be further from the truth.*

It is important to remember that the last major crisis of capitalism
was resolved only through the destruction of millions of lives, and
the possibility of this recurring, but on a far greater scale, is a very
real one. ‘Cirisis’, as one of us has argued elsewhere, ‘does not simply
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refer to “hard times”, but to turning points. It directs attention to the
discontinuities of history, to breaks in the path of development, rup-
tures in a pattern of movement, variations in the intensity of time’
(Holloway, 1992, p. 146). This book contributes to an understanding
the dangers and opportunities which the current crisis presents. Crisis
does not mean the restructuring of capital, although it may contain
the possibility of restructuring. Between crisis-as-rupture and crisis-
as-restructuring there is an abyss of possibility. Our hope is that this
book will contribute in a small way to the construction of a reasonable
society in which humanity exists as a purpose rather than as a resource
for the accumulation of money. The critique of capitalist exploitation
entails a critique of ‘money’ and the understanding that the libera-
tion from exploitation means a liberation from money.

Notes

1. ‘Central bank reserves are less than the equivalent of two days’ turn-
over in the world’s foreign exchange markets, which indicates that one
central bank or even a number of central banks intervening together in
exchange markets cannot hope to oppose a concerted onslaught on a
particular currency or currencies by the exchange markets’ (Walter,
1993, p. 199).
For example, ‘between 1976 and mid-1987, aggregate US debt rose
from $2.5 trillion to nearly $8 trillion, and the ratio of total debt to GNP
rose from 136% to 178% . .. The indebtedness of the private sector in
Japan has risen substantially in recent years: the indebtedness of non-
financial companies increased from 94% of GDP in 1975 to 135% in
1990, while that of households increased from 45% to 96% of dispos-
able income over the same period’ (Walter, 1993, pp. 214-15).
3. For a discussion of the implications of rising personal debt, see Ford
(1988).
4. See also the debate between Ticktin and Cleaver (1993).
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2 The Abyss Opens:
The Rise and Fall of
Keynesianism
John Holloway

I

Keynes lounging in an armchair, comfortable, thoughtful and benign,
a pile of books and papers beside him, against the background of a
chart showing the dramatic decline in unemployment form the 1930s
to the 1960s: the cover of a popular book conveys perfectly the popular
image of Keynesianism. For much of the post-war period, Keynesian-
ism was presented simply as a beneficial, rational, scientific advance
in the management of the economy, as a theoretical development
which provided the basis for overcoming the problem of capitalist
crisis and creating a just capitalist society. Even in recent years, when
Keynesianism has been so much criticised, the image remains of
Keynesianism as a possibly misguided, but certainly well-meaning
theoretical development. In the midst of such images, it is sometimes
hard to remember that the adoption of Keynesian policies was the
culmination of a prolonged conflict, of a violence, horror and bloodi-
ness quite unprecedented in the history of the world.

Keynes was of course an economist. ‘Keynesianism’ refers strictly
to the economic theories which he propounded and to the economic
policies associated with his name, which gained influence throughout
the world during and after the Second World War. These theories
and policies should not, however, be seen in isolation: their adoption
formed an important part of the establishment of a new pattern of
relations between capital and labour and for that reason the term
‘Keynesian’ is often used to refer more broadly to the pattern of
political and economic relations associated with those theories and
policies. It is primarily in this broad sense that the term will be used
here.

The central feature of Keynesianism was the acknowledgement of
the organisational strength of the working class. Keynesianism made
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8 The Rise and Fall of Keynesianism

explicit in institutional form the dependence of capital upon labour,
the strength of the presence of labour in-and-against capital.

The aim of this chapter is to examine the establishment and the
collapse of Keynesianism as a mode of domination, a mode of con-
taining the power of labour.

The power of labour to which Keynesianism responded was most
dramatically illustrated in the ‘red October’ of 1917. The Russian
revolution was not an isolated event, but the crest of a wave: the
surface of capitalism was broken not only in St Petersburg and
Moscow, but, more briefly, in other places too — Berlin, Budapest,
Munich, Turin, etc. These revolutionary struggles at the end of the
First World War were part of a much broader change: as Woodrow
Wilson put it shortly before his death, the Russian revolution was
‘the symbol of the discontent of the age’ (Schlesinger, 1957, p. 94).
The revolutionary movement fed from and fed into a longer-term,
less spectacular surge in the power of the working class, expressed in
the rise of trade unionism and social democratic parties in all the
advanced capitalist countries from the end of the nineteenth century.
For all the failings of the organised movement (most notably the
collapse of ‘socialist internationalism’ on the eve of the war), the
visible power of the working class had grown enormously in the early
years of the century.

Beneath the visible, organised power of labour lay a less visible,
more insidious power: the power of the exploited to resist exploitation.
The growing organisations derived much of their power from the
workers’ realisation that, however bad their conditions might be,
there were limits to the extent to which they could be exploited.
Capital might control their lives, but capital too depended on their
work for its survival. Power derived precisely from the condition
which defined the working class: labour. This realisation was expressed
not only in the withdrawal of labour in strikes, but in the constant,
everyday struggle for control of the process of work: the control of
how things were done, at what speed. Even the most domineering
capitalists were confronted frustratingly with the fact that they did
not fully control the work process which was the source of their own
profit. As F.W. Taylor recounted of his own experience, ‘as was usual
then..., the shop was really run by the workmen and not by the
bosses. The workmen together had carfully planned just how fast
each job should be done’ (Braverman, 1974, p. 102). Taylor’s life
work articulated the frustration of capital and was dedicated to over-
coming its source, the power of labour to control the labour process.
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The extent of the power of the workers to control their own labour
varied according to the area, the industry and, most importantly, the
type of work involved. It was particularly the more skilled workers
who played an indispensable role in the labour process and who were
able to exercise most control over their own process of work. The
position of the skilled workers gave a particular complexion to the
working class movement at the time, reflected in trade union organ-
isation (based mainly on craft lines) and in the ideology of even the
more revolutionary sections of the socialist movement, with their
vision of socialism in terms of workers’ control of the work process.
For capital, the skill of the workers turned from being a necessary
condition for industrial development into being an obstacle to capital
accumulation (Coriat, 1982, p. 12).

From the beginning of the century, capital was increasingly con-
fronted with its own dependence upon labour. This expressed itself
both in apprehension of the organised labour movement and in
growing difficulty in raising surplus value production sufficiently to
offset the rising costs of investment. The imperialist flight of capital
to a new workforce, new raw materials and new markets offset the
difficulties but also raised inter-capitalist competition to a new level
of inter-imperialist rivalry and war.

The impact of the war was double-edged. On the one hand, it split
the international labour movement and led to a weakening of the
position of the skilled worker within the factory, as established prac-
tices were ‘diluted’ by bringing in women to help with the war effort;
on the other, it stirred up a wave of discontent throughout the world
that threatened capital as it had never been threatened before.

Capital’s response to this threat was complex. From the end of the
war, in all the leading capitalist countries, there were voices calling
for reform: politicians and theorists of the bourgeoisie who argued
that the old capitalism had been discredited and that a radically new
social order was necessary. These calls took many different forms
and surfaced on many different occasions through the 1920s.

There were three principal issues in the strategic debates of the
1920s: international relations, the role of the state and the control of
money.,

The first clash between ‘progressives’ and ‘reactionaries’ came
immediately after the war, in the negotiation of the Versailles peace
treaty. Many of the young reformers who were part of their national
delegations resigned in disgust when they realised that their leaders
were more interested in the ‘evil old conspiracy of naked force’



10 The Rise and Fall of Keynesianism

(Schlesinger, 1957, p. 14) than in creating a new era in world history.
Among those who resigned was Keynes, who was present as part of
the British delegation. One of the key issues was the attitude of the
western powers to the new revolutionary government in Russia. For
the progressives, the response to the Soviet threat should be con-
ciliatory. In the pamphlet which he wrote to justify his resignation,
“The Economic Consequences of the Peace’, Keynes inveighed against
the old-style diplomats who ‘behave as if foreign policy was of the
same genre as a cheap melodrama’ (Keynes, 1971, p. 185), and argued
that, rather than excluding Russia and taking revenge on Germany,
the policy of the victorious powers should aim at reconstructing
Germany and reintegrating Russia into world trade: ‘whether or not
the form of communism represented by the Soviet government proves
permanently suited to the Russian temperament, the revival of trade,
of the comforts of life and of ordinary economic motives are not
likely to promote the extreme forms of those doctrines of violence
and tyranny which are the children of war and of despair’ (Keynes,
1971, p. 187; cf. also Negri, 1988, p. 16).

The issue of the new international order was quickly settled against
the views of the progressives by the Treaty of Versailles. The second
issue, the question of the role of the state, remained alive throughout
the 1920s. The war had seen an unprecedented expansion in the role
of the state, involving extensive control of production (cf. Clarke,
1988, pp. 193ff). In the years after the war, the ‘progressives’ argued
that the development of capitalism made it imperative that the state
should maintain an active, interventionist role in the economy. The
argument took different forms and rested on different justifications,
from acknowledged fear of revolution to charitable concern for the
poor to the simple pursuit of economic efficiency, but there were a
number of threads that ran through the debate in all countries. The
most immediate issue was the role of the state in production. Every-
where, the state had taken over, directly or indirectly, important
sections of production and transport during the war. The ‘progressives’
argued that these should not be returned to private ownership, that
the modern state should control certain basic industries in the interests
of the national welfare (cf. Schlesinger, 1957, pp. 37ff; Clarke, 1988,
p. 200). This argument was lost: the industries taken over during the
war were on the whole returned to private hands in the years imme-
diately following. But the argument concerning the role of the state
continued. It was argued that the state should be more active in
providing social welfare provision for the poor, especially in the case
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of unemployment. It was argued too that the state should play a
more active role in encouraging economic efficiency, especially
through the promotion of economic ‘rationalisation’. All the functions
that are usually associated with the post-1945 ‘Keynesian’ state were
already being argued for in the 1920s.

This is true also true of the general conception of the state as being
responsible for the management of the economy, particularly through
the manipulation of demand. Such ideas were to be found not only
in Keynes’ early writings, but also, for example, in the work of Foster
and Catchings in the United States. In their book, The Road to
Plenty, published in 1928, they attacked Say’s Law, the foundation of
orthodox economic theory, which held that total demand for goods
must equal total supply, so that the financing of production automati-
cally created enough purchasing power to purchase all the goods
produced. Foster and Catchings pointed out that there was no such
automatic balance, since the flow of money was constantly inter-
rupted by saving (as indeed Marx had pointed out in Chapter 2 of
Capital sixty years before). Hence, the only way to maintain prosper-
ity was for the government to maintain an adequate flow of money
income to consumers: its policies should be founded on the principles
of ‘putting more money into consumers’ hands when business is falling
off, and less money when inflation is under way’ (Schlesinger, 1957,
p- 135).

Money was central to any discussion of an expanded role for the
state. Plans such as that proposed by Foster and Catchings would
involve the government running budget deficits in times of recession,
and such an idea was abhorrent to the more orthodox politicians and
theorists of the day. The issue of financial orthodoxy during this
period crystallised around discussions of the gold standard. The re-
construction of the gold standard, under which national currencies
are tied to the price of gold, was seen by many as the key to the
reconstruction of the international political system after the First
World War and was one of the first tasks undertaken by the new
League of Nations (Clarke, 1988, p. 204). The significance (both sym-
bolic and real) of the restoration of the gold standard was that it
subordinated national currency, and hence the nation state, to the
international movement of money, and thereby anchored the mini-
mal role of the state which the conservatives wished to safeguard. It
imposed on governments a financial discipline which popular pressures
might otherwise lead them to evade. The restoration and maintenance
of the gold standard thus became a symbol for the viability of the old
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liberal world order, which the ‘progressives’ claimed was doomed to
extinction.

The debates of the 1920s on the international order, the role of the
state and money, were conducted among policy makers, advisers and
critics: the politicians, civil servants and intellectuals of the bourgeoisie.
Behind them, however, stood the unspoken (or at least rarely
mentioned) subject of all bourgeois theory: the power of the working
class. This is not to say that, for example, the idealists who resigned
from their national delegations at Versailles were cynically concerned
only with a more effective means of suppressing labour, but that the
course of the argument was shaped by ‘reality’ and that the most
important feature of that ‘reality’ was the growing difficulty experi-
enced in dominating and exploiting labour. At issue in the debates of
the 1920s was a clash between two strategic responses to the new
power symbolised by the October Revolution of 1917.

The subject of the debates occasionally broke through in explicit
terms. Far away from the streets of St Petersburg, Berlin or Munich,
the US Attorney General, A. Mitchell Palmer, gave colourful ex-
pression to the fears of capital everywhere when he said in 1920:

Like a prairie-fire, the blaze of revolution was sweeping over every
American institution of law and order a year ago. It was eating its
way into the homes of the American workman, its sharp tongues
of revolutionary heat were licking the altars of the churches, leaping
into the belfry of the school bell, crawling into the sacred corners
of American homes, seeking to replace marriage vows with libertine
laws, burning up the foundations of society (Schlesinger, 1957, p. 42).

For politicians of the stamp of Palmer, the response was simple:
suppression by force of anything remotely resembling a revolution-
ary threat, withdrawal of the state from the expanded role assumed
during the war, exclusion of trade unionists from the policy making
process into which they had been coopted during the fighting, res-
toration of the power of money over the state. In international affairs,
this position was matched by a non-conciliatory approach to the Soviet
revolution, first military intervention and then diplomatic isolation.
In retrospect, this approach has often been portrayed as simple-
minded: it was, however, by and large the strategy which was imple-
mented by all the major governments throughout the 1920s. The
1920s were built on the violent suppression of workers’ movements,
real and imagined, throughout the world.
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The other response was more complex. To speak of it as a single
‘strategic response’ is, of course, a gross simplification. It was made
up of a plethora of policies, policy proposals, managerial innovations
and theoretical developments in different parts of the world, with
different motivations and different implications. But the common
theme everywhere was the assumption of a new role by the state, and
the common background everywhere was the wave of discontent
symbolised by the Russian revolution. The starting point was an aware-
ness that things had changed. The old balance was broken:

The idea of the old-world party, that you can, for example, alter
the value of money and then leave the consequential adjustments
to be brought about by the forces of supply and demand, belongs
to the days of fifty or a hundred years ago when trade unions were
powerless, and when the economic juggernaut was allowed to crash
along the highway of progress without obstruction and even with
applause. Half the copybook assumptions of our statesmen is based
on assumptions which were at one time true, or partly true, but are
now less and less true day by day (Keynes, 1972, p. 305).

The old equilibrium had been broken by the collective power of
labour. The assumption that labour power could simply be treated as
any other commodity on the market was no longer valid: ‘the trade
unions are strong enough to interfere with the free play of the forces
of supply and demand’ (Keynes, 1972, p. 30S). As a result, Say’s Law
had lost its validity: it could no longer be assumed that market forces
alone would ensure the most efficient use of resources:

In the economic field this means, first of all, that we must find new
policies and new instruments to adapt and control the working of
economic forces, so that they do not intolerably interfere with
contemporary ideas as to what is fit and proper in the interests of
social stability and social justice (Keynes, 1972, p. 306).

Whereas the ‘old-world party’ did not recognise, or refused to re-
cognise, the changed balance of forces within society, the progressives
argued for a new accommodation with labour. This did not mean
taking the side of labour (‘I can be influenced by what seems to me
to be justice and good sense; but the class war will find me on the side
of the educated bourgeoisie’, as Keynes declared in the same article,
1972, p. 297), but developing a strategy based on the recognition of
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the new situation, a strategy that would integrate the working class
as a force for development within capitalism (cf. Negri, 1988), a strat-
egy that would not openly defeat, but contain and redefine the power
of the working class.

It was not only in discussions of state policy but also in the devel-
opment of management practices that awareness was growing of a
new situation. Taylor had been preaching his gospel of ‘scientific
management’ since the turn of the century: an explicit attack on the
power of the skilled worker through the detailed study and the frag-
mentation of skilled tasks into simple and closely controlled opera-
tions. The fragmentation of tasks had been developed further by
Henry Ford, who had connected it to the electrically driven conveyor
belt to create the assembly line, the detailed steps in the production
of the Ford cars being performed at different positions along the line.
However, Ford’s technological development of scientific management
was soon confronted by the fact that cars are produced neither by
science nor by technology but by people working. The workers, not
surprisingly, found the new organisation of work unbearably boring
and rarely stayed long. During the year of 1913, for example, in
order to maintain a workforce of 15,000, it was necessary to hire
53,000 workers (Coriat, 1982, p. 56). It was in order to control this
chaotic flow of labour that Ford introduced his famous ‘five dollars
a day’ wage contract in 1914.

Five dollars was more than double the previous wage at Ford’s
factory, but it was not given to everybody. In order to receive such
a high wage, it was necessary to be a man, over twenty-one, and to
have been working at the factory for at least six months. It was also
necessary to show oneself morally worthy of such a high wage. As
the director of Ford’s newly created department of sociology put it:

It was easy to foresee that in the hands of certain men, five dollars
a day could constitute a serious obstacle on the path of rectitude
and of a well-ordered life and could make them a menace to so-
ciety as a whole; that is why it was established from the beginning
that no man could receive this increase who did not know how to
use it in a discrete and prudent manner (Lee, 1916, p. 303, quoted
by Coriat, 1982, p. 57).

The five-dollar day was extremely successful in reducing the turn-
over of labour: after 1914 it dropped to less than 0.5% per year
(Coriat, 1982, p. 59). This created the basis for a new, more disciplined
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organisation of production within the factory, an intensification of
work which, despite the rise in wage costs, reduced the costs of
production of the Model T Ford by about 17% (Beynon, 1973, p. 24,
Coriat, 1982, p. 59). In addition, it also created a new group of rela-
tively prosperous workers, who then provided a new market for the
mass-produced Model T.

The striking feature of the Ford contract is the trade-off between
the acceptance of disciplined, soul-destroying monotony during the
day and a relatively comfortable consumption after hours, the rigid
separation between the death of alienated labour and the ‘life’ of
consumption. What needs to be emphasised, however, is not simply
the oppressive nature of Fordist production, but that the Ford con-
tract was a striking acknowledgement of the dependence of capital
upon labour, and the attempt to reformulate the power of labour
(ultimately, the power not to labour) as monetary demand for com-
modities. It was the innovatory acknowledgement-and-redefinition
of the power of labour that made Ford an important figure in this
period, ‘the most influential of all business leaders’ (Schlesinger, 1959,
p- 73).

It was not just Ford and his followers who were introducing new
styles of management. There were other voices of managerial change
during the 1920s as management sought to deal with the problems of
high turnover and the informal resistance of the workers: many of
the large corporations began to experiment during this period with
more ‘liberal’ ways of organising work and more systematic methods
of organising production (Gordon er al., 1982, pp. 172ff). All these
methods sought ways of channelling the discontent of the workers
into a form that would serve the interests of capital.

The changes at managerial level and the new views on the way that
the state should develop were quite uncoordinated, although there
were those who argued that what was needed was ‘a Taylor . . . for
the economic system as a whole’ (Tugwell, quoted in Schlesinger,
1959, p. 194), and others who saw connections between Taylor and
Keynes (Schlesinger, 1959, p. 201).

In the 1920s, however, the changes in management were still only
beginning to spread and ‘the old-world party’ still reigned supreme
in politics. In retrospect, the views of the conservatives are generally
portrayed as simply reactionary and out of touch with the new reality
of the post-war world. It can be argued, however, that the time had
not yet come for the new strategy of domination. The old balance
was broken, but it is not clear that the conditions yet existed for the
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establishment of any new equilibrium. In the immediate post-war
world, the threat of revolution still loomed large in many parts of the
world. It was only after the revolutionary wave of struggles had been
violently suppressed that the strategy of reformulating working class
power became credible. It was only after the defeat of the General
Strike in Great Britain in 1926, for example, that there developed a
new institutionalisation of working class struggle, which would later
provide the counterpart of Keynesian policy initiatives.

After the working class had been defeated on the streets and the
immediate threat of revolution had receded, the conditions were more
favourable for the institutional integration of working class power, but
the urgency of change was less obvious. Only after the crash of 1929
and the ensuing crisis did the pressure for change gain a new force.

The crash of 1929 was the final crash of the old order, the final
breakdown of the established mode of domination. That the crash
was a turning point in historical development is generally undisputed,
but it is usually presented as an economic event external to the de-
velopment of class relations. The immediate cause of the crash is
generally seen as an overaccumulation of capital in relation to a
limited market (cf., e.g., Clarke, 1988, p. 217). The boom in the US
economy during the 1920s had been based on the rapid expansion of
the new consumer durables industry, but the market was narrow,
being limited essentially to the middle class. An expansion of credit
allowed accumulation to continue after the market had been ex-
hausted, but this took the form of stock market speculation. The
barrier of the limited market finally asserted itself in the stock mar-
ket collapse of 1929.

The crash was more than that, however: it was the other face of
the October Revolution of 1917. On the surface there is no connection
between the two events: ‘it would seem obvious that the events of
1917 had no bearing on those of 1929°, as Negri points out (1988,
p. 22). In fact, the two dates mark important aspects of the same
crisis. The revolution of 1917 had been the loudest declaration by the
working class that the old relation between capital and labour was at
breaking point. The crash of 1929 brought home to capital that this
was indeed the case, despite all its attempts to recreate the pre-war
world.

But then why is the ‘inner connection’ between 1917 and 1929 not
more obvious? If the crash of 1929 was the vindication of the claims
made by socialists about the intensity of the contradictions of capital
and the immanence of breakdown, why did it come too late, long
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after the revolutionary tide had already receded? If the crash of 1929
was simply the most dramatic expression of the breakdown of the old
pattern of relations between capital and labour, if “the crisis of 1929
was actually a continuation of the unresolved economic crisis pre-
ceding World War I', as Mattick puts it (1978, p. 116), then why did
it not occur when the power of labour was at its greatest? What was
the connection between the power of the working class, seen at its
most dramatic in 1917, and the collapse of capitalism twelve years
later? If crisis is the expression of the power of labour in-and-against
capital, then why did crisis come when, on the face of it, labour had
been decisively beaten?

Credit is the key to understanding the distance between 1917 and
1929, the key to the dislocation of the two faces of the crisis. The
power of labour is refracted through the forms of the capital relation,
especially through money and credit. As the prevailing pattern of
exploitation comes up against its limits, as capital’s pursuit of profit
is obstructed by the established positions of labour, there is an ex-
pansion both in the demand for and in the provision of credit. On the
one hand, capitals scck loans to tide them over what they see as
temporary difficulties. On the other, capital which finds it difficult to
find profits in production secks to expand through the financial
markets. Built into the existence of money as a form distinct from
value is the possibility (or inevitability) of a temporal dislocation
between the breakdown of the relation between capital and labour
and its manifestation in the form of a fall in capitalist profitability.

Credit is always a gamble on the future. In borrowing, capital
commits a portion of surplus value not yet produced. If the required
surplus value is not produced, the capital will fall. If the conditions
of production can be altered sufficiently to expand the production of
surplus value by the requisite amount, then the gamble will have
succeeded. Credit expansion, by postponing a fall in profitability,
makes the restructuring of production relations objectively more
urgent than cver. It also makes it more difficult, by maintaining the
conditions in which the power of labour has developed.

This is essentially what happened in the 1920s. The restocking
boom which was the immediate aftcrmath of the war was over in
Europe by 1921 (Clarke, 1988, p. 197). In the United States, however,
the boom continued through the 1920s, sustained at first by the re-
structuring of production that had taken place during the war (Mattick,
1978, p. 116) and the development of the new automobile and con-
sumer durable industries, and then increasingly through an enormous
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expansion of credit, both in the form of bank loans and through the
creation of fictitious capital on the stock market (Mattick, 1978, p. 119).
Productivity rose sharply in the United States during the 1920s, but
not sharply enough to produce the surplus value required to sustain
profitability. Eventually the gap between the surplus value actually
produced and that which was being gambled upon in the stock market
manifested itself in the crash of October 1929: ‘finally America, too,
succumbed to the post-war realities’, as Mattick puts it (1978, p. 116).

Even after the crash, however, there was no immediate recognition
of the need for a new order, certainly at the political level. In the
United States, in Britain and elsewhere, the government response
was retrenchment. Pressure on the state to play a more active role in
stimulating the economy and in providing welfare relief for the mil-
lions thrown out of work was answered by financial orthodoxy. The
balanced budget became the symbol of the political defence of a
world which no longer existed.

In the sphere of individual capitals change was forced more quickly.
The collapse in profitability forced capitals to reorganise their rela-
tion with labour in order to survive. The new systems of management
that had slowly been making ground in the 1920s soon became a
precondition for survival:

Two effects of the Depression immediately focussed attention on
the need for new systems of labour management. First, the collapse
of profits itself pressured corporations to consider whatever methods
were available which might restore profitability and improve their
control over the labour process. Second, the Depression led fairly
quickly to worker dissatisfaction — and ultimately, of course, to the
emergence of industrial unions. The industrial union movement
constituted a new force with which large employers had to contend,
directly challenging some of the most important elements of both
the drive system and the carly explorations of more sophisticated
policies (Gordon et al., 1982, p. 176).

It was this new thrust of the power of labour that at last gave shape
to capital’s changing form of domination. In the United States, the
dissatisfaction of labour, the protest against the power of money
symbolised by the balanced budget, had brought the defeat of Hoover
in the elections of 1932 and the triumph of Roosevelt with his
commitment to a ‘new deal’. The original new deal was, however,
vague and seli-contradictory: it was only under the pressure of the
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industrial struggles of the 1930s and the rise of the new industrial
unionism organised in the CIO that it acquired the shape that we
associate with it today.

The new industrial unionism grew out of the new relations at work.
The spread of Fordism meant the spread of a new type of mass,
unskilled worker working in large factories. The Fordist deal, the
trade-off between boredom and pay, had made the wage the focus of
struggle more clearly than ever before. When Ford announced his
‘five dollars a day’ in 1915, it had been a unilateral act to stem the
flight from intolerable working conditions. But once the wage had
been made the focal point of the relation to such an exclusive extent,
the workers were unlikely to wait for the fiat of management. Pres-
sure for collective wage bargaining led to the mushrooming of a new
industrial unionism in the early 1930s. The demand for recognition of
the new unions as the representatives of labour in collective bargain-
ing was accepted by more and more companies throughout the 1930s.
This was not without resistance, but there was also recognition by
capital that the channelling of discontent into the wage demand was
an important component in establishing a more orderly relation with
labour. This was dramatically captured by the posters for the re-
cruitment drive of the CIO: ‘President Roosevelt wants you to join
the union.” As Tronti points out:

The password ‘organise the unorganised’ was acceptable to both
modern capitalism and the new union. In recent history there are
these moments of elective affinity between the two classes when,
each in its own camp, [they] find themselves internally divided and
must simultaneously resolve problems of strategic location and of
organisational restructuring (1976, p. 117).

It was this drive of labour that led to the labour policies of the
Roosevelt administration and the enactment of the Wagner Act of
1935. Under immense social pressure and against often strong re-
sistance from important sections of capital, a new relationship between
capital and labour was forged in the United States in the 1930s,
focussed on the recognition and attempted integration of the power
of labour. The ‘New Deal’ ‘implied the beginning of a fresh game but
with the same players’ (Mattick, 1978, p. 129). The ‘fresh game’ was
what later became known as Keynesianism: ‘Lord Keynes’, in Tronti’s
striking phrase, ‘is actually an American economist’ (1976, p. 115).

In the mid-1930s, however, the fresh game was still far from being
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established. For one thing, there were alternative, competing models
of what the new game should look like. In Germany, the crisis of the
old pattern and the drive of labour had met with a different re-
sponse. Here the violent suppression of the post-war revolutionary
currents was not so cleanly separated from the institutional incor-
poration of the working class movement, so that the new corporatism
took a particularly bloody form. In Russia too, the enormous power
of labour’s thrust in 1917 had given a very different form to the
eventual containment of that power under Stalin.

It was not simply the existence of competing models that pre-
vented the firm establishment of the new game. More crucial was the
fact that the conditions had not yet been established for a firm res-
toration of capitalist profitability. The economic recovery of the early
New Deal years proved to be short-lived. At the end of 1937, there
was a new slump. Steel production, for example, declined from 80%
of capacity to 19%. Despite the subsequent revival, there were still
10 million unemployed in the United States in 1939 and private in-
vestments were still one-third below the level of 1929 (Mattick, 1978,
pp- 138-9). Although the practices of the New Deal were given a new
theoretical coherence by the publication of Keynes’ General Theory
in 1936, neither theoretical coherence nor government policies were
sufficient to achieve the restructuring that was required to re-establish
capitalism on a firm footing.

That restructuring was achieved through war. ‘Death, the greatest
of all the Keynesians, now ruled the world once more’ (Mattick,
1978, p. 142). War succeeded where the New Deal, Naziism and
Stalinism had shown only possible lines of development. The war
achieved a destruction and devaluation of constant capital even greater
than that associated with the bankruptcies and depreciations of the
Great Depression. At work, the managerial changes introduced after
the crash of 1929 were carried further, but in a new atmosphere of
discipline: in the United States, for example, ‘many employers used
the advantage of wartime discipline after 1941 to seek to regain some
of the initiative and control they had surrendered to industrial unions
at the end of the Depression’ (Gordon et al., 1982, p. 182). In this,
employers in all the major countries were helped considerably by the
trade unions, which preached the subordination of class antagonism
to the common goal of winning the war (cf., e.g., Gordon et al., 1982,
p. 183; Middlemas, 1979, pp. 266ff). The changes in relations at
work were accompanied by rapid change in the technology of pro-
duction as governments poured resources into areas of technological
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development considered to be strategically important, so that there
was rapid progress in areas such as electronics and petrochemicals.
Unemployment was solved through the enlisting and killing of millions
of people: a massive ‘scrapping of labour power’ (Bonefeld, 1988,
p. 56).

The war was the culmination of the restructuring efforts of the
inter-war years. In an article in 1918, John Dewey, already one of the
intellectual leaders of American liberalism, had pointed to ‘the social
possibilities of war’ — the use of technology for communal purposes,
the subordination of production for profit to production for use, the
organisation of the means for public control (Dewey 1918, cited in
Schlesinger, 1957, p. 39). The Taylorisation of society which Roosevelt’s
adviser, Tugwell, had looked for in the New Deal was given a new
degree of reality in the war. The expansion of the state which New
Dealers and Keynesians had long sought was realised to an un-
precedented extent. The balanced budget so fiercely defended by the
‘old-world party’ was forgotten. And with the end of the war and the
establishment of one clearly hegemonic power, the United States,
state intervention and monetary regulation could attain an interna-
tional dimension quite impossible in the inter-war period. Now at
last, capital could deal again and, over the bodies of twenty million
people, a fresh game could start.

For the first time in almost fifty years, the imminent collapse of
capitalism, which had for so long been a preoccupation of both so-
cialist and bourgeois thought, was no longer on the immediate agenda.
From the turn of the century, the issue of the breakdown of capital-
ism had been at the centre of Marxist discussion: debate centred
around the inevitability or otherwise of the breakdown, but for all
concerned the question was one of immediate importance. For
bourgeois thought, too, the war, the revolutionary wave, the crash
and the Great Depression, fascism, rearmament and renewed war,
shock upon shock to any notion of capitalist stability, had made failure,
collapse and revolution the dominant preoccupations of thirty years.

The hopes and fears of revolution did not immediately disappear
with the ending of the war in 1945. On the contrary, the immediate
post-war period was a time of great ferment. But the balance of
things had shifted. For the first time in nearly fifty years, capital had
a basis on which it could pursue accumulation and exploitation with
vigour, a basis on which it could build a new appearance of stability,
hiding in a mist of amnesia and poppies the millions who had been
slaughtered on the way.
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I

The new game was broken up in the late 1960s and early 1970s. It
had never been played without interruptions. Even after the turbu-
lence of the immediate post-war period had been contained, even
after the clear establishment of ‘Marshallism’ in Europe and of US
domination throughout the world, anti-colonial and revolutionary
movements and industrial unrest rumbled throughout the 1950s and
early 1960s. However, it was not until the late 1960s that the pattern
of relations between capital and labour which had been established
after the war began to disintegrate.

The ‘crisis of Keynesianism’, as it is often referred to, is not simply
a crisis of economic theory, or of economic policy making: these are
manifestations of a crisis in the relation between capital and labour,
a crisis in the particular pattern of the containment of the power of
labour. Put like that, it is clear that the crisis can be understood
neither in terms of the failure of the objective structures (or the
working of the ‘objective laws of capital’), nor simply in terms of the
subjective drive of labour, nor, even more clearly, in terms of ten-
sions between capitalists, or national capital groups. It was the re-
lationship between capital and labour that broke down: there was a
swelling and bursting of the tensions present in the relationship from
the beginning. The antagonism contained by Keynesianism could be
contained no longer.

The post-war pattern of domination had as its precondition the
effective exploitation of labour. Fordist methods of mass production
had become widely established not only in the United States but in
Europe in the aftermath of the war. These brought a sharp rise in
labour productivity, but at a cost. Fordist production rested on an
implicit trade-off between a high degree of alienation and boredom
at work and rising consumption after hours: dissatisfaction was trans-
formed into demand and regulated through annual pay bargaining.
As this became established as the dominant pattern, its contradic-
tions became clearer.

The fundamental contradiction of all capitalist production is that
expressed in the category of alienation, the contradiction between
the potential of human creativity in the production of use-values and
the form imposed on that creativity under capitalism, the creation of
value under the control of another: in short, the reduction of con-
crete work to abstract labour. Under Fordist production methods,
with their unprecedented degree of unskilled repetitive labour, this
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contradiction reached a new level of intensity. Increasingly, it ex-
pressed itself not as a struggle against the abstraction of work (and
for workers’ control) but as a rebellion against labour as such. The
deadening boredom of Fordist labour was met by revolts of all sorts
which aimed primarily at breaking the deadly repetition of meaning-
less-tasks: there was a rise in sabotage, absenteeism, short ‘wildcat’
stoppages, and so on. These began to have a much more serious
impact on productivity and profitability than the more widely publi-
cised strikes over pay.

The revolt against labour was all the more effective for being
embedded in a peculiarly rigid work organisation. The attack against
the power of the skilled worker led by Taylor and subsequently by
Ford, directed as it was against the flexibility and judgement of skill,
had resulted in a very inflexible organisation of production. The frag-
mentation of work into minute, finely timed tasks and the subse-
quent integration of those tasks with the working of machinery
dedicated to a specific process, the same rigid fragmentation which
initially served to break the power of the skilled worker, became
through struggle both a weapon in the revolt against labour and a
limit on capital’s right to command. The rigidity magnified the effect
of any disruption of the flow of the labour process, since the non-
performance of one fragment of the process often made the perform-
ance of other fragments impossible: not just within a particular factory
or company, but between chains of suppliers and manufacturers. The
rigidity also created defined positions which often became positions
of power for the workers, from which they could fight to increase
wages. Thus, the work-to-rule and the demarcation dispute became
common forms of industrial conflict, as workers used or defended the
rigidities originally imposed by capital.

In the face of rigidity and revolt, money was the great lubricant.
Wage-bargaining became the focus of both managerial change and
worker discontent. Raising wages (or granting special bonuses) be-
came the principal means by which management overcame its own
rigidities and introduced changes in working practices: ‘payment for
change’ became established as a principle of trade union bargaining,
at least in the better organised industries. Wage negotiations also
became the principal focus of organised working class protest; the
trade unions became increasingly the ‘managers of discontent’, in C.
Wright Mills’ phrase, channelling conflict into the form of a monetary
demand to be fought over in the ritual process of pay-bargaining.

The monetisation of conflict became more and more problematic
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as the productive power of labour expressed itself in higher living
standards. As the revolt against labour grew, the channelling of dis-
content became both less effective and more costly. On the one hand,
rising real wages were often insufficient incentive to establish effective
managerial control over the labour process. Complaints about loss
of managerial control over the workplace became more and more
common throughout the late 1960s and early 1970s (cf. Holloway,
1987). At the same time, the difficulties in establishing effective con-
trol and the power of the resistance to the imposition of new working
practices expressed themselves in growing wage demands, often ac-
companied by threatened or actual strike action to enforce them (cf.
Armstrong et al., 1984). Wage control and the curbing of what was
seen as trade union power became a dominant preoccupation of the
period.

As the revolt against exploitation grew, both in its monetised and
non-monetised forms, the extraction of surplus value became more
and more difficult for capital. However, it is important not to over-
state this. Despite the undoubted effectiveness of working class
struggle, the rate of exploitation did not decline: on the contrary, it
continued to increase, as the growing mechanisation of the produc-
tion process made labour more productive, so that the surplus value
appropriated by capital continued to grow. What changed was not
that the rate of exploitation declined, but that exploitation became
more costly for capital: in order to exploit a worker effectively, capital
required to invest an ever-increasing amount in machinery and raw
materials. This is indicated, for example, by the slowing in the growth
of productivity in all the major economies between 1968 and 1973,
despite growing investment in mechanisation (Armstrong et al., 1984,
p. 249). Thus, the rate of profit (the rate of return on total capital
invested) declined in spite of the increasing rate of exploitation.

The key to the decline in the rate of profit (documented, for ex-
ample, by Glyn and Sutcliffe, 1972 and Armstrong et al., 1984) was
thus the fact that exploitation was becoming more and more costly
for capital. The rise in the costs of exploitation is what Marx referred
to as a rise in the organic composition of capital: as capitalist produc-
tion develops, there is a tendency for constant capital (the part of
capital corresponding to dead labour embodied in machinery and
raw materials) to rise in relation to variable capital (the part of capital
corresponding to living labour power). Often the emphasis on the
organic composition of capital is counterposed to explanations of the
crisis in terms of the struggles of the working class (as in the debates
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between ‘Fundamentalists’ and ‘Neo-Ricardians’, for example). How-
ever, if the rising organic composition of capital is seen not as an
economic law external to class struggle, but as an expression of the
rising costs of exploitation, the polarity between class struggle and
the laws of capitalist development dissolves.

Why did it become more and more costly for capital to exploit
labour effectively? The revolt against labour and the struggles for
higher wages had an immediate effect, both in restraining and dis-
rupting exploitation and in raising the costs. They also had a less
immediate effect in prompting capital to circumvent the ‘refractory
hand of labour’ by introducing machinery to replace the unruly and
unreliable workers. In this sense, the response of capital to the par-
ticular impetus of these struggles was simply part of its more general
unceasing struggle to consolidate and intensify its domination by
appropriating the products of labour and converting them as dead
labour into means for intensifying the exploitation of living labour.
Capital lives by turning the productive power of labour against itself
(cf. Bonefeld, 1990). Although the need to mechanise is imposed on
individual capitals in the form of the economic pressure of compe-
tition, mechanisation is not an ‘economic tendency’ separate from
class struggle, but part of the unceasing struggle of capital to survive:
the rising costs of exploitation express the difficulties of capitalist
reproduction.

A historically new feature of the crisis of the rising costs of ex-
ploitation in the 1960s was the role played by what might be called
the ‘indirect costs of exploitation’. The expansion of the state, which
was such a central feature of constructing an environment after the
war in which capital accumulation could continue, brought with it
major new costs for capital. Although changes in taxation form a
significant part of the constant struggle by capital to reduce the costs
of exploitation, state expenditure is in general paid for by capital,
whatever the form of taxation, in the sense that it constitutes a de-
duction from the surplus value available for accumulation (cf. Bul-
lock and Yaffe, 1975). The development of the Keynesian welfare
state after the war contributed much both to the effectiveness and
the stability of exploitation, but it did so at a cost.

The costs of creating a stable state environment for accumulation
increased as its effectiveness decreased. In the same way as the wage
became less and less effective as a means of channelling the revolt
against labour, the state became less and less effective as a means of
channelling social discontent. The socialisation of capital which was



26 The Rise and Fall of Keynesianism

involved in the expansion of the state after the war brought with it
an intensification of alienation in society. Just as Fordist production
heightened the contradiction between the potential of human crea-
tivity and the alien form imposed on that creativity in capitalist value
production, so the expansion of the state as welfare state heightened
the contradiction between the potential for conscious social organ-
isation and the form imposed on that potential under capitalism, the
state. As the state penetrated more and more aspects of social life,
there was a growing awareness of the contrast between social control
and state control. The revolt against labour was complemented by a
revolt against the state, often expressed quite simply in vandalism
and crime, but also in the conscious pursuit of struggles in forms that
were not easily integrated by the state: struggles over housing, edu-
cation, health, transport and so on (cf., e.g., Cockburn, 1977, LEWRG,
1979). The interpenetration of factory struggles and struggles in
society, dramatically illustrated by the May events in France in 1968
or Italy’s ‘hot autumn’ of 1969, was an important feature of the late
1960s and early 1970s in very many countries: this is what Negri
(1988) refers to as the recomposition of the working class as social
mass worker (operaio sociale).

The increasing difficulty of containing protest within the estab-
lished channels of state conciliation expressed itself in the rising cost
of ‘demand management’. The institutionalisation of protest which
was central to the Keynesian state was not simply based on bureau-
cratisation through the trade unions, social democratic parties and
institutions of the welfare state: its material support was the ability
to grant limited but significant concessions to the pressures contained.
As the pressures on the state grew, the costs of containing the pres-
sures grew too, and with them taxation and the indirect costs of
exploitation.

By the late 1960s, it was becoming clear that the relatively stable
expansion of the post-war years was coming to an end. Profits were
declining in all the leading capitalist countries (cf. Armstrong et al.,
1984, pp. 245ff) and social unrest was increasing. Rising costs, par-
ticularly wage costs, were blamed for the fall in profits and increasing
efforts were devoted to controlling the rise in wages, while increasing
productivity. Initially, however, the basic post-war pattern of relations
between capital and labour was not questioned. It was assumed that
the attempt to control wages and raise productivity could be achie_ved
only through the existing framework, that is, through the institupon-
alised recognition of the power of labour, through the trade unions.
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The efforts to control wages and raise productivity brought the trade
unions even more crucially to the centre of the whole system of rule.
This was true at the level of the company, where often significant
changes in working practices or in technology could be achieved only
through agreement with the trade unions (cf. Holloway, 1987). It was
equally true where the state sought to control the rise in wages through
some sort of incomes policy. It soon became clear that the only way
in which a state incomes policy could succeed was with the active
cooperation of the trade unions. Keynesianism-in-crisis made very
explicit what underlay the whole post-war pattern of relations between
capital and labour: the recognition and institutionalisation of the power
of labour, and hence the central role of the trade unions.

The attempt to control wages made clear the contradictory posi-
tion of the trade unions. While they could be drawn sufficiently into
the state to make them the means of restraining wage demands, the
only way in which the unions could at the same time retain the
support of their members was by bargaining for other state conces-
sions (on planning, employment policy or improvements in welfare
state benefits) in return for wage restraint. The more the unions were
drawn into the state, the more the state system rested on the granting
of concessions: for capital, the restraint of the direct costs of ex-
ploitation (wages) had to be paid for by an increase in the indirect
costs (rising state expenditure). The growing entrenchment of the
unions at the heart of the system made everything more rigid: it was
increasingly difficult to bring about major changes either in the or-
ganisation of production or in the organisation of the state.

The increasing integration of the unions into the state made them
appear more powerful. But their power was the institutionalised power
of labour, and, as institutions, they increasingly stood outside and
opposed to the power which they represented. The more powerful
they appeared in terms of influence within the state, the less effective
they became in either representing or restraining their members. Their
power was increasingly a hollow power, an institutional power without
substance. The same applied, in different degree, to social democratic
parties. The central role of the trade unions in channelling the power
of labour under the post-war mode of capitalist domination often
gave a privileged position in the political system to those parties
which had close links with the trade unions. Especially as the difficul-
ties of accumulation became more obvious from the mid-to-late 1960s,
social democratic parties were often favoured, even by organisations
representing capital, as the only parties capable of controlling the
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demands of labour: a striking example was the ‘leaked’ revelation by
the Confederation of British Industry (CBI) just before the February
1974 election that they favoured a Labour victory. However, as the
contradictory position of the trade unions became more evident, the
contradictions within social democratic parties also became more
intense, with increasingly sharp conflict between ‘left’ and ‘right’ wings,
and increasing loss of contact with the class which they claimed to
represent.

The growing difficulties of accumulation expressed themselves in a
growing crisis of the institutional structures of Keynesianism, both at
the level of the individual firm and at the level of the state. However,
the predominant response of capital, even as the crisis deepened, still
did not take the form of an outright attack on the established pattern
of social relations. There was increasing emphasis on wage control,
restraint on the expansion of public expenditure and repression of
non-institutionalised expressions of the power of labour; but the
assumptions of Keynesianism were still widely accepted as the frame-
work for economic and political development. The growing contra-
dictions of the whole post-war pattern of domination and struggle
were contained through the expansion of money.

The ‘old-world party’ had of course warned of the dangers of in-
flation long before the war. When the Roosevelt administration took
the United States off the gold standard in 1933, Bernard Baruch, a
leading Democrat had protested:

It can’t be defended except as mob rule. Maybe the country doesn’t
know it yet, but I think we may find that we’ve been in a revolution
more drastic than the French Revolution. The crowd has seized
the seat of government and is trying to seize the wealth. Respect
for law and order is gone (quoted in Schlesinger, 1959, p. 202).

There was a sense in which Baruch was right. Roosevelt’s decision
to abandon the gold standard was a move to unhinge the management
of the national economy from the constraints of the world market in
order to be able to respond to intense social pressure. But this was
not an abandonment of the rule of money. On the contrary, the only
way of saving the rule of money from the ‘mob’ was through financial
nationalism, unhinging national currencies from the international flow
of value. ‘Sauve qui peut’ became the motto of capital, faced in the
different nation states with demands that could not be reconciled
with the free operation of the international market. Abandoning the
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gold standard did not mean relinquishing the rule of money: it meant
simply that the rule of money could respond more flexibly to social
pressures in each national financial area.

The unhinging of the national currencies was not, of course, total.
The international flow of capital continued, in the form both of in-
ternational finance and of international trade, but less freely than
before. Some degree of order was restored through the establish-
ment of different currency areas and the Tripartite Agreement of
1936 between France, Britain and the United States, under which the
authorities agreed to intervene to maintain fixed exchange rates
between the three major currency areas. However, it was not until
after the war that a new international monetary order was established
by the Bretton Woods agreement of 1944, which came into effective
operation in 1947.

The Bretton Woods system sought to reconcile the rule of interna-
tional money with the recognition of the power of labour. It did so
by establishing a system built around the recognition of the dollar as
the key international currency. This was made possible by the over-
whelming strength of US capital, clearly established by the end of the
war. The dollar and gold were to be used interchangeably as inter-
national money, the dollar being convertible into gold at a fixed
parity. National currencies were tied to the dollar by fixed exchange
rates, which could be altered only in the case of fundamental
disequilibrium; the new International Monetary Fund (IMF) was to
provide money to overcome short-term imbalances (Burnham, 1990;
Bonefeld, 1993a).

One effect of this system was to introduce the inflationary flexibil-
ity of the dollar into the international flow of money. As Mandel puts
it, ‘at Bretton Woods the victorious imperialist powers of World War
Two established an international monetary system which was designed
to provide the basis for an international version of the inflationary
credit expansion which had by now gained acceptance on the na-
tional scale’ (1975, p. 462). The power of the ‘mob’, which had forced
Roosevelt to come off the Gold Standard in 1933, was now inte-
grated into the international flow of capital. The Marshall Plan and
other dollar-aid programmes after the war sought to achieve the
Keynesian solution at an international level: the transformation of
protest into demand through the creation of money (cf. Mandel,
1975, p. 463).

A second element of the Bretton Woods system was the conserva-
tion of a degree of protection of national economies from the world
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market. The force of social pressures in the crisis of the 1930s had
forced national governments to insulate their national economies from
the destructive power of the world market by abandoning the gold
standard and erecting tariff barriers. Some degree of insulation was
preserved by the establishment of fixed exchange rates, which pro-
tected national currencies from short-term movements of money on
the world market. The effect was not to isolate national economies
from the international flow of capital, but to create a series of valves
designed to regulate that flow and preserve some degree of short-
term protection. Just as abandoning the gold standard was an essential
part of Roosevelt’s New Deal, the preservation of these valves
was an essential part of the Keynesian conception of active state
intervention.

Both through the role of the dollar and the system of fixed ex-
change rates, the power of ‘the mob’ was integrated into the inter-
national monetary system, where it reappeared as instability.

At the core of this instability was the expansion of credit, which
has been a crucial element in the accumulation of capital since the
war. The new international monetary order gave more scope to
the expansion of credit at the national level and ensured, through the
dual role of the dollar as national and as international currency, that
credit inflation in the United States would enter into the interna-
tional system as an element of instability.

The expansion of credit to maintain demand, forced upon national
governments by the intensity of social pressure during the 1930s, had
been given theoretical justification by Keynes as a permanent feature
of economic policy. In practice, however, the main source of credit
creation in the post-war period was not deficit financing by the state
but the expansion of bank overdrafts granted by the banks to the
private sector: both production credit to companies and consumer
credit given to individuals, mainly for the purchase of houses and con-
sumer durables. Mandel points out that in the United States, private
indebtedness rose from 73.6% to 140.0% of the annual GNP between
the years 1946 and 1974, while the public debt actually fell propor-
tionally (Mandel, 1975, p. 418). In other words, national governments
exercised only indirect control over much of the expansion of credit,
which was driven forward by the demand for credit both by produc-
tive capital and by consumers seeking a better standard of living, and
by the supply of loanable capital seeking a more secure return than
that which could be obtained from direct investment in production.

The lack of state control over the expansion of credit was greatly
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exacerbated by the development of a market in dollars outside the
United States, the so-called ‘Eurodollar’ market. This resulted from
the position of the dollar as international currency. The recovery of
the capitalist economies in other countries after the war gradually led
to a relative decline in the superiority of the US economy. The dollars
which flooded the world markets, and which were initially used to
buy commodities exported from the United States, were increasingly
transformed into reserves in European banks (Bonefeld, 1993a). In-
creasingly, these reserves were then used as a source of credit both
for public authorities and for private capital. Beginning in the early
1960s, there was the growth of an international financial market which
existed outside all state control, and which existed alongside the
national, regulated markets. By 1969, other capitalist countries held
$40 billion dollars (as compared with $11 billion in 1964), a figure
which far exceeded the gold held in the US reserves (Bonefeld, 1990).
Under those circumstances, the convertibility of the dollar into gold
began to appear more and more fragile.

The fragility of the international monetary system became more
apparent as the growing costs of exploiting labour effectively expressed
themselves in falling profits and increasing social tension. The de-
mand for credit increased as states sought to respond to social
pressures and to maintain declining demand, and as companies sought
loans as a way of tiding them over what they hoped would be
temporary difficulties. The supply of credit also increased as capital
sought outlets that were more profitable and more secure than
productive investment.

An additional source of instability came from the changing posi-
tion of national currencies, which were related to the dollar through
fixed exchange rates under the Bretton Woods system. The fixed
exchange rates insulated the national currencies from short-term
speculation on the international money markets, but at the cost of
possibly chronic balance of payments problems and then intensified
speculation as the necessity of a change in the fixed rates became
apparent. The link between the world market and the national
economy then asserted itself in the form of a sharp currency crisis.
This was the fate of sterling, when the decline of the British economy
expressed itself in balance of payments problems, speculation and
finally the devaluation of the pound in 1967.

The devaluation of the pound, which was still an important currency
in international transactions, further increased the fragility of the
position of the dollar, already stretched by the expansion of the
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Eurodollar market and the huge increase in public debt as a result of
the vain attempt to quell the revolution in Vietnam. The impossibility
of containing social tension, nationally and internationally, other than
by the expansion of credit, expressed itself in growing monetary in-
stability. Holders of dollars increasingly sought security by convert-
ing their dollars into gold. Faced with the enormous disparity between
the number of dollars and the US gold reserve, the Nixon adminis-
tration announced in August 1971 that the convertibility of the dollar
into gold was to be suspended indefinitely. A new system of fixed
exchange rates was established by the Smithsonian Agreement of
December 1971, but this too was subjected to severe speculative
pressure and in March 1973 the principle of fixed exchange rates was
abandoned (Bonefeld, 1993a; Armstrong et al., 1984, p. 293).

To the extent that the system of fixed exchange rates had insulated
national economies from the short-term speculative movement of
capital, the final demise of the Bretton Woods system meant that
that insulation no longer existed. State policies were again subordi-
nated directly to the flow of money on the international markets. As
Bonefeld (1993b, pp. 58-9) puts it, “The ultimate sanction for a do-
mestically engineered management of accumulation that was in some
way “incompatible” with global accumulation was speculative pres-
sure on its national currency. This pressure restricted national au-
thority over money and credit-expansion and subordinated national
policies to the international movement of money’. This was not,
however, a return to the gold standard, the realm of seemingly secure
power so staunchly defended by the old-world party against Roosevelt
and the Keynesians, against the depradations of the ‘mob’. Inter-
national money was no longer represented by gold but by the dollar,
and its movement was now much faster and more volatile than it had
ever been in the days of the gold standard.

The pressures on the old post-war pattern of social relations were
mounting on all sides. Falling profits and mounting social unrest made
a mockery of Keynesian claims to reconcile social conflict and ensure
the harmonious, crisis-free development of capitalism. The breakdown
of the international monetary system removed the insulation from
the world market which was an essential element of the Keynesian
conception of state intervention. These tensions found expression in
the sharp recession of 1974-5: production fell sharply in all the lead-
ing countries, inflation and unemployment soared (Mandel, 1978,
p. 14) and the flood of ‘petrodollars’ into the Eurodollar markets
increased the volatility of the world monetary system.
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From all sides, the death of Keynesianism was proclaimed. In the
debates of economists, Keynesianism rapidly lost ground to the newly
fashionable monetarist economic theory. Conservative politicians, in
Britain, the United States and elsewhere, increasingly attacked the
expansion of the state, the position of the trade unions and the ‘politics
of consensus’, and turned to theorists such as Friedmann and Hayek
to justify their positions. Even social democratic parties, whose own
position in the political system depended upon the recognition of the
power of labour, began to denounce Keynesian solutions as no longer
realistic. As the British Prime Minister, James Callaghan, put it at
the Labour Party Conference in 1976:

We used to think that you could spend your way out of a recession
and increase employment by cutting taxes and boosting government
spending. I tell you in all candour that that option no longer exists
and that so far as it ever did exist, it only worked on each occasion
since the war by injecting a bigger dose of inflation into the econ-
omy, followed by a higher level of unemployment at the next step.

The New Deal was over, the game was finished. Or so it seemed.
But so far only one of the players had stood up from the table. The
social forces that had imposed the recognition of the power of labour
upon capital still existed, stronger than ever, and could not be
abolished simply by the declarations of politicians. And if the
Keynesian game was over, what were the new rules to be? Keynesian-
ism had taken over thirty years of struggle and the deaths of millions
of people to establish. After nearly thirty years of relative stability,
capitalism was again in chaos. Could a new order be established
simply by the will of the politicians, or would it again require the
world to pass through destruction and misery? The abyss stood open.
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3 Monetarism and Crisis

Werner Bonefeld

INTRODUCTION

Keynesianism appeared to be a spent force by the mid-1970s. The
spectre of a socially reformed and economically vibrant capitalism
stood shamefaced when confronted with mass unemployment,
hyperinflation, balance of payments deficits, depressed rates of profit
and sluggish economic growth. Keynesian ‘economic planning’ stum-
bled when called upon in the 1970s. As indicated by Holloway,' the
abandonment of the Bretton Woods® system signalled the break-
down of the cornerstone of Keynesianism after the Second World
War. The Bretton Woods system regulated the international deficit
financing of demand on the world market on the basis of an inflation-
ary supply of dollars to the rest of the world. The international frame-
work of inflationary demand management was built around the
recognition of the dollar as the dominant international currency. The
dollar was defined in parity to gold. National currency was subordi-
nated to the dollar which performed the dual function of interna-
tional and national currency. National currency was tied to the dollar
by fixed exchange rates, which could be altered only in the case of
fundamental disequilibrium. However, the dual function of the dollar
implied that the stability of Bretton Woods depended on a US trade
surplus compensating for balance of payments imbalances. As long
as the US maintained a large trade balance, the dollar functioned as
credit that was supplied to other countries as a means of exchange
for US-produced commodities. These dollars did not perform as a
means of payment but as credit whose realisation as means of pay-
ment existed in the form of a claim on the future exploitation of
labour. The Bretton Woods system established the connection be-
tween the exploitation of labour and the realisation of surplus value
in circulation on the basis of a global expansion of the money supply.

The abandonment of the Bretton Woods system in 1971-3 was a
response to the enormous increase in money capital divorced from
the exploitation of labour. In the late 1960s and early 1970s credit
expansion boosted the world economy and so helped to integrate
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labour into the capital relation through full-employment guarantees
as well as an inflationary erosion of real wages. Faced with working
class unrest in the late 1960s, falling rates of profit, decreasing rates
of growth and readily available credit, capital not only started to run
all over the world in search of profitable returns in ‘bloody Fordism’
(cf. Lipietz, 1982, 1984). It also started to gamble with the future
exploitation of labour (see Holloway, 1990). The expansionary re-
sponse to the class conflict accelerated the liberation of money from
production and, as a consequence, aided the monetarist offensive
which gathered strength by the mid-1970s.

During the 1920s and 1930s, monetarists like Hayek and von Mises
had repeatedly warned about the dangers inherent in a reformed
capitalism. Keynes and Hayek had argued for different responses to
the slump. This battle was lost by Hayek. The slump of 1929 and the
underlying ‘labour question’ (cf. Holloway’s ‘The Abyss Opens’,
Chapter 2 in this volume) led to a development in which ‘crude
capitalism’ was to be modified in terms of a ‘self-interested adjust-
ment to the potentially revolutionary threats from below’ (Keegan,
1993, p. 22). By the 1960s Keynesianism was celebrated and Keynes
hailed as a saviour. The Age of Keynes was announced. However,
soon after the breakdown of Bretton Woods, Keynesianism became
castigated as a destructive doctrine and the End of the Keynesian
Era® was proclaimed. Monetarism ‘succeeded’ Keynesianism not
because of its intellectual cunning. Monetarism took over by default.
The practical importance of monetarism did not arise from its coher-
ence as a doctrine. What gave monetarism its practical importance
was the deregulation of global financial relations in the early 1970s.

During the 1970s, the monetarism of the New Right articulated the
new capitalist offensive of deflation. Capitalism was ‘living beyond its
means’ and monetarism sought to make that good by making workers
pay the costs through the intensification of exploitation, lower direct
and indirect wages, cuts in services, and a tight control of the rela-
tionship between public expenditure and wages. Monetarism pro-
vided a radical response to the crisis of capitalist reproduction: as
full-employment growth guarantees became a danger to ‘domestic’
accumulation, monetarism declared the destruction of employment
guarantees to be a condition for economic recovery; as the amount
of public expenditure triggered a financial crisis of the state, mon-
etarism declared the abolition of the Keynesian relation between
public expenditure and wages:' as the corporatist strategy of social
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integration failed to secure social peace, monetarism declared trade
unions to be undesirable; as unemployment increased dramatically,
monetarism declared in favour of market freedom and a natural rate
of unemployment. Market freedom was declared as the basis of all
democratic and economic freedom.

While Keynesianism was concerned with the future of capitalism,
monetarism is preoccupied with the preservation of the present.
Rather than mortgaging the future exploitation of labour through
deficit spending, monetarism called in the receiver. The importance
of monetarism is the rejection of the commitment to a policy of full
employment in favour of the subordination of social relations to so-
called market freedom. The concerted attempt by monetarism to
bring back the ideology of the market to the centre of the political
stage involved, fundamentally, the imposition of so-called economic
freedom on the working class. The role of the state is to secure
economic freedom of equal exchange on the market as opposed to
the so-called coercion of market forces through collective provision
of resources. Monetarism attacked the institutional forms that under-
pin the political strength of labour to command a living standard
‘incompatible’ with the limits of the market. The imposition of
monetary austerity upon social relations involves two things. First,
any attachment to any values other than those of material gain are
ruthlessly penalised. Secondly, for those who already possess it, money
is the means of freedom and prosperity. For those who do not have
money their lack of money defines their poverty and also their exist-
ence as a labouring commodity. As with any other market agent, the
proprietors of labour power have to conform their expectation to the
limits of the market, without the state meddling in the market through
policies designed to guarantee employment and income.

Since the mid-1970s, the commitment to full-employment policies
as the primary aim of economic, financial and welfare policy has
been abandoned. The reconstitution of social relations on the basis
of economic freedom implies the destruction of the way in which
labour had been politically integrated since the Second World War.
The regaining of control over the money supply involved, funda-
mentally, the destruction of the Keynesian relation between public
expenditure and wages, i.e. an integration of labour on the basis of
social reform and material concessions. Since the late 1970s, the at-
tempt to cut back on credit has meant an attack on the entire way in
which social relations had been constituted since the war: pushing
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the trade unions out of the state, cutting back on social welfare ex-
penditure, deregulating wage protection and making the unemployed
work for their benefits, and making the whole state more repressive
through bureaucratic forms of control with which to enforce the im-
position of tight money upon social relations.

But something went wrong. In the beginning, monetarism pro-
mised a ‘return to basics you cannot spend what you have not
earned. However, when, in 1982, Mexico threatened to default, mon-
etarist orthodoxy was relegated to the dustbins of history. Rather than
‘engendering’ the capitalist world through the repayment of debt, as
well as prudent government inactivity, the new orthodoxy was to
spend and spend and spend. During the 1980s, rather than cutting
back on credit, credit expanded to a degree unprecedented in modern
history. However, monetarist policies were retained insofar as social
relations were held responsible for the increase in debt. While the
governments of the New Right privatised public corporations in order
to balance their books, debt was socialised through fiscal reforms,
rescue of banks, the use of public expenditure as a means of imposing
the discipline of poverty, and the encouragement of credit-based
private consumption. There was an unholy alliance between mass
unemployment and sluggish productive investment, on the one hand,
and growing public and private indebtedness, on the other. This
alliance did not last. The crash of 1987 is intrinsically connected with
the eruption of the debt crisis in 1982. The western world had re-
sponded to the events of 1982 with expansionary policies which were
not checked by the creation of assets against which to balance the
debt. In other words, the dissociation of money from production
continued unabated during the 1980s. The market, helped by the
deregulation of credit controls, took the freedom to liberate money
from labour and toil. Monetarist regimes indulged in an expansion of
credit during the boom. When the shock arrived in the early 1990s
there was a widespread fear of a credit crunch. The recession of the
1990s showed that the economic miracle of the 1980s was, in fact, an
illusion. However, it would be wrong to see monetarism as a sinful
doctrine. It did not preach monetary tightness only to practice pro-
fligacy in debt. Monetarism was, in the 1970s at least, an ideology of
hope in increased productivity and thus an evangelist of a stronger
link between money and exploitation.

This chapter looks at monetarism’s fate. It will be argued that
monetarism has not overcome the crisis of Keynesianism.
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IN THE BEGINNING WAS HARMONY

In the late 1960s and early 1970s, class conflict had forced political
authorities ‘to hold back from encouraging aggressive employers for
fear of the destabilising political impact of such class confrontation’
(Clarke, 1988, p. 281). In response to the tremendous social unrest at
that time, expansionary policies were invoked as a means of trans-
forming protest into demand and full employment guarantees. De-
ficit financing of accumulation and accelerated inflation were thus
constituted as means of pacifying social conflict.

The breathing space created by credit expansion gave the illusion
of restored accumulation which, in fact, was sustained in an in-
creasingly speculative dimension. The proliferation of speculative
investment decreased the strength of the link between money and
exploitation at the same time as the Keynesian conscnsus reached its
peak. The expansionary response supported the boom between 1970
and 1972 which was the ‘fastest two-year period of expansion since
1950-1 in the aggregate GDP of the advanced capitalist countries’
(Maddison, quoted in Keegan, 1993, p. 48). It seemed, at the time,
that the Keynesian consensus of the post-war period was beyond
reproach. The expansionary response to the crisis was based on, and
boosted by, the ‘collapse of the Bretton Woods exchange rate system
and the subsequent easing of demand management constraints’
(Maddison, quoted in Keegan, 1993, p. 48). In other words, the paci-
fication of the class conflict through policies of social reform were
boosted by the abandonment of the system which was ‘designed’ to
cope with balance of payments deficits. As Cleaver (1989, p. 22) in-
dicates, the abandonment of Bretton Woods ‘constituted the de facto
admission on the part of national governments that they had no
longer the power to manage accumulation internally in ways com-
patible with global accumulation’. Originally, Keynesians viewed the
deregulation of international money as a liberation from the con-
straints on domestic management imposed by Bretton Woods. ‘The
floating of exchange-rates was celebrated as successful in making
Keynesian policy universally more elastic by removing the restrictions
of the international balance of payments’ (Itoh, 1978, p. 1; see also
Mandel, 1987). Expansionary policies were a pragmatic response to
class struggle. However, there was a price to be paid: the Keynesian
consensus was threatened in its entirety.

Credit-sustained expansion postponed economic recession until
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shortly after the official abandonment of Bretton Woods in 1971-3.
Following upon the quadrupling of oil prices at the end of 1973,
which in its effect coincided with a downturn of accumulation, output
stagnated or fell in most industrial countries. By 1974, the recession
had hit all advanced capitalist countries. The chain of bankruptcies
and defaults was not confined to productive capital, but included the
banking system. When the crisis struck, the banking system was
overextended. The most serious international aspect of the crisis was
in the unregulated Eurodollar markets® where some banks failed and
where many banks came within a hair’s breadth of default®.

DEMAND MANAGEMENT, MONEY AND THE FUTURE

The expansionary response to the events of the late 1960s presented
an attempt to avoid a direct confrontation with labour in the present,
and to seek a solution to the labour question in the future. In other
words, the expansion of the money supply created a massive claim on
the future exploitation of labour. The flight from the present into the
future presented thus, as Suzanne de Brunhoff (1978, p. 47) put it, ‘a
quest for future capitalist production in order to escape the possibil-
ities of overproduction in the present’. This flight from the present
lies at the heart of Keynesian demand management (see Negri, 1988b).
The link between the future and the present is constituted by credit
expansion, an expansion which is underwritten by the state through
its reserves and fiscal power. However, the guarantee of the future,
that is the guarantee of the future settlement of credit obligations
depends on the exploitation of labour in the present. Growing in-
debtedness which is not matched by an expansive exploitation of
labour, i.e. capital growth, sooner or later becomes intolerable as
interest charges absorb a growing proportion of the surplus value
and make productive investment increasingly unprofitable. At the
same time speculative pressures on currencies intensify because of
inflationary devaluation and an accumulation of deficits which is not
‘validated’ by the exploitation of labour. In order to maintain credit
as a claim on the future, the exploitation of labour has to provide a
real resource transfer with which to service the interest on the credit
and if possible repay debt. In other words, credit-sustained accumu-
lation calls for an effective exploitation of labour so as to provide the
resources with which to service debt. In the absence of an effective
exploitation of labour, the ratio of debt to surplus value will continue
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to increase, undermining profitability and future accumulation of
capital, and so creating bad debt and financial crisis.

Deficit Financing, Floating and Monetarism

The inflationary growth of globally unregulated credit redefined the
‘power of money’.” The movement of money capital on globally
unregulated markets integrated nation states through a synchronisa-
tion of falling rates of profits, of balance of payment problems and
of the business cycle. These developments undermined attempts to
‘control the cycle in one country’ (O’Connor, 1984, p. 2). After the
breakdown of Bretton Woods, capital movements within the interna-
tional economy began to dominate balance of payment and exchange
rate considerations. Under conditions of high inflation and little
economic growth the spectrum of economic activity about which
decisions have to be made shifted to a much quicker and more un-
stable regime, led by the exchange rates. The crisis of accumulation
manifested itself to the state in the form of adverse effects of the
floating of exchange rates. The breakdown of Bretton Woods in-
volved the abandonment of currency relations in a fixed relation to
the dollar and the deregulation of currency relations. This deregula-
tion is referred to as the floating of exchange rates. Floating estab-
lished multi-currency standards with flexible rates between them.
Floating exchange rates established a market for currency speculation
by money capital. The integration of the multiplicity of states on the
basis of floating rates imposed monetary discipline over the national
organisation of money through the destabilising movements of
speculative money capital against national currency. While the deficit
financing of employment sustained, in particular, weaker capitals, the
inflationary devaluation of national currency made it harder to ‘protect
domestic accumulation’ against adverse effects of floating exchange
rates.

The implications for the national organisation of money are fun-
damental. The deregulation of global credit relations replaced the
formalised structures of currency adjustment between states with an
imposition of money upon states. The dissociation of money from
exploitation involved a gamble with the future, a gamble which was
‘policed’ by the movement of speculative capital. The movement of
this capital imposed global monetary tightness upon expansionary
solutions to the ‘labour question’. The deregulation of money involved
‘speculative capital’ performing the role of an international policeman.
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If any given nation state was having difficulties in imposing tight
money upon social relations and in guaranteeing the value of its
currency through effective exploitation of labour, massive movements
of funds out of that country or out of its currency would reinforce its
financial crisis. The ultimate sanction for a domestically engineered
management of accumulation (expansive policy) that is in some way
‘incompatible’ with global accumulation is speculative pressure on its
national currency. This pressure restricts national authority over
money and credit expansion and subordinates national policies to the
international ‘terrorism of money’ (cf. Marazzi’s ‘Money in the World
Crisis’, Chapter 4 in this volume).

Expansionary policies maintained producers at the cost of increas-
ing inflation and indebtedness on a global scale (see Mandel, 1987).
The 1970s were characterised by stagnation. In this context, deficit
financing meant that borrowing from unregulated dollar markets
was not matched by an effective exploitation of labour. Rather, the
validity of credit was backed by the states as lenders of last resort.
Additionally the state finances balance of payment deficits by credit
from Eurodollar banks. The state incurs thereby an accumulation of
debt. At the same time at which the exploitation of labour is sus-
tained by credit, the validity of the credit depends on the capacity of
the state to guarantee the convertibility of credit into central bank
money. The Keynesian integration of labour became more speculative
the more capitalist reproduction was sustained by an inflationary
growth of credit divorced from production. The crisis of the capitalist
integration of labour came to a head in the form of inflation and a
fiscal crisis of the state.® The barrier to sustained economic repro-
duction appeared in the form of limited supply of official reserves
with which to support national currency in the face of speculative
movement of money capital. Floating currencies increased the demand
for international reserves because of the greater difficulty in stabilis-
ing exchange rates. ‘This meant that national authorities needed larger,
not smaller, reserves to defend floating currencies, while the latitude
to pursue domestic policies independently of external considerations
was reduced, not increased’ (Clarke, 1988, p. 344). Larger reserves
provide the security to sustain the formal exchange equality of in-
ternational money. Failure to secure acceptance by international
money holders of the political guarantee of convertibility of money
into central bank money involves, firstly, speculative pressure on
currency, prompting a diversion of the global flow of money aqd
threatening to undermine the integration of ‘domestic production’ in
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the world market. It involves, secondly, a destabilisation of inter-
national credit relations as creditors demand cash payment, threaten-
ing to undermine the reproduction of all social relations which rest
on credit. Expansionary policies changed from being the answer to
the labour question to being the main problem confronting capital’s
integration of labour.

During the 1970s the capacity of states to underpin the credit sys-
tem gradually eroded as the guarantee of money by central bank
reserves was increasingly in question. Following upon the bank crashes
of 1974, banks became, by 1976 and 1977, increasingly worried about
the security of their loans to countries such as Argentine, Turkey,
Peru and Indonesia, all of whom had asked for the postponement of
payments. Fears about a renewed financial crisis were not limited to
these countries: the British ‘IMF crisis’ of 1975, the pound sterling
crisis of 1976, the dollar crisis of 1977 and the ‘near’ insolvency of
Italy in 1976 (see Mandel, 1987) were stark reminders that labour’s
integration into the capital relation was achieved by borrowing from
the future.

The financial difficulties of states indicated that expansionary re-
sponses to the ‘labour question’ were faltering. This made it harder
for governments to resist pressures to deregulate existing guarantees
of income, employment, and welfare. Higher unemployment was the
price to be paid for lower inflation. The contradiction of the contain-
ment of labour on the basis of deficit financing is that credit expansion
is not guaranteed by an effective exploitation of labour but by the
state through its reserves and its revenues. Credit-sustained accu-
mulation depended on the capacity of the state to guarantee the
convertibility of credit into cash payment. The implication of un-
regulated global credit relations is that the state transforms from
redistributor of wealth in the last instance to lender of last resort in
the last instance. This development made the balance of payments
and budget deficits important variables for the ability of nation states
to guarantee formal exchange equality on the world market.

Since the early 1970s, rapid monetary accumulation has coincided
with depressed rates of profit and sluggish productive accumulation.
The net creditors on financial markets were productive capitals
(Altvater, 1985).” At the same time as productive capital placed earned
profits on financial markets, it financed productive investment by
credit. The growing indebtedness of functioning capital manifested
itself in the form of a decreasing importance of boom lending and a
growing importance of what Hilferding (1910/1981) called ‘circulation
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credit’, or what Altvater (1985) refers to as ‘recycling credit’.'® Re-
cycling credit does not finance expansive accumulation but, rather,
alleviates illiquidity by enabling producers to service debt without
defaulting. This form of credit is purely speculative as it is supplied
to debtors to enable them to meet difficulties in servicing interest on
credit, so preventing insolvency. The increasing use of such credit
indicated the difficulty of turning credit into effective command over
labour, a command which guarantees credit growth through the
surplus value extorted from the worker.

For capitalists receiving this kind of credit, it exists not as means
of purchase, but as means of payment or, in the face of insolvency,
as a means of deferring liquidation and, hence, postponing credit
default. The speculative dimension of this credit maintains solvency
on an ever-more fictitious basis, calling for an ever more drastic
imposition of exploitation in production so as to maintain financial
solvency. However, recycling credit does not really leave the banks
as it exists as interest payment. At the same time, the burden of debt
increases for the debtor and the anticipated exploitation of labour
produces inflationary pressure through a ‘pseudo-social validation of
private labour’ (cf. De Brunhoff, 1978). Against the background of
an accumulation of monetary claims on not-yet existing surplus value,
credit came to function largely as a means of preserving the social
relations of production on an increasingly speculative basis.

During the 1970s, economic growth, though it recovered by 1976,
remained slow in comparison with the rates achieved in the 1960s.
Labour was integrated into the capital relations on the basis of a
speculative deferral of capital liquidation. The attempt to sustain
accumulation through an inflationary erosion of wages and expan-
sionary policies came into conflict with the results it produced. There
was no breakthrough in productivity and the cost of exploiting labour
increased through the effects of ‘deflationary inflation’ (cf. Mattick,
1980). The inflationary growth of credit will reduce profits for pro-
ductive investment as the ratio of debt to surplus value increases.
Besides, inflation will devalue money capital, leading to outward flows
of capital and downwards pressure on the exchange rate. The spec-
ulative deferral of insolvency came up ‘against the real impossibility
of using inflation to finance future investments’ (see Marazzi’s ‘Money
in the World Crisis’, Chapter 4 in this volume).

Against this background capitalist reproduction depended on a
deflationary integration of labour into the capital relation so as to re-
duce the ratio of debt to surplus value through an effective exploitation
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of labour. In other words, money has to command labour for the
purpose of exploitation rather than keeping unproductive producers
afloat through an inflationary expansion of credit. The eradication of
debt entails a shift from inflationary demand management to a policy
of sound money so as to improve the reserves. The regaining of con-
trol over the money supply involves a deflationary attack on social
relations through the intensification of work and a reduction in public
spending that put money into the hand of workers. The containment
of labour within austerity was articulated by monetarism’s assertion
that ‘poverty is not unfreedom’ (cf. Joseph and Sumption, 1979) and
by its demand that ‘you cannot spend what you have not earned’.

The notion that poverty is not unfreedom lies at the heart of
monetarist orthodoxy. Monetarism is a theory of hope in that it has
faith in unfettered market freedom. Rather than borrowing from the
future and thereby mortgaging the future exploitation of labour,
monetarism calls for the collection of unpaid debt. During the 1970s,
the monetarism of the New Right developed as a response to the
dissociation between money and exploitation. Behind the deregula-
tion of the global flow of money and the detachment of the dollar
from gold lay the pressure to deflate. Monetarism called in the re-
ceiver: in order to repay and service interest on credit, it called upon
patriotic sentiments according to which one has to live on less than
that which ‘the nation has produced’ and earned in order to achieve
the capitalism’s golden formula of equilibrium between demand and
supply.

By the mid-1970s, monetarism’s call for a return of the market was
apt. The proposal for a capitalism of ‘value for money’ encapsulates
the notion of a closer relationship between money and exploitation.
Rather than allowing for deficits and an accumulation of potentially
worthless debt, it promised monetary tightness and a leaner and fit-
ter economy. Strengthening the link between money and exploitation
depended upon the decomposition of the working class into a profit-
able labour force. As von Mises (1949, p. 591), puts it, ‘as far as there
are wages, labour is dealt with like any material factor of production
and bought and sold on the market’. Like any other factor of pro-
duction, labour will be thrown on the scrap-heap if it is no longer
needed or if its productive potentials have been exhausted in pro-
duction. Instead of income guarantees, people are asked to price
themselves into jobs; instead of full-employment guarantees, unem-
ployment is seen as ‘natural’; instead of providing welfare guar-
antees, the use of public expenditure provides poverty level wages
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as a means of encouraging enterprise and of forcing people into
poverty, tax, as well as debt traps. During the 1970s, governments of
all persuasions espoused the monetarist sermon of hope in market
freedom with almost indecent haste. Governments banked on the
disciplining role of mass unemployment and debt. There was a belief
that a policy of tight money would encourage employers to reassert
their right to manage so as to stay in business through an cffective
exploitation of labour. The idea was that this reassertion would in-
tegrate labour into the capital relation on the basis of profitability
rather than credit-sustained postponement of bankruptcy.

The target of the subordination of social relations to tight money
was the political power of the working class, as well as the trade
unions and their ability to bargain effectively. The imposition of non-
coerced exchanges on the market represented an attempt to create
an effective role for money in managing the accumulation of capital
through the encouragement of greater wage flexibility, the liberation
of the market from the ‘rigidities’ of collective bargaining, legally
enforceable minimum labour standards and protective social legis-
lation. The monetarist attempt to strengthen the link between money
and exploitation acknowledged the circumstance that money must
command labour.

MONETARISM AND DEBT

The focus of international credit relations was the dollar and American
banks. The stability of international currency and credit relations
depended on the stability of the dollar which started to deteriorate
in 1977. In the face of a balance of payment deficit of $20 billion, and
a rise in inflation from 6.8% in 1977 to 9% in 1978, Carter let the
dollar depreciate. ‘From late 1977 the dollar was allowed to float
down on the foreign exchange market, but this turned to a rout in
Autumn 1978 as short-term capital cut and fled’ (Evans, 1985, p. 116).
In an attempt to alleviate pressure on its reserves, Carter introduced
deflationary measures so as to push up interest rates and stem the
flow and borrowed on international currency markets. High interest
rates in the United States restored confidence in the dollar, marked
by appreciation of the dollar relative to other currencies. However,
this step turned the overliquidity of money into a scarcity of money.
The dollar crisis and the restoration of the dollar through high in-
terest rates was merely a first tremor, foreshadowing worse. The
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transformation of overliquidity into monetary scarcity signalled that
accumulation was heading for a renewed recession by the end of the
1970s.

Monetarist policies had been adopted in all western capitalist
countries by the mid-1970s. However, the political strength of the
working class had been recognised in corporatist forms of class
collaboration. The debate of the late 1970s on neo-corporatism, the
crisis of Modell Deutschland, and on the crisis of the crisis state (see
Panitch, 1986; Esser and Fach, 1981; Hirsch, 1980; Negri, 1988c, 1988d,;
London, 1980, among others) indicates that the imposition of ‘auster-
ity by consent’ (cf. Bologna, 1977/1994) was faced with grave prob-
lems. Carter’s deflationary policies paved the way for the much more
rigorous monetarism of the New Right which was led by Thatcher in
the UK and Reagan in the United States.

Monetarist regimes supported the recession of the early 1980s
through pro-cyclical policies. They sought to tighten the money supply,
to squeeze ‘credit’ through high interest rates and to reduce the ratio
of debt to GDP through public expenditure cuts. Rather than sup-
porting productive capital through easy credit, low interest rates, and
deficit spending, deflationary policies reinforced the difficulties of
hard pressed producers through a monetary squeeze on their sol-
vency. Tight money attacked, in the face of a deep recession, working
class wages directly by increasing unemployment and indirectly
through increased job insecurity. Control of the money supply was
based on the formidable idea that mass unemployment and poverty
would support the decomposition of the working class into a profitable
labour force.

The deep recession of the early 1980s brought to the fore the
contradictions of credit-sustained accumulation. When the crisis struck,
costly and scarce money reinforced mass insolvency and liquidation
of functioning capital as well as mass unemployment. More advanced
producers faced intense financial pressure because the introduction
of new methods of production at the end of the 1970s was largely
financed by credit, permitting a prevalidation of the productive
potentials of fixed capital at a time of a looming recession. Further,
by clamping down on credit the anticipated profitability of new in-
vestment programmes fell below the rate of interest, so permitting a
continued transfer of earned profits into money markets. Upon credit
default, banks invested new recycling credits (see Mandel, 1987, pp.
210-11). The spillover of capital into speculative channels continued,
precipitated by high interest rates and a lack of profitable opportunities
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in productive investment. Capital continued to speculate on its own
future while profits that were indeed produced declined so reducing
the base from which the interest could be lopped off. Although high
interest rates prevented banks from defaulting in the early 1980s, the
effects of restoring the confidence of money capital through a policy
of tight money threatened to bring about a severe financial crisis as
the default of productive activity involved a massive default of credit
which threatened the stability of banks because of the overextension
of credit (Guttmann, 1989). Further, the rapid deterioration and
devaluation of reproductive capital left gaping holes in the share-
holders’ dividend. At the same time as functioning capitals went into
receivership, slashed investment and devalued productive capacity,
the money supply, far from contracting, exploded as companies bor-
rowed heavily from global credit markets so as to maintain solvency
and cash flow (Sutcliffe, 1983; Clarke, 1988).

During the recession political authorities were not able to inflict
substantial damage on the relation between public expenditure and
wages. The tendency in public expenditure was upward (Mullard,
1987; Friedman, 1989; Malabre, 1988). High interest rates made addi-
tional means of payment for financing public expenditure more ex-
pensive. Further, the destruction of productive activity aggravated
the fiscal crisis of the state and balance of payment problems, putting
pressure on national reserves. At the same time, banks sought to
augment their reserves by discounting bills of exchange with the
central bank (Guttmann, 1989). The synchronisation of balance of
payment difficulties and debt problems threatened to undermine the
attempt to maintain formal exchange equality through a policy of
state austerity.

The tightening of the money supply substantially raised the cost of
servicing debt for so-called debtor countries. During the 1970s, real
interest rates had been negative because inflation rates had been
higher than nominal interest rates: ‘In those days every time a Third
World country borrowed to pay obligations instead of dipping into
reserves, inflation meant it got the goods or services for less in the
end’ (George, 1988, p. 28). However, when interest rates began to
rise rapidly, these countries were left holding the baby. The tightening
of the international money supply called into question the ability of
so-called debtor countries to turn credit into means of payment,
precipitating a threat to the stability of global credit relations. On
average, between 1973 and 1982, debt increased by 20% annually in
the debtor countries, as compared with a 16% annual increase in net
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exports and a 12% annual increase in GNP. External debt increased
from $11 billion in 1972 to almost $800 billion in 1982 (Altvater and
Hiibner, 1987, p. 21). High interest rates turned credit into the source
of an acute liquidity crisis in those countries.

The imposition of tight money escalated the crisis of money to a
crisis of the state. As credit was called upon as means of payment,
growing international demand. for cash in the face of faltering repay-
ment of credit increased the vulnerability of the international system
of finance and credit. The compulsion to export under any circum-
stances in order to repay debt, and growing social tension, forced
Poland (1981), Argentina (1982) and Mexico (1982) to declare in-
solvency. The debtor crisis fed back into metropolitan countries
through the international flow of money and pressure on banks. Mon-
etarism was faced with the real possibility that money would turn its
power against itself.

The attempt to contain social reproduction within the limits of its
capitalist form through a policy of state austerity had come into conflict
with the results it produced. When Mexico came within a hairbreadth
of default in 1982, global credit relations ruptured to such an extent
that the political authorities in metropolitan countries, especially the
United States, reduced interest rates sharply and abnegated mon-
etarist ‘economic’ policies and reinvoked credit expansion. The danger
of a major slump was averted by a huge reflation package which had
restored pseudovalidation on a global scale by 1982.

The monetarist attempt to reimpose the limits of the market pre-
cipitated a potential destruction of the market itself. Monetarism,
while it was made politically strong and credible through the failure
of Keynesianism, reproduced the contradiction between monetary
and productive accumulation in an intensive form. The failure to
convert credit into effective command over labour indicates labour’s
productive and disruptive power which capital had sought to contain
by imposing tight money upon social relations. The shift from a policy
of state austerity to a policy of deficit financing reintroduced an
integration of labour on the basis of deficit financing of demand. The
failure to impose control through a policy of tight money, and the
reassertion of command over labour in the form of mass unemploy-
ment and mass liquidation of productive capacity, undermined claims
on future exploitation to such an extent that the international financial
system was severely shaken. The transfer of debt to the United States
was a response not to the possible collapse of international credit
relations simpliciter, but to the crisis of capitalist domination over the
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productive power of labour that made itself felt in the possible collapse
of international credit relations. Rather than improving the strength
of the relation between money and exploitation, the imposition of
tight money undermined exploitation and therewith money itself.
The imposition of tight money threatened to destroy money’s own
precondition, that is, labour’s productive activity. A massive claim on
surplus value defaulted. The limits of accumulation asserted them-
selves in the form of a scarcity of the credit with which labour’s
productive power had been contained on the basis of a speculative
deferral of overaccumulation. In the face of a looming collapse of
international credit relations, monetarism as an economic policy was
dropped and replaced by a policy of fiscal redistribution and credit
expansion, containing labour through a renewed speculative deferral
of overaccumulation and crisis. The unmitigated failure to contain
labour through a contraction of the money supply led to the reintro-
duction of those policies the New Right officially proclaimed against,
that is, the fiscal and credit expansionism of Keynesianism.

Monetarism and Credit Expansion

Western capitalist countries responded to the crisis of 1980-2 with
Keynesian deficit demand management on a world scale. The driving
force of the recovery was the United States which supported the
boom through two spectacular deficits: the budget deficit and the
trade deficit. Demand management particularly in the area of mili-
tary expenditure paved the way. As Mandel (1988) put it, the most
committed Conservatives became the most ardent Keynesians. Their
monetarist rhetoric notwithstanding, they supported the boom with
huge deficits."! This support was not dissimilar to Keynes’s ‘deficit
spending’, i.e. the creation of debt, the inflation of the money supply,
and the spending of money which prevalidates the exploitation of
labour. The budget deficit of the United States grew enormously.
During the 1980s, ‘interest on the debt and the cost of defence ac-
count for nearly 40% of all federal expenditures’ (Malabre, 1988, p.
110). The average budget deficit for ‘the six years 1982-7 was $184
billion’ (Friedman, 1989, p. 19). By 1986 the United States had ac-
cumulated over $250 billion foreign debt: ‘This $250 billion is only
the foreign debt: as of 1986, the US government owed an additional
$1,750 billion to American purchasers of government securities, sO
its total public debt was actually $2 trillion’ (George, 1988, p. 25).2
The financing of the United States trade and budget deficits through
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capital imports transformed the United States from the biggest creditor
to the biggest debtor in the world. The dollar was sustained by the
inflow of speculative capital and debt bondage forced upon so-called
debtor countries: ‘It’s clear that the Third World can’t pay — and yet
it does! For Latin America alone, new capital inflow (both aid and
investment) came to under $38 billion between 1982 and 1985, while
it paid back $144 billion in debt service. Net transfer from the poor
to rich: $106 billion’ (George, 1988, p. 63). Reagan’s attempt to make
the United States politically and economically strong again by ‘living
beyond its means’ turned the supply-side policy into a policy of im-
porting speculative capital. The money flow into the United States
was made possible by high interest rates in the United States. High
interest rates did not prove an effective brake on the inflationary
expansion of credit. Creditors were shielded from the full burden of
outstanding debt (see George, 1992) while debtors were shielded
from the debt burden through fiscal relief. Embarrassed creditors,
like the big banks, were refinanced upon their gambling losses
(Mandel, 1987). Banks received tax relief on ‘bad debt’ and sold ‘bad
debt’ to public institutions. While indebted countries were, during
the 1980s, not allowed to grow out of debt, the banks were able to
socialise their debt problems. As George (1992, p. 106) put it, ‘during
the 1980s, the only thing that was socialised rather than privatised
was debt itself’. In the United States, tax cuts laid the basis for the
fiscal absorption of high interest rates. In the United Kingdom, tax
cuts were implemented on the basis of public expenditure restraint
and earnings from privatisation. The failure to decompose the work-
ing class into a profitable labour force would have implied, as indeed
it did, a progressive dissociation between money and exploitation
expressed in higher rates of inflation, financial instability and depressed
rate of growth in productive activity. During the boom there was a
record number of bank failures. In scale these failures far exceeded
the 1930s (see Mandel, 1987, p. 300; Dziobek, 1987). Many of the
surviving banks were themselves for a time ‘technically bankrupt’ (cf.
Keegan, 1993, p. 185).

The expansionary response to the debtor crisis acknowledged the
circumstance that the only consistent way to contain labour within
the capital relation is expanded accumulation. However, the ex-
pansionary response did not mean that monetarism was simply
abandoned. Indeed, monetarist policies continued. There was a
‘juxtaposition’ of two different policies. On the one hand, we find
policies of monetary expansion (relaxation of credit and controls and
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fiscal expansionism) and, on the other, an imposition of austerity
upon social relations. The former policy acknowledged the circum-
stance that the deregulated global credit relations had meant the
liberation of ‘domestic’ monetary targets. The latter policy comprises
an attempt at monetary adjustment, i.e. at guaranteeing credit expan-
sion through the control of public expenditure. After 1982 monetar-
ism’s policy of market freedom focused on the control of that part of
public expenditure which supported policies of social reform. The
imposition of tight money upon social relations involved an attempt
to strengthen the link between consumption and work. The idea was
that by controlling public expenditure, economic growth would
translate into a fall in the share of public expenditure relative to
GDP. This would fend off speculative pressure on the exchange rate
because the convertibility of debt into real money was guaranteed by
state revenue. This would allow tax cuts designed to offset the pressure
of credit costs on debtors and to provide incentives for enterprise. In
other words, accumulation was sustained by a relaxation of credit
constraints as well as a massive redistribution of national wealth to
capital through fiscal policies.

The expansionary response to the ‘crisis of 1982’ and the attack on
the Keynesian relation between public expenditure and wages went
together. The adjustment between credit expansion and the control
of the money supply focused on the working class. As Gamble (1988,
p- 122) put it, ‘Keynesian techniques continued to be used, only now
the objective was to restore financial stability rather than to preserve
high levels of employment and growth’. The retention of tight
monetary policies aimed at reducing wage costs and living standards
through restrictive monetary policies that discriminated against the
working class, and through divisive fiscal policies which increased the
overall tax burden while favouring capital through fiscal incentives.
It also meant that the welfare state was used not as a means of
alleviating the effects of unemployment but as a means of adminis-
tering social control by the imposition of economic and financial
insecurity as well as forced labour."” In order to contain the class
struggle through the only consistent way of imposing the wage relation,
i.e. sustained accumulation, political authorities relaxed monetary
policies and sought to contain the fictitious — or speculative - integra-
tion of labour into the capital relation through restraint in public
expenditure and the imposition of ‘market freedom’ upon the working
class through the weakening of trade union bargaining power, un-
employment, deregulation of wage protection, segmentation of labour
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markets, tax and poverty traps, and use of the welfare state as a
means of keeping people in poverty and debt and of making people
work for their benefits. In this context, the shift to expansionary
policies made impossible the restoration of a Keynesian-inspired
collaboration with trade unions. Instead, social peace was to be
imposed rather than negotiated in an attempt to make the social
environment stable without thereby making extensive monetary
concessions to the working class. Under the impact of relaxed credit
controls and Reagan’s ‘military Keynesianism’ (Clarke, 1988; Gam-
ble, 1988; Harman, 1993; Mandel, 1987), monetarist policies attacked
those institutions associated with an integration of labour through
social reform."

During the 1980s, the global liberalisation of financial markets and
the deregulation of credit controls made possible an orgy of specu-
lation; the breeding of profits by speculative capital through unpro-
ductive investment in money markets. Under the impact of financial
deregulation, ‘consumer expenditure surged forward, financed by a
fall in personal savings as inflation moderated and by a rapid growth
of consumer credit’ (Clarke, 1988, p. 336). In the United States, sav-
ings fell dramatically from about 6% of personal income in the 1970s
to 2.9% in 1985 (Guttmann, 1989, p. 42; for the United Kingdom see
Keegan, 1989). The unregulated and uncontrolled banking system
made it possible for a great number of people to maintain, in the face
of a policy of state austerity, living standards through access to private
credit. In the United Kingdom, the decline in the saving ratio was
reinforced by an increase in personal financial liabilities of individuals.
These liabilities ‘rose from 45 per cent of pre-tax incomes at the
beginning of the Eighties to 81.3 per cent at the end of 1987’ (Keegan,
1989, p. 209). For many people, the only way to sustain living stan-
dards was to incur debt. Monetarist policies developed, after 1982, in
two ways: credit-sustained accumulation and the unrestricted and
unregulated expansion of credit on the one hand, and the integration
of private debt through austerity policies with an abrasive law and
order control of social relations on the other. The ballooning of global
deficit financing of demand indicates that the New Right had lost
faith in their own gospel when confronted with the realities of a
major slump in the early 1980s. Their transformation into unbelieving
Keynesians mortgaged the future exploitation of labour at the same
time as law and order spending of all kind increased dramatically.

The ‘extremely Keynesian politics of the Reagan administration’
(cf. Wolf, 1988) was a Keynesianism dressed in new clothes. While
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Keynesians emphasise the anti-cyclical dimension of deficit spending,
the Keynesianism of the New Right sustained the boom through a
pro-cyclical credit expansion. The deficit financing of aggregate de-
mand took place not during the recession but during the boom.
Further, the pro-cyclical deficit spending of the 1980s did not reduce
the level of unemployment. The Keynesian commitment to redistri-
bution of income and employment was abandoned at the same time
as governments pursued expansionary policies associated with
Keynesianism. In other words, the erstwhile monetarists remained
anti-Keynesian not because Keynesian policies were expansionary but
because they were redistributive. Since the ‘crisis of 1982’, Keynesian
policies of credit expansion were used pro-cyclically, favouring those
who have and imposing austerity upon those upon whose exploita-
tion capitalist reproduction rests. Expansionary policies and state
policies of austerity coincided. Welfare provisions were dismantled
in favour of discipline by austerity; fiscal policies were used to disci-
pline people through tax and poverty traps; draconian measures were
instituted against trade unions. The idea was to make people pay for
the increase in credit through worsening conditions, intensification of
work and lower wages. Expansionary policies were thus to be checked
by poverty and credit was to be guaranteed through a stronger link
between consumption and work. Worsening conditions and any in-
crease in poverty was the mirror image of the boom of the 1980s.
However, the coexistence of mass unemployment, deficit spending
and growing indebtedness defined the speculative character of the
boom. Growing indebtedness was in no way matched by an expanded
exploitation of labour. Indeed, during the boom the investment in
money increased enormously while investment in direct exploitation
of labour lagged behind dramatically (see Glyn, 1992; Mandel, 1987).
Keynesian deficit financing provided financial investment opportu-
nities. Earned profits were financialised rather than invested pro-
ductively. While it might be argued that indebtedness was induced as
a means of delaying a much deeper recession than the one of the early
1980s, or possibly even of delaying a slump of the proportion of
1929-32 (see Mandel, 1987, 1988), the result was the accumulation of
increasingly irredeemable debt. No surprisingly the Economist re-
ported in May 1987 that American economists were wondering what
lay ahead that year, continued growth or slump? The Keynesianism
of the New Right was a desperate measure of crisis management.
Rather than tightening the relation between money and exploitation,
the link between the two declined progressively. While monetarism
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proclaimed in favour of the virtues of market freedom, capital made
money out of money in a desperate attempt to accumulate as much as
possible without getting dirty in the contested terrain of production."

The boom of the 1980s rested on intensification of work and in-
crease in productivity. The increase in productivity was based, to a
great extent, on the liquidation of unproductive producers in the
early 1980s. Also, productivity increased because unemployment rose
as output fell (see Glyn, 1992; Nolan, 1989). The boom was a boom
in ‘money’ as money was transformed into a saleable thing. Despite
downward pressures on wages and the decomposition of class rela-
tions through unemployment, and despite the recomposition of work-
ing practices, and an increase in the rate of exploitation (see Harman,
1993), ongoing resistance to industrial restructuring prevented either
a sufficient rise in profit rates on productive investment or the gener-
ation of state surpluses to induce or finance a new cycle of investment.
The recovery of accumulation was consumption-led - a return to an
integration of labour into the capital relation on the basis of the deficit
financing of demand. Capital has opted for monetary over productive
investment, fuelling property bubbles, takeover mania and the esoteric
art of speculation — because of the tremendous opportunities offered
in these investments. However, all these investments represent a con-
siderable avoidance of real investment, an aversion to precisely the
supply-side launching of accumulation which the deficit financing of
demand had tried to induce.'® The credit-sustained boom of the 1980s
was a response to the failure to decompose the working class into a
profitable labour force. During the boom the dissociation between
monetary and productive accumulation accelerated, a dissociation
which fuelled the boom and which led to the crash in 1987 and the
recession of the 1990s. Capital, when confronted with the possibility
of a major slump in the early 1980s, started to gamble and the afflu-
ence of the 1980s was the affluence of a gambler. Monetarist politi-
cians which had preached that government should get off the back of
people, had forgotten their erstwhile predictions which von Mises
(1944, p. 21) had summarised long ago: ‘Credit expansion can bring
about a temporary boom. But such a fictitious prosperity must end in
a general depression of trade, a slump’.

The crash of 1987 signalled the failure of the Keynesianism of the
New Right."” The crash, while bringing home dramatically how pre-
carious were the foundations of the boom, did not result in an entire
meltdown of the stockmarket. This was prevented by a huge reflation
package which included the lowering of interest rates, the relaxation
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of controls on the money supply, and financial support for banks and
other financial institutions. The reflation package helped to sustain
the credit-sustained boom. Samuel Brittan’s advice was well observed:
‘When a slump is threatening, we need helicopters dropping cur-
rency notes from the sky. This means easier bank lending policies
and, if that is not enough, some mixture of lower taxes and higher
government spending’ (quoted in Harman, 1993, p. 15). The crash led
to the abandonment of the monetarist rhetoric which surrounded the
Keynesianism of the New Right. As the Economist stated after the
crash: ‘The immediate task is a Keynesian one: to support demand at
a time when the stock market crash threatens to shrink it’ (quoted in
Harman, 1993, p. 15). Keynesianism was thus officially resurrected
and hailed again, even by its erstwhile critics, as a saviour.

The credit-sustained boom lasted until 1990. By the late 1980s
inflation began to rise on a global scale. The recession of the 1990s
has been the longest and deepest since the end of the Second World
War. There were more bankruptcies than during the previous re-
cessions since the 1960s (see Harman, 1993). The property market
crashed in the United States, the United Kingdom and Japan, and
Germany is in its deepest recession since Weimar.”® Unemployment
increased dramatically and corporate default on debt caused banks
to write off bad debt on an enormous scale. The consumer boom
collapsed. Credit was not only squeezed: credit expansion came to a
crunching halt.

The divorce of monetary accumulation from the exploitation of
labour in production impinged on the state in the form of a disunity
as between the so-called ‘overheating of the economy’ and speculative
pressure on currency. By the early 1990s the credit expansion with
which the impact of the crash of 1987 had been smothered was in-
creasingly ‘incompatible’ with the global limits of credit markets. The
expansionary response to the crash led to a development in which
the composition of social capital looks more than ever like an upside-
down pyramid: ‘Phantom credits’ accumulated in the form of a
speculative betting on the future of capitalism’s ailing life-blood, that
is, the integration of labour as the variable component of expanded
exploitation. However, the increase in the ratio of debt to surplus
value meant that the exploitation of labour looked less and less likely
to support shareholders’ dividends. Big firms such as Pan Am and
Maxwell Communications went bust. Everywhere profits dived.
Against this background it became not only increasingly ‘unprofit-
able’ to make money out of the growing ratio of debt to surplus
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value; it became also more dangerous. Against the background of
the Savings & Loans and property crises, the junk bond market col-
lapsed in the late 1980s. Investors were confronted with a huge amount
of non-recoverable debt and the rapid increase in bankruptcies meant
that banks ended up with bad debt problems. Credit became more
expensive to get and banks called in debt so as to protect their re-
serves. The precarious financial situation of producers intensified at
the same time as credit-based consumer spending came to a halt. By
the early 1990s, there was growing concern that a global credit crunch
was imminent. Many industries had been swamped with debt and
more than a few of these companies lacked the means with which to
pay off their debt. Just as rampant speculation fed into itself for
years, so too did the new scepticism. Investors began to run for the
exits.

National states are not insulated from the rest of the world" but
integrated through the exchange rate mechanism and their contain-
ment of labour within global accumulation is ‘policed’ through
speculative capital movements. While governments might have been
tempted to inflate the debt away and thereby to reduce the burden
of debt on many firms as well as devalue real wages and erode stand-
ards of living, speculative runs on currency would result in a liquidity
crisis, reinforcing the fiscal crisis of the state and making it difficult
to finance balance of payments deficits. Against the background of
the Savings & Loans crisis of the late 1980s and speculative pressure
on currencies, governments responded with tighter monetary policies
increasing interest rates so as to fend off speculative pressure and to
make it possible for banks and other financial institutions to com-
pensate for debt defaults and speculative losses. By 1988-9 em-
ployers had to concede higher wages as unemployment fell from its
previous height and as workers demanded financial compensation
for the growth in manufacturing productivity during the 1980s (see
Harman, 1993). Unit labour costs accelerated (see Financial Times,
14 October 1989). By the late 1980s, there was growing concern that
the increase in profitability during the 1980s was no longer sufficient
to maintain expanding investment. The fall in profits triggered a
vicious circle as companies were forced to borrow so as to overcome
difficulties. High interest rates cut into profits at the same time as the
life-blood of the boom, i.e. credit, changed, by the early 1990s, into
a forcible collection of unpaid debt which is the backbone of the
policy of state austerity. The irony of a Keynesian policy in a mon-
etarist framework was that when the recession came in 1990 there
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was not much leeway for a Keynesian anti-cyclical policy of deficit
spending. Monetary policies tightened because of the danger of
rampant speculation on the future direction of policy, the liquidity of
national states, the ability of companies to honour credit obligations,
and the stability of the property market.

In the United Kingdom inflation moved almost into double figures
in 1990. Against the background of the London poll tax riot of April
1990 and worries in the international financial markets about the
economic and poiitical situation in Britain, the then Thatcher gov-
ernment joined the ERM in an attempt to anchor monetary policy
and so to insulate speculative betting on domestic policies (see Smith,
1992). As in the early 1980s, monetary policy was tightened at the
start of recession. The aim was to externalise the responsibility for
the deflationary consequences of a policy of high interest rates and
to gather support for sterling from other European states. Against
the background of huge balance of payments deficits and budget
deficits,” the monetary constraints of the ERM meant that interest
rates which had been raised to 15% by 1989 were only reduced to
14% prior to entry and fell to 10% in the summer of 1992 (see
Stewart, 1993, pp. 62-3). However, there was no fall in real interest
rates ‘because meanwhile the inflation rate fell from around 10 per
cent to around 4 per cent’ (Stewart, 1993, p. 63). The defence of
sterling against speculative runs was initially successful in that un-
employment started to rise from less than 6% in 1990 to 9% in 1991
and over 10% in 1992 (Stewart, 1993; McKie, 1993). The number of
bankruptcies as well as company liquidations increased dramatically
by 1990 and continued to rise (see Smith, 1992, p. 257). Additionally
companies slashed investment. There was a massive devaluation of
capital. Wage demands subsided and strikes fell to a very low level
(see McKie, 1993). High interest rates had originally been regarded
as a means of deflating the economy without seriously undermining
big companies. Their profits were seen to be high enough to protect
them. Initially, high interest rates forced smaller business into bank-
ruptcy and attacked social relations through consumer debt default,
including mortgages. The British government hoped for a soft land-
ing by making social relations pay for inflationary pressure. The
socialisation of the debt problem meant a dramatic increase in home-
lessness, repossessions, personal bankruptcies, and unemployment.
However, the socialisation of debt through the imposition of poverty
did not check the downturn.

In response to the breakdown in consumer spending, retailers were
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hit by debt deflation. Retailing capacity became redundant, causing
the property market, against the background of mortgage default
and closure of offices, first to bubble and then to burst. The crisis in
the property market fed back into the financial system causing debt
default at the same time as bad debt problems caused by company
failure mounted. Bigger companies were not shielded through their
profits for long. Corporate indebtedness had increased dramatically
during the 1980s. The debt burden was at around 20% of the capital
stock compared with 8% in 1980-1 (see Smith, 1992, p. 193). Manu-
facturing investment fell sharply by 1990-1 (Smith, 1992, p. 193).
Profits did not withstand high interest rates and so started to‘dip
seriously. The banking system was on the ‘brink of collapse under
the weight of corporate failures and personal bankruptcies’ (Smith,
1992, p. 244). Banks sought to support their accounts by higher bad
debt provisions and to socialise their debt problems through redun-
dancies, higher fees, and wider interest rate margins on loans. Credit
became more expensive and more difficult to obtain. At the same
time, ‘consumers’ and ‘companies’ were reluctant to borrow and en-
deavoured to service their debt (see Stewart, 1993, p. 102).

The level of lending decreased on a global scale. For example, in
the United States, business borrowing fell: ‘Previously the pattern
was for firms to increase their borrowing in recessions: total bank
loans rose by 12.2 per cent in 1973, by 3.5 per cent in 1980s and 5.4
per cent in 1981. But in 1990 total loans fell by 3.6 per cent’ (Harman,
1993, p. 42). However, the availability of money was not in question.
There was a lack of profitable opportunities to spend it (Harman,
1993, p. 44). There was thus a lack of lending and a global shortage
of capital at the same time as companies required additional credit
to maintain solvency. While credit was hard to come by, past debts
fell due. As Harman (1993, p. 45) indicates, ‘the discussion about
the “credit crunch” is an indication that the system has reached an
impasse’.

During the recession, the ratio of debt to GDP rose allowing for
a growing share of interest payments in government budgets (see
Financial Times, 27 September 1993). With government becoming
increasingly vulnerable to a sharp rise in interest rates, public spending
pressure increased as unemployment rose. High interest rates, per-
sistently slow economic growth, public spending pressure and loss of
revenue tightened the fiscal crisis of the state. Budget deficits increased
at the same time as the guarantee of global credit relations through
the reserves and state revenue decreased in strength. As a consequence
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speculative policing of domestic attempts to safeguard currencies
through deflationary control of social relations increased, reinforcing
the fiscal crisis of the state through runs on currency and thus through
a drain on the reserves. Against the background of both huge bal-
ance of payments deficits and budget deficits, as well as sluggish
economic growth and a stumbling banking system, the pound sterling
became a target of market rule. The pound sterling crisis of 1992,
when its membership in the ERM was suspended and sterling de-
valued, and the near suspension of the ERM in 1993, indicated that
the recession had reached an impasse. In 1993, the decision to increase
the fluctuation margins in the ERM to 15% either side of the central
rates amounted to an admission on the part of governments that
tight monetary policy had not succeeded in controlling social rela-
tions through austerity and that they thus could not fend off specu-
lative pressures.

Against the background of reduced rates of inflation, mass unem-
ployment, and the turmoil on the currency markets, budget deficits
everywhere were at a high level in 1992: ‘The average for the main
OECD countries had risen to 43.6 per cent, from 22.7 per cent in 1979,
and by the end of 1993 all the European Community countries were
expected to be outside the Maastricht target for government debt of
3 per cent of GDP’ (Harman, 1993, p. 49). Will the debt crisis which
beset the Third World in the 1980s move north? There is a renewed
Keynesian stimulus to demand as deficits increase and as the first
green shoots of recovery are visible due to wage restraint, a massive
devaluation of capital, as well as the socialisation of bad debt problems:
‘Keynesianism does seem to be making a comeback’ (Gamble, 1993,
p- 80). What, however, does that mean? Keynesian policies of deficit
financing on a global scale have ‘already been used up to support the
cyclical expansion of the 1980s, leaving in its wake a tremendous
overhang of government debt whose servicing takes up a larger and
larger share of Federal outlays’ (Burkett, 1994, p. 12). In the wake of
the Los Angeles riots, Clinton announced a ‘war on poverty’ and, in
Britain, Major promised, against the background of the abandonment
of the poll tax, to create a ‘classless society’. Should we indeed see
the return of the so-called ‘affluent society’ which captured the im-
agination of so many during the late 1950s and early 1960s? The
image of prosperity is seductive especially against the background of
mass unemployment, growing poverty and increasing homelessness.
However before we let ourselves be seduced we will first have to
return to basics: ‘The weakness of the present upturn signifies the
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reemergence of a long-run crisis having the same basic character as
in the 1930s’ (Burkett, 1994, p. 9).

Keynesianism in the 1990s is expensive. Governments all over the
world are preaching the gospel of rising productivity and competi-
tiveness. The promise is thus that fewer and less paid workers will
produce more. As Burkett (1994, p. 13) puts it, ‘under current condi-
tions, rising productivity translates primarily into higher unemploy-
ment’. In other words, a rise in the productive power of labour makes
it very difficult for capital to regard the unemployed as a variable
component for the purpose of expanded exploitation. Against the
background of consumer debt and recent attempts by governments
to balance their books by further cuts in the welfare state, targeting,
for example, single mothers and pensioners, and higher tax burdens
for those who do-not-have, the attempt to avoid a slump by boosting
the exploitation of labour through deficits is not without its problems.
As the Financial Times (9 September 1993) points out: ‘Governments
know that if policy ceases to be credible, international markets will
simply switch off the financial tap.” Without an effective exploitation
of social labour power accumulation will remain a speculative gamble:
‘Little wonder the IMF privately fears that the debt threat is moving
north. These days it is the build-up of first world debt, not Africa’s
lingering crisis, that haunts the sleep of the IMF officials’ (E. Balls in
Financial Times, 27 September 1993). Clinton’s promise of a ‘war on
poverty’ should be taken seriously. Political regimes in so-called debtor
countries supply not only ample evidence of a monetarism in crisis,
but also present the more likely future of a capitalism which contin-
ues to invest in the future because it can not redeem itself in in the
present,

MONETARISM: A CONCLUSION

Since the late 1960s, depressed rates of productive accumulation have
coincided with a rapid monetary accumulation. There has been a
dramatic dissociation between money and exploitation. Credit has
not been transformed into command over labour for the purpose of
expanded surplus value production. Capital has opted for specula-
tion rather than the generation of surplus value. The significance of
monetary speculation lies in the avoidance of a direct relationship
with the working class. Speculation does not meet with the same
resistance that capital encounters in the factory. Since the mid-1970s,
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the attempt to rebuild profitability without enduring a slump on the
scale of the 1930s has been associated with a policy of deflation, and
the sacrifice of the commitment to full employment and a policy of
social reform.

The breakdown of Bretton Woods and the deregulation of inter-
national credit and money markets proved to be the single most
important event of the class struggle in-and-against the form of the
capitalist state. Behind the deregulation of international money lay
the strategy of austerity as a means of decomposing class relation-
ships through the ruthless impartiality of monetary intervention and
the intensification of work. However, the rule of money exists only
through the reproduction of this command’s precondition: the har-
nessing of labour into expanded profitable reproduction. Keynesian
and monetarist policies depend on sustained accumulation so as to
contain labour through the fragmenting imposition of the wage re-
lation. Both policies accentuate different moments of the contradictory
unity of surplus value production, stimulating a breakdown of both,
money and production, through the sacrificing of one moment of the
contradiction in favour of the other. The dissociation of monetary
accumulation from productive accumulation constituted the contra-
dictory unity of surplus value production in the form of a crisis-
ridden disunity between functioning capital and the credit system.
Both of these poles of the contradiction exist as different moments
of the circuit of social capital, a crisis-ridden contradiction which
entails the crisis of domination over labour. It has been emphasised
that neither Keynesianism nor monetarism succeeded in containing
labour and in solving the ‘labour question’. The attack on the working
class during the 1980s and 1990s radicalised established trends. This
radicalisation was confined and precipitated by the crisis of Keynesian-
ism. Monetarist policies responded to the crisis of Keynesianism
without overcoming it.

During the 1980s, Keynesian economic policies continued to be
used while the attack on the welfare state did not weaken the relation
between wages and public expenditure. The increase in private debt
contradicted the attempt to strengthen the connection between con-
sumption and work. The result was the deepening of the crisis of
Keynesian policies of state austerity. The recession of the 1990s
expresses the failure of the Keynesianism of the New Right.

During the 1980s, the class struggle over credit and monetary po-
licies involved the struggle over the imposition of monetary austerity
upon social relations in and through unemployment, deflationary
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attack, imposition of poverty, and the intensification of work and law
and order control. However, the intensification of work, the shedding
of labour and the microchip revolution did not result in a profitable
integration of labour into the capital relation. The circuit of social
capital was based on a renewed speculative deferral of overaccumu-
lation and crisis, precipitated by renewed global deficit financing of
demand. Labour was integrated into the capital relation on the basis
of debt.

The speculative accumulation of the 1980s stretched the limits of
the market through credit and the ultimate barrier to accumulation
appeared to be the availability of credit. However, the availability of
credit is the availability of money capital that reasserts the limits to
capitalist accumulation in the form of speculation and (eventually, as
in 1987) a financial crisis. The debt crisis of the 1980s, the crash in
1987, and the recession of the 1990s, expressed the crisis of capitalist
domination over labour for the purpose of exploitation. Within the
context of the persistence of crisis, and the failure of past policy
measures to achieve a solution, money asserted itself in a repressive
rather than a creative way. The imposition of tight money upon social
relations has not been matched by a recomposition of class relations
capable of relaunching a new cycle of accumulation. Far from stimu-
lating investment, employment and output, the result of credit expan-
sion in a tight monetary framework was the deterioration of conditions
and mass unemployment. There was no breakthrough in investment.
Credit expansion was used for speculation rather than for the gen-
eration of surplus value. The reconstitution of the circuit of social
capital does not just require, as during the 1980s, a divisive and frag-
menting decomposition of class relations in terms of the property
owner and citizen. Rather, it involves the imposition of valorisation
upon the labour process. Such an imposition implies not just the
intensification of work and the repressive exclusion from production
of those whom capital is forced to disregard as a variable for exploi-
tation. Rather, it entails the transformation of money into truly pro-
ductive capital, that is, a capital which exploits labour on an expanding
scale. This transformation presupposes the recomposition of the re-
lation between necessary and surplus labour. The recomposition of
this relation is still beyond the horizon.”!

By the early 1990s, the weakness of productive activity and the in-
stability of the financial system presents the failure of neo-liberalism
to secure the future exploitation of labour in the present. Against the
background of the deep and prolonged recession of the early 1990s,
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there is nostalgia for Keynesianism. There is a growing number of
studies which, after so many years of deficit spending, argue for a
return to Keynesian policies. These studies emphasise that market
economies are not self-stabilising and so in need of some sort of Key-
nesian intervention (see Stewart, 1993; Keegan, 1993). Keynesianism
is seen, again, as a means of making capitalism safe for capitalists. In
the 1990s it has become old fashioned to demand from government
that it should get off the backs of people and provide greater scope
for market forces. There is a demand for a new consensus. Old style
Keynesianism is criticised for its excessive interventionism while mon-
etarism is rejected for its excessive deflationary zeal and its religious
belief in market self-regulation. Excessive deflation as well as exces-
sive encouragement of expansion is damaging (cf. Keegan, 1993).
One cannot rely on market forces but it is not advisable to return to
full-blown state intervention (see Stewart, 1993). There is a demand
for a new ‘realism’: market and state have to cooperate (cf. Mitchell,
1989, p. 51). Would the ‘fine tuning’ of this relationship involve also
a return to a ‘social capitalism’ (cf. Keegan, 1993), i.e. a capitalism of
social reform? There are proposals for a reformed Keynesianism and
a ‘market socialism’?> As in the past, the reformist left proposes to
defend market forces against their inherent disruptive constitution.
They wish to humanise the inhumane.” The so-called Keynesian era
did not start in the 1930s but developed through the experience of
fascism and war.

Notes

1. See Holloway’s ‘The Abyss Opens’, Chapter 2 in this volume.

2. On this system see Burnham (1990) and Burnham’s ‘Capital, Crisis
and the International State System’, Chapter S in this volume; see also
Bonefeld (1993a, 1993b) as well as Brett (1983) and Pilbeam (1992).

3.  Skidelsky (1977); Lekachman (1966). This part is indebted to Gamble
(1993, p. 42).

4.  See Callaghan, quoted in Holloway’s ‘The Abyss Opens’, Chapter 2 in
this volume.

5. On these markets see Holloway’s ‘The Abyss Opens’, Chapter 2 in this
volume; see also Cleaver’s ‘The Subversion of Money as Command’,
Chapter 7 in this volume, as well as Bonefeld (1993a) and Wachtel
(1990).

6.  See Itoh (1978); Mandel (1987); Wolf (1988); see also Sampson (1983).

7. On the redefinition of the ‘power of money’ see Marazzi’s ‘Money in
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16.
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19.
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the World Crisis’, Chapter 4 in this volume; see also Bonefeld’s ‘Money,
Equality and Exploitation’, Chapter 8 in this volume.

On the fiscal crisis see: O’Connor (1973); Gough (1975), Hirsch (1978a,
1978b). See also Offe’s (1984) work on the crisis of the welfare state.
For an assessment of these approaches, see Clarke (1991, 1992, 1988).
OPEC countries contributed also to the growth of the Eurodollar
market (see Wachtel, 1990). However, the so-called petrodollar repre-
sented a small proportion of the rise of the volume of money placed
on this market (Schubert 1985). See also Altvater and Hiibner (1987).
The following quote by Marx (1966, p. 515) might help to clarify the
argument:

The demand for loanable capital is demand for means of payment
and nothing else; it is by no means demand for money as a means
of purchase. [This] demand for means of payment is a mere demand
for convertibility into money, so far as merchants and producers
have good securities to offer; it is a demand for money-capital
whenever there is no collateral, so that an advance of means of
payment gives them not only the form of money but also the equiva-
lent they lack, whatever its form, with which to make payment.

The following is close to Mandel (1988, p. 105).

On the debt in other western capitalist countries see Mandel (1988,
1987), Wolf (1988). In the United Kingdom budget deficits and the
trade deficit improved during the 1980s due to the earnings of North
Sea oil (Keegan, 1984, 1989), privatisation (Gamble, 1988); a higher
tax burden (Rowthorn, 1992), and drastic cuts in that public expenditure
which supported policies of social reform. See also Clarke (1988):
Bonefeld (1993a); and the contributions in Michie (1992).

See the workfare programmes in the United States and training pro-
grammes in the United Kingdom.

After the abandonment of the ‘monetarist economics’, the British Prime
Minister Thatcher promised to ‘kill Socialism in Britain’ (see Bonefeld,
1993a) and fought the miners in 1984-5. The miners were branded as
the ‘enemy within’ and defeated with the help of paramilitary policing
(see Bonefeld, 1993a; Fine and Millar, 1985).

See Cleaver’s ‘The Subversion of Money-as-Command’, Chapter 7 in
this volume.

See n. 15 above.

On the crash see the contributions to Capital & Class, 34; Harman
(1993); Mandel and Wolf (1988); see also Bonefeld (1993a).

See Harman (1993) on the recession in Germany and Japan.

see Holloway’s ‘Global Capital and the National State’, and Burnham’s
‘Capital, Crisis and the International State System’, Chapters 5 and 6
in this volume. See also Bonefeld (1992) and Burnham (1990, 1993).
The balance of payments was in the red from 1987 onwards and has,
since then, increased steadily (see Stewart, 1993). The PSBR was
negative from 1987-8 to 1990-1 and deteriorated sharply in 1991-2
and increased dramatically in 1992-3 to 36.5 billion compared with a
budget surplus of 0.5 billion in 1990-1 (see McKie), 1993.
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21.  On the relation between ‘money’, on the one hand, and necessary
labour and surplus labour, on the other, see Negri (1984, Lesson Two);
see also Marazzi’s ‘Money in the World Crisis’, and Bonefeld’s ‘Money,
Equality and Exploitation’, Chapters 4 and 8 in this volume.

22. See McNally (1993) for a critique of market socialism.

23. See Agnoli (1990) on reformism’s affirmative critique and acceptance
of the status quo.
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4 Money in the World
Crisis: The New Basis of
Capitalist Power

Christian Marazzi'

One of the major difficulties in analysing the current capitalist crisis
and reorganization, whether on the national level or globally, lies in
seeing how changes in the international monetary system fit in with
changes at the level of the international division of labour and pro-
duction. To approach this question we must grasp both the nature of
the money-form as a social relationship of power within capitalism
and the historical specificity of the particular organizational forms of
that power.

Understood in terms of class power, the money form cannot be
grasped simply in terms of ‘economic theory’ — whether ‘Marxist’ or
not. Rather, we must see how money fits into the antagonistic class
relations of capital in order to reappropriate the terrain of revolu-
tionary class struggle. If the crisis of today is an historical crisis of
Keynesian development — the crisis of a system of planned develop-
ment based on a certain dynamic equilibrium and internal stratifica-
tion of class forces (see Zerowork 1) - then the breakdown of the
international monetary system established at Bretton Woods in 1944
is part and parcel of it. This crisis of the money form is not just the
point of arrival of capitalist development; it is both produced by a
cycle of class struggle and is the point of departure for a new phase
of class confrontation.

It was no accident that the crisis reached the point of no return in
the years 1970-1, for that was the moment of maximum tension
between all the components of the system; massively generalized
wage explosions and price increases following in the wake of the
inconvertibility decision, and heavy increases in public and corporate
debt to the banking system. The dynamic of this process disclosed
the possibility of a classic crisis of overproduction. What was no
longer classic, however, were the political relations between the
classes, relations which made a repetition of the 1929 crash a political
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impossibility. Not only was it essential to avoid the devaluation of
capital that always followed crises of overproduction, but also to
avoid a direct political confrontation with the working class, which
had established the ‘downward rigidity of wages’ and undermined
the Keynesian use of money.

Marx’s understanding of money within capital provides the point
of departure for our analysis. He above all understood that ‘What
appears as a monetary crisis is in fact expressive of anomalies in the
process of production and reproduction itself’. We begin with the re-
consideration of Marx’s analysis of the money form in the Grundrisse
and Capital, for despite the fact that gold has long ceased to be the
‘world money commodity’ par excellence, his notion of money as the
ultimate expression of value, and of value as the product of capital’s
ability to impose work (abstract labour) through the commodity form
(exchange value), remains central to grasping capital’s attempt to use
money against the working class in new ways. The post-war system
has shown the possibility of imposing a national currency (the US
dollar) as international money, yet the collapse of that system has
indicated the limits and weaknesses to which it was prone. The prob-
lem, then, is not to try and squeeze contemporary reality into an
ossified application of Marx’s analysis, but to use that analysis as an
entry into an appreciation of the history of money in the last half-
century — above all, the challenge launched by the United States in
1971 with the inconvertibility move, the point of departure of capital’s
counter-attack in the present crisis. On the basis of our current re-
search, we think we can provide some elements for a debate on this
question. We argue that from the beginning of the counter-attack,
international capital has used money as one of its primary weapons
against the working class; indeed, we would argue that money has
become the ultimate and most sophisticated instrument for world
capitalist restructuring today. On the basis of the analysis which fol-
lows, we pose the question of the political elements necessary to bring
the debate to the level of working class strategy and organization.

THE CRISIS OF MONEY FORM IN MARX

In Marx’s writings, analysis of what he called ‘modern crises’ is frag-
mentary. Indeed, analysis of crisis on a world scale, where, as he wrote,
production is posed as a totality and where all the contradictions
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explode, is a chapter Marx never wrote. But from the fragments of
such a project which do exist in his works we can follow the direction
of his method. It appears that according to Marx what lies at the core
of the modern crisis is the contradiction between production and
‘loanable capital’ — between the factory and the credit system. Marx
saw credit as a powerful motor of capitalist development because it
places accumulated surplus value - the savings of inactive capitalists
— at the disposal of active but ‘impecunious’ ones. But if credit makes
possible the full utilization of the capacities of society, why does it
become the ‘main lever of overproduction?’

The answer to this problem cannot be presented in static terms, for
credit is the means of overcoming the barriers which productive capital
encounters from time to time in the course of its activities. Credit is
thus the mode by which capitalists cooperate to overcome the obstacles
which lie in their path, meaning that it is what helps the capitalist deal
with the problems posed for him by worker struggles. Through credit
— that ‘powerful instrument of development’ - capitalists work
together to reassert their command, and as such credit is the pre-
eminent means for the socialization of capital.

Yet credit does not in itself succeed in overcoming the real con-
tradiction which lies at the root of capitalist development. The fact
of being able continuously to overcome through expansion the ob-
stacles posed by workers does not guarantee continued control over
labour. The socialization of capitalist development, the ‘flight’ of the
entreprencur from worker resistance through reorganization, the
introduction of new machinery, and the extension of capital to all
aspects of the society means that the level of credit always lies at the
origin of new levels of class confrontation. It is at this point that we
must refer to the theory of money in Marx. Credit, he wrote, is not
yet money, because money must be the ‘incarnation’ and represen-
tation of value. Money, if it is to be the universal equivalent of all
commodities, must be produced like all other commodities, but at
the same time not be a use value. It must, in other words, go out of
circulation. Money therefore cannot be understood separately from
the commodity and from value. Gold, as money, has to be set apart,
to become ‘autonomous’ from all other commodities. Hence, all other
forms of money in circulation - bank notes, national currency, etc. -
cannot be perfect representations of ‘hard money’. ‘Behind the invis-
ible value of commodities’, Marx wrote, ‘ “hard money” lies in wait.’
If credit circulates more rapidly than ‘real money,’ it pushes the cycle
of production beyond the limit of its valorization and realization: a
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point arises at which credit enters into conflict with the factory, be-
cause the realization of value has entered into conflict with production.

The interruption between production and ‘real realization’ must
be analysed at its point of departure, or else it remains only a possible
rupture in the circuit rather than an immanent tendency. Commodi-
ties, if they are to be sold in circulation, must be ‘socially validated,’
or else there is the possibility of crisis: speculative turmoil, the de-
valuation of capital, etc. But we cannot reduce this crisis of the trans-
formation of values into prices to a simple problem of ‘transitory
disequilibrium,” a problem of realization. We must instead concen-
trate on the underlying transformations of the organic relationship
between capital and labour that occur during the phase of expansion.
In this sense crises of overproduction are ‘violent manifestations’ of
the law of value and can never be confronted solely at the level of
the market, where the commodity completes its trajectory at the
point of sale.

Gold, as ‘money of all monies,” symbolizes for Marx the fact that
capital cannot escape from the contradiction of the law of value, and
thus that every crisis is also a desperate attempt to ‘reimpose’ the
law, which in the expansionary phase capital tries to ‘escape.” The
way the law is reasserted, the way capital tries to embark on a new
cycle of development is through an attack on the obstacles posed by
worker resistance and insubordination of all forms. With the devel-
opment of capital this process is expanded to a global scale, and gold
thus becomes the general means of exchange between currencies
internationally, the means of payment for regulating international
balances: the ultimate determination of the money form. Only on the
level of the world market — where money is divested of all local and
particular determinations — can the complete ‘civilizing activity’ of
money be understood; and it is therefore at this level that modern
crisis between production as a whole and credit must be analyzed.
For gold, as money, guarantees the generalization of the law of value
over all national currencies. It guarantees that all nations are subjected
to the same discipline of capitalist laws in the world market. And it
guarantees historically the extension of the world market according
to the dictates of capital.

We need to carry the analysis further in order to bring it ‘up to
date.’ First, the increase of means of payments — whether nationally
or on the international level — has always extended beyond the re-
serves on which it is supposedly based. During the reign of the gold
standard, this disproportionate increase of paper money produced
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cyclical crises, each of which was marked by the violent reappear-
ance of the law of value. But each of these phases of development
crisis was complemented by the progressive enlargement of accu-
mulation on a world scale and the progressive reduction of socially
necessary labour time. Credit has acted as a genuine instrument of
capitalist socialization. In so far as each phase of development crisis
has been accompanied by a drastic rise in the organic composition of
capital, each successive phase of the history of capital has involved
ever-greater amounts of means of payments in meeting working class
demands. In other words, the dynamic development of capital has
become ever more detached from the embodiment of the law of
value, from its incarnation in gold. Gold has long ceased to function
as the sole universal money, as the general means of payment between
nations. The important thing here is that it could not have been other-
wise. Not only has the real, effective appearance of sterling and then
the dollar displaced gold as the ‘money of all monies,” but interna-
tional power has increasingly determined the ‘value’ of all currencies
in the last instance. What is even more decisive here is that this trans-
formation of the international monetary system has been the result
of the ‘long march of necessary labour against surplus value.’ It has
been the progressive reduction of socially necessary labour time that
has precluded gold from functioning as the sole measure of value,
precisely because socially necessary labour time has less and less
been the basis upon which real wealth rests. (For more on this see
the final section of Mario Montano’s article in Zerowork 1.)

This does not mean that the gold standard has never functioned,
but rather that each moment of its imposition has led to its tran-
scendence by the real dynamics of international class relations. In
the phase before the First World War, Britain extended its empire
beyond the gold standard by investing sterling in its colonies (thus
creating an external demand for its commodities), meeting the deficit
it had with Europe and the United States by attracting gold through
the simple manipulation of the bank rate. The gold standard was in
reality always a sterling standard. After 1918 the United States im-
posed the gold standard on Europe, while divorcing its entire domestic
monetary policy from any metallic base. The flow of gold into the
United States in the 1920s never increased the money supply on a
proportional basis, thus allowing prices to remain low and the volume
of trade and direct investments abroad to increase.

Throughout these phases the gold standard was, in other words, a
means of imposing a specific imperialist policy, a policy sustained by
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the key role of first sterling and then the dollar as means of payment,
as national currencies given a fundamental role in the development of
the productive forces on a world scale. It would be wrong to conclude
that imperialist development and the extension of the basis for accu-
mulation in this latest period has been something ‘fictitious’ or based
upon pure ‘paper money,’ just as it would be wrong to conclude that
international cyclical crises occurred because of the non-functioning
of the ‘law of value’ embodied in gold. In fact, the increase in the
‘monetary consumption’ of gold has remained more or less steady
from the time when sterling and the dollar began to function as
international currencies. Currencies, in other words, have never been
completely convertible in any real sense. For if such had been the
case, gold reserves would have to have increased in volume to an
extent quite disproportionate to annual gold production. In short,
gold has always been more or less nominal.

We can now draw some conclusions. First, the international mon-
etary system has more and more grown dependent on the national
currencies that have acted as means of payment for world accumu-
lation. Second, both domestic and international credit have been
increasingly transformed into credit ex nihilo, into artificially created
money which is no longer based on accumulated surplus value, but
on no existing value. The requirement for ‘artificial money’ to act as
a productive force beyond the value embodied in gold reserves is
that it must become money as capital, that is, it must become credit
which commands alien labor: money must become command. But
precisely because this form of money as capital makes for both an
extension and intensification of the basis of accumulation, gold comes
to function increasingly marginally as the measure of value, which in
turn comes to depend less and less on socially necessary labour time
and increasingly on imperial command. In other words, if money
becomes increasingly less convertible in terms of gold, it has to become
ever more convertible in terms of command of capital over labour
power. The problem for capital is that while international credit - the
World Bank, the International Monetary Fund (IMF), etc. - has
increasingly functioned as the lever of capitalist socialization on a
world scale, the command function upon which money now rests is
not solid — precisely because of the new era of international working
class struggle. What is at the root of the current international monetary
crisis is that not only can the international currency — the dollar — no
longer be converted to gold, but money as capital itself can no longer
be converted into effective command over labour.
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The establishment of an inconvertible monetary system by Nixon
in August 1971 presented challenges to analyses of the monetary
crisis. We have said that the crisis, as a crisis of the money form of
capital, exploded because international capitalist organization was no
longer able to contain the dynamics of the class struggle. Thus, the
inconvertibility of the dollar cannot, as is often done, be examined
simply in terms of the US refusal to meet its commitments to the
other capitalist nations, a refusal to cover with gold all the dollars
accumulated in the central banks of Europe and Japan. An examina-
tion must begin with a look at the nature of the monetary system of
international power constructed after the Second World War.

The system established at Bretton Woods in 1944 represented a
US victory in which gold was to play a key political role in determin-
ing the composition of the IMF. The United States, which during the
1930s had accumulated two-thirds of the world gold supply, imposed
the condition that the IMF would be empowered to allocate to nations
in difficulty liquidity (credit) on the basis of given amounts of gold
and national currencies already committed to the fund by the member
countries. In other words, the amount of credit the IMF would make
available would depend on the initial contribution of each member
country, an arrangement that would later allow the United States to
expand significantly its foreign debt, since the quantity of dollars in
international circulation came to exceed, by 1957-8, the quantity
established in the statutes of the IMF. The other members were re-
quired to maintain a fixed rate of exchange of their currencies against
the dollar, so that the central banks of these countries were put in a
position of supporting the value of the dollar. This situation produced
an automatic inflationary tendency, given the fact that the acquisition
of dollars implied an expansion of domestic money supply. It was
clear by the mid-1950s that there was a contradiction between the
static principle of the international capitalist order originally con-
ceived in the US ‘currency principle’ and the dynamic development
of the new capitalist order that had followed the Second World War.
The birth at this time of the Euromarket — a US banking system
outside of the US to allow the multinationals to ignore the gold-
dollar exchange standard - indicated that the US victory at Bretton
Woods had been a Pyrrhic one.

The declaration of dollar inconvertibility in 1971 must be situated
in this context. Given that worker struggles could no longer be man-
aged by monetary means as a spur to further investment and produc-
tivity, the strategy of ‘planned development’ — the Keynesian system
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- had to be abandoned. The international wave of struggles begin-
ning in the mid-1960s meant the breakdown of the whole system of
international stratification of command over living labour, upon which
the gold—dollar exchange standard was based. Dollar inconvertibility
was imposed on the United States because its control over the inter-
national system had reached an impasse. The decision was a means
of escape from the law of value, from the immediate impact of worker
struggles, and from the risk of a dangerous repetition of the classic
type of 1929 crisis, which would have generated an explosive class
confrontation. But at the same time, this means of escape enlarged
the terrain of counter-attack, liberated the range of strategic options
for capital. The United States redefined its leading role by imposing
on the rest of the world a new kind of forced self-discipline in which
the ultimate sanction is money as world command, that is, deter-
mined and regulated politically and hence freed from any commodity
limits. In other words, inconvertibility can only be understood in
political terms; it set the strategic framework for reorganization of
capital by means of the crisis — a planned crisis against the global
working class through the manipulation of money.

Given the historical development of capital at the time he was
writing, Marx did not explore the notion of an inconvertible paper
money very far. He saw that theoretically the ‘value’ of such money
was determined by the value of the commodities circulated and the
labour commanded, but he had few occasions in the periods he ex-
amined to study such a situation concretely. Subsequently. the only
serious Marxist effort to do so systematically was that of Rudolf
Hilferding in his work [Finanzkapital], (1910/1981), which dealt with
the capitalism of the Austro-Hungarian Empire, which was run
on the basis of inconvertible money. Like Marx, Hilferding saw that
there was no such thing as any real value of money as such; there was
only a quantitatively determined rate of exchange of money, and that
rate was manipulated by ‘finance capital.” Hilferding had the merit of
seeing that one aspect of the problem for the recomposition of capital
at that time, and the reason for the way in which money was being
manipulated, was the relation between the banking system and the
capitalization of the rentier class, the mobilization of all ‘unproduc-
tive income’ through credit as capital. This new relation between the
banks and the state — the centralization of credit — he saw to be the
lever whereby such non-productive income could be mobilized for
a relaunching of productive industrial capital. The relevance of this
for the present period should be clear: today, once again, capital is
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manipulating money to transfer value from an ‘unproductive’ role to
a ‘productive’ use in capital investment. But today the unproductive
income is not financing a rentier class, but rather the working class,
which converts wages to income through its refusal to function as
labour power.

But if a rereading of Hilferding reveals this sort of useful similarity,
it can also be misleading, because of Hilferding’s limitations. For he
unfortunately hypostatized the regime of inconvertible money and
failed to see the ‘finance capitalism’ he confronted as an historical
phase of capital centred on the emergence of the big banks and joint
stock enterprises. The subsequent passage of dominance from the big
banks to industrial capital marked the transitory nature of what he
studied.

Moreover, even in the period of its usefulness for understanding
the mobilization of income for capital, other limitations of Hilferding’s
analysis led to disastrous political practice. Seeing the big banks as
the enemy, his strategy was the social democratic nationalization of
the banks, pension funds, insurance funds, etc. ‘Socialism’ in this
perspective becomes the socialization of credit for the development
of the productive forces such as capital was ‘unable’ to achieve. This
kind of conclusion was unavoidable, since the problem of money was
seen only in terms of dysfunctions within capital and between capital
and non-productive sectors such as the rentier class. What Hilferding
and his successors failed to see, and what we must grasp today., is the
process of socialization which was at the root of the finance capital
phase. The reorganization he observed, which involved both indi-
vidual capitals and the banking system, marked a step necessary for
the widening of the basis for the extraction of relative surplus value
from the working class and the generalization of abstract labour. The
working class in Hilferding’s approach is seen as external, as an
exogenous factor in this reorganization, for he could not see the
historically defined composition of the working class upon which and
against which capital was forced to reorganize itself and which had
historically contradicted both the previous industrial and monetary
systems. What Hilferding and official Marxism of all varieties failed
to see was that the gold standard depended on an international class
composition that had been superseded. When we examine capital’s
recourse to inconvertible money in the present crisis, we must see
how it is a means of transforming working class conquests into a
further socialization and concentration of control.

Yet we must also see that under today’s conditions, the capacity
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for such a transformation is severely limited. The current transition
by means of inconvertible money and floating exchange rates is pre-
carious. It appears that money can no longer serve as the lever for
further socialization on the basis of the given composition and de-
mands of the working class, and must thus become an instrument for
the violent rupture of that composition — a weapon for the dictator-
ship of capital in its quest to undermine the advanced form of working
class power. At this level of confrontation, where money becomes
pure unmediated assertion of state power against the working class,
the ‘transition’ is not only more precarious but threatens to become
permanent: in this lies the uniqueness of the class confrontation
today. There is the danger of a direct unmediated class battle with
the state, in which money loses its mystical appearance - its so-called
independence - and in which the ‘revolution from above’ opens up
a new level of struggle ‘from below.” The risk is that short term
transitional measures are already taking on the characteristics of a
highly volatile permanent emergency for the capitalist system as a
whole.

THE STATE, MONEY, AND RECESSION

The problem now is to explain why this crisis ~ a ‘transitional solu-
tion’ — might actually become a state of ‘permanent transition.” We
must see first what the constraints are which continue to limit the
action of the capitalist state in this period of inconvertible money. If
the state was able to escape the straitjacket of value embodied in the
international monetary system until 1971, why has capitalist reorgan-
isation not yet succeeded in becoming a new process of development?

The state’s capacity to act upon the money supply through central
banks and hence to promote the reorganisation of manufacture and
circulation has, in every capitalist country, been unable to establish
the basis for recovery. Both in terms of financing the industrial sector
through banking and other financial institutions, and the public sec-
tor through the sale of Treasury Bills and other government bonds,
it has not been possible to establish global conditions of productivity
capable of relaunching the system. This is because the state, from the
beginning of the crisis, has found itself confronted with a widening of
the terrain of working class struggle, including a convergence of factory
struggles and social struggles as a whole. (For more on the beginning
of this process in the United States, see Paolo Carpignano’s article in
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Zerowork 1.) The struggle for wages separated from productivity in
the factory became a generalized struggle over the social wage, in-
volving both waged and unwaged sectors of the class. This made it no
longer possible for the state to manipulate the distribution of con-
sumption, using the spur of consumption to control production. From
being ‘distributor in the last instance,’ the state became ‘lender in the
last instance.’ The state was forced to run a debt economy not only
for industry, but for the public sector, the cities, etc. Given the pressure
on the social wage as a whole, the state, acting in the open market
through the issuing of money, continued throughout the crisis to
pour more and more money into circulation through the purchase of
Treasury bonds, commercial guarantees to cover loans to industry,
etc. In other words, the increase in money supplies was increasingly
‘covered’ by the promise of future guarantees of repayment — a
practice which continued even when the assets of the banking system
no longer corresponded to any real capacity on the part of industry
to repay the loans. This is what is at the bottom of the ‘financial
crisis’ of the public sector and the so-called fiscal crisis of the state.
The point is that we cannot see this crisis merely in terms of inad-
equacies of the banking system in relation to industry and the public
sector. Given the degree of intervention by the central authorities to
support the assets of the major banks in cases where institutional
investors have been reluctant to provide direct credit, the state is
increasingly the source of support for the assets of the whole banking
structure, thanks to which the banks are (or were) able to continue
to finance the debts of industry and the public sector.

It is, of course, true that this state policy represented nothing new
in terms of traditional Keynesian policies throughout the post-war
period. But there is a crucial difference - the question of the time lag
in which social capital has to transform the money issued by the state
through ‘deficit spending’ into capital. The Keynesian model placed
the state above the economy as the distributor of income to the
whole of society. But the state can only manage global demand if the
money created ex nihilo by the central authority succeeds in be-
coming effective demand: only, in other words, if the additional de-
mand created by the state succeeds in stimulating a level of overall
production above the existing level. Only on this condition can money
become an active motor of development. The politics of ‘deficit
spending’ depends on control over the time period in which money
becomes money as capital in order to ensure overall balanced ‘growth.’
As Marx put it: ‘Time is everything, man is nothing.’
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It is precisely this time period that has become unmanageable in
the present crisis. In the Keynesian system this time period is sub-
jectively determined; it depends on the subjective choice and coop-
eration of social agents - capitalists and workers — having a common
interest as partners in growth. Such cooperation was not automatic,
and had to be constantly readjusted at new points of equilibrium.
Now, not only is this process not automatic, it is not functioning at
all, both at the level of production and at the level of social repro-
duction. In production, the leap forward in the organic composition
of capital in order to restabilize command over living labour and
increase productivity has come up against the real impossibility of
using inflation to finance future investments. The cash flow generated
during the time of production and circulation of goods has not
succeeded in financing on its own the new investments needed, forcing
industry increasingly into debt. The resistance of workers to pro-
ductivity increases and their continuous pressure to push up wages
has made it impossible to reduce wage costs relative to new investment
projects. As a result, industrial capital has been forced to move further
and further along the path of restructuration of more and more in-
vestment to reach necessary levels of productivity: this spiral of in-
vestment has become an ever-increasing spiral of debt. Second, despite
the massive attack on employment, the parallel resistance of the
unemployed and wageless has forced the state to continue issuing
money to back up the banking system and to finance the growing
debt of the cities. It has become impossible for capital to use un-
employment to any great extent to depress the general wage level.

Given these parallel pressures in the factory and in the social factory,
the time of transformation of money into capital has become the
time of the working class transformation of money into income. As the
time of capital’s transforming of money into capital becomes longer
and more uncertain, the working class is more and more able to im-
pose its own needs and shorten the time in which money is taken out
of circulation. When money is blocked from becoming capital, it can
only remain at the level of simple circulation; instead of becoming
capital, it becomes ‘funny money.’ It is in this sense that inflation is
no longer ‘controllable,” a solution for capital which is no longer a
solution, for it has become ‘runaway inflation’ imposed by working
class struggle for income.

Seen in this context, the various attempts to restabilize the inter-
national system since dollar inconvertibility have failed in their pur-
pose, in so far as they have not provided the conditions for a new
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basis of international command. To take only the most striking case
of this failure: the attempt through the oil crisis after the Yom Kippur
war in 1973 to force a new hegemony of US multinationals by drain-
ing dollars from Europe and forcing a drastic deflationary movement
on the European states did not produce this result. In fact, the oil
crisis was not followed by the necessary deflationary discipline by the
diminution of reserves in the oil importing counties; it did not slow
down the leapfrogging devaluation of currencies and hence the rate
of inflation. Nor did it sufficiently increase the surplus of petrodollars
in the oil exporting countries to an extent which could make them
into a source for the ever-increasing demand for investment capital
by the multinationals. The condition for this deflationary coup to
become effective and to provide for the spiralling needs of invest-
ment would have been to provoke a head-on class confrontation,
which was not a practical possibility. It has been the new socialized
terrain of the struggle that has been the limit of any deflationary
counter-attack by capital. The oil coup only served to delay the major
offensive against the omnipresent working class demands for income.

The same can be said for the introduction of the floating exchange
rates, which were resorted to precisely to prevent the ‘permissive’
expansion of credit through the purchase of dollars within the frame-
work of the old system of fixed rates. This move was not sufficient for
limiting money supplies, given that the regulated movement of ex-
change rates according to the balance of payments — even within the
European ‘snake’ — was counteracted by the continuous increase in
money supply by the central banks and flows of speculative capital
escaping from the uncertainty of working class struggle, struggle that
has forced capital to redefine its strategy, as seen first with Chile,
then with New York City, and now throughout the world.

TWO, THREE, MANY NEW YORKS

These elements of the crisis can be concretized if we take the case of
the situation in New York in 1975-6, which exemplified the present
new line of attack by the capitalist state. The problem of New York
was not merely a question of the geographical reorganization of the
industrial sector of the United States — the abandonment by industry
of urban centres in favour of new poles in other parts of the country.
The real problem has been the failure to control the demand for in-
come and services: this is what explains why the federal government
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turned off the tap of subsidies to the big banks, while blaming the
crisis of New York on lack of ‘investor confidence.” This use of the
argument of ‘confidence’ as a means of political blackmail had, of
course, first appeared in the monetarist policies imposed in South
America, especially Chile. The same discipline was then to be imposed
in New York as the testing ground in the battle to cut the social wage
in the ‘metropolis’ itself. The important point here is that this strategy
was directly imposed by the state in its decision to cut off the flow of
liquidity to the banks. To point to speculators and the big banks —
finance capital — as the culprit (the mystification which social demo-
cracy from Hilferding onwards has always used to cover up the relation
between money and the state) is no longer possible. The confrontation
was strictly one between the state and the incomes of the working
class (especially the unwaged).

The tactics, which are now becoming familiar on a world scale,
consisted of increasing the rate of interest on city notes and bonds,
creating in this way a climate of loss of confidence and thus provok-
ing a fall in the value of the issues. Basically, the state, as lender in
the last instance, refused to lend. But this managed crisis had an
extremely significant outcome: it forced the city unions to use their
accumulated pension funds to buy the notes and bonds the banking
system could no longer cover. The result was a structural change in
the financial system in which a new type of attack on the struggle for
income by the working class is discernible. On the one hand, the
state assumes direct responsibility for paying forms of social wages in
order to try to control and regulate the urban unwaged; on the other,
it gradually forces the workers in the public sector to cover the bor-
rowing requirements of social expenditures through the investment
of their pension funds. This amounts to a transformation of the social
wage into a system of reinsurance, forced savings imposed on the
working class itself. Thus the political goal of capital becomes clear:
the state attempts to divide by this means the various sectors of the
class fighting for more income, for more cash. Moreover, this move
is covered by the ideology of ‘co-responsibility’ and co-management
in the financing of the public sector — a situation analogous to the co-
management, profit-sharing, and other schemes in private industry. It
is significant that this attempt to reimpose Say’s Law, mobilizing
‘deferred wages’ for investment and consumption, has been called
Pension Fund Socialism.

New York showed the way for the IMF strategy that was already
being discussed by the Monetary Negotiations Committee in August
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1975. But it was only with the international agreements reached at
Kingston (Jamaica) in January 1976 that the full implications of this
new strategy were spelled out on a world scale. The agreements
included the decisions to sell the gold held by the IMF in a series of
auctions on the free market; create a ‘trust fund’ with the profits
from the gold sales to subsidize the poor nations with annual per
capita income of less than $350; abolish the ‘oil facility,” which had
been created to cover part of the severe deficits in balance of payments
owing to oil price increases; and finally, generalize floating exchange
rates to all countries. Not for nothing have these agreements been
called ‘a new Bretton Woods.’

The implications of these new conditions became clear immedi-
ately with the first big devaluation of the Italian lira in January,
followed by devaluations of the Spanish peseta, the British pound,
the French franc, and later the Australian dollar and the Mexican
peso. How can the New York crisis be linked to the international
monetary coup that we . . . witnessed in 1976? [See also Chapter 7 in
this volume.]

Let us take the first of the IMF decisions - the gold auctions: this
establishes two clear conditions of attack. On the one hand, the sharp
fall in gold prices from the peak of $200 an ounce in 1974, besides
drastically reducing the ‘trust fund’ for the poor nations devalorized
the central reserves of countries like Italy, France, and Portugal — in
which gold is a significant component. This means that these coun-
tries, when using gold for ‘collateral agreements,’ receive less money
in exchange from lenders. Italy, for example, had contracted for a
loan of $200 million from West Germany in 1974 on the basis of a
given quantity of its gold reserves. By the summer of 1976 Italy was
able to raise only $150 million on the basis of the same quantity of
gold as a result of the fall in gold prices decided by the IMF. Similarly,
Portugal, wk.ich had contracted a collateral agreement with the Bank
of International Settlements (BIS) in 1975, faced severe difficulties in
February 1976 when it asked for a new loan from the Bundesbank
and the Swiss National Bank. The stumbling block was the ‘negative
pledge clauses’ which regulate the Eurobanks, clauses which prevent
a country from seeking a loan more than once by means of gold
collateral without doubling the quantity of gold already exchanged
for the original loan (in this case the previous loan by the BIS). It
was only the political role of the Socialist Mario Soares in the ne-
gotiations that allowed the clauses to be waived. Thus we have a
clear example of the new selective political use of gold as a weapon
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to impose conditions on a country acceptable to the multinational
banks. The demonetarization of gold and the arbitrary, in short po-
litical, nature of decisions and conditions attached to international
loans which this implies have removed the residual autonomy that
national states could previously maintain by means of their gold
reserves in the face of foreign deficits — deficits which are, of course,
mainly made up of public and social expenditures.

The second effect of the gold auctions is to create a climate of
speculative uncertainty between national currencies now that gold
prices are no longer a stabilizing factor. As a result, the flight from
weak currencies ends up strengthening the strong ones, but above all
becomes a tap for the Euromarket and hence the US multinationals
and Treasury securities, thus aiding the US public deficit.

Finally, we should not ignore the extremely important effect of
these measures on the role of the Soviet Union and the Comecon
countries. From 1974 onwards the USSR had a mounting debt to
Western countries, especially to West Germany and France for
machinery imports and to the United States for grains. This accu-
mulation of debt has been the result of the level of internal class
resistance, which prevented the achievement of the goals of the Five-
Year Plan. The first phase of detente in the 1960s which allowed the
modernization of industry — the ‘Third Phase’ of Soviet planning -
ran up against a hidden inflationary push resulting from working
class use of the limited labour mobility that was permitted. The
profound effects of the western monetary measures was due to the
fact that gold has always been used in the Soviet Union to settle
accounts with the ‘outside world’ — ever since Lenin established the
rule. Thus the USSR has become increasingly bound by the condi-
tions of its western creditors, and has thus been pushed into a frenzied
quest for higher productivity from its workers — which has resulted
in a greatly increased intensity of class confrontation.

If these are the effects of the demonetarization of gold, there are
also limits within which gold prices have to be managed. If the price
is allowed to fall too far, the struggle of the black workers in South
Africa would escalate into an open and overall crisis of political
control in all of southern Africa. Upon the maintenance of gold prices
depends the future of the mining industry, and hence the control of
African labour power. This is the diplomatic constraint (that was
represented by Kissinger) within and against which the strategy of
the IMF on gold prices has to operate. Indeed, the wave of struggles
in South Africa in 1976 was the major ‘disequilibrating’ element in
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the entire world monetary strategy adopted at Kingston. The mar-
gins of manoeuvre for US polices that this situation imposes are very
narrow. If the black struggles cannot be defeated, the choice will be
either increasing the price of gold — and hence abandoning the entire
deflationary strategy based on demonetarization — or the loss of con-
trol over southern Africa. Here we can see how the ‘pure’ policies of
the monetarist coup at the world level - the illusion of pure money
which must always be used to exorcise the class struggle — have been
met by their ‘opposite pole’: hence the narrow and treacherous channel
between money and politics through which US global strategy has to
steer its course today.

Given these effects and limits of gold prices as a means of inter-
national control, what is implied by the system, or better, non-system,
of floating exchange rates? Here again, in spite of the fact that from
a purely monetary point of view there are no limits to the fluctua-
tions of the various currencies, this devaluation-revaluation move-
ment in 1976 has encountered political obstacles, and if carried through
according to pure monetarist logic, it could jeopardize the entire
strategy of the restructuration of capitalist command - the only long-
term way out of the crisis for capital — as well as undermining the
basis of the state and the international order.

The operation of floating exchange rates in 1976, with the enor-
mous devaluation crises and the increasing indebtedness of local
authorities and the public sector which have resulted, has narrowed
in an unprecedented way the margins of manoeuvre - the ‘relative
autonomy’ — of national states, to the extent of dramatically reducing
the area of choice within which national politics has to operate. All
governments and their oppositions have in this sense been pulled
into the narrow area of choice imposed by the logic of international
monetary austerity. And the first consequence has been a loss of
autonomy of national states and a shift of state power to the world
level — the level at which monetary terrorism operates. At the same
time, however, the downward movement of weak currencies and the
upward movement of interest rates has been accompanied by the
increasing regionalization of monetary control over local authorities,
cities, etc. — which in recent years have become more and more
dependent on the multinational banks as opposed to state subsidies.
In the period from 1974 onwards, in fact, the state (for example in
Britain, France, and Italy) has actively promoted this increasing in-
debtedness of local authorities. In this apparent decentralization of
state power (in the form of devolution, regionalization policies, etc.),
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the conditions are being created for the multiplication of ‘New Yorks’
on an international scale; what we are witnessing is centralization of
a new kind: the centralization of multinational state power. The de-
valuation imposed on countries with large public sector deficits and
borrowing requirements — even where cuts have not been drastically
and immediately applied — has meant that the local authorities and
the public sector as a whole are increasingly caught in a scissors
movement between soaring costs and upward interest rates on debts:
they thus have to implement their own cuts and become increasingly
dependent on the selective decisions of the multinational centres of
power. And when, in addition, these mounting debts have to be paid
in devalued currency, it is possible for capital to create ‘two, three,
many New Yorks’ at virtually 24-hour notice.

To summarize: the downward spiral of devaluation and the upward
movement of interest rates have resulted, first, in the regionalization
of power, promoted by the state itself, which ceases to operate as
lender in the last instance; and second, in the shifting of power as
lender to the selective controls exercised by multinational centres of
decision making. The political implications of this are enormous.
Behind the system of floating exchange rates decided upon at King-
ston lies a strategy of austerity by means of forced devaluations that
impose self-reduction of spending on local authorities, narrowing the
political choice to the point at which the only choice is the distribution
of the cuts. The room for bargaining over the distribution of income
is no longer open and expansive from the class point of view; it is
reduced to a restrictive field in which bargaining becomes a purely
divisive and disaggregating instrument in the hands of the state. By
shifting the selective power to impose the blackmail of crisis to the
international level, the entire framework of consensus through the
distribution of income — the basis of the Keynesian state — is thrown
into crisis. The mediations on which state power has depended — the
party system, the distribution of income via local authorities, part-
nership with the unions for ‘planned development,’ etc. — are under-
mined. Their self-justification increasingly relied on the illusion that
there is still room for bargaining. The new ‘justification’ of the state,
the rebuilding of its consensus, depends increasingly on the selling of
this monetary terrorism by the official organizations of the working
class, primarily the parties and the unions. They not only become
directly implicated in the running of the crisis, but indeed become
direct agents in the divisive and terrorist politics aimed at containing
and blocking any widening of the class front. It is increasingly up to
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the official class organizations to create conditions allowing the relative
autonomy of the state — by imposing the logic of austerity while
fostering the ideology of deferred. future growth. This is the real
function of the new social democracy in the crisis: its ‘left’ compon-
ent is confined to tilting at windmills. The monetarist blackmail has
forced social democracy to become the national government of
austerity: whether it is the ‘government’ or the ‘opposition’ is unim-
portant. To cite two obvious examples: the Italian Communist Party,
fresh from electoral victories, above all at the regional and local
level, now finds itself trapped in a political impasse. From being the
party of guaranteed income, it now has to transform itself into the
administrator of cuts in local spending. In Britain there has been a
similar dramatic change in the physiognomy of the Labour move-
ment: the ‘social contract’ of 1974 has become the means by which
government and the unions impose the deflationary regime. exploit-
ing the monetarist blackmail to the full while externalizing respon-
sibility for the crisis to shadowy and ill-defined ‘international financial
operations.” The real power and initiative in selectively imposing aus-
terity is hidden behind the smokescreen in which money supposedly
obeys its own laws outside and beyond the sphere of political choice
— where ‘man is nothing.’

The experience of New York is also a paradigm for the likely
consequences of this overall strategy of austerity for the so-called
developing countries. The loan arranged for New York to cover its
immediate liabilities was on the condition of no moratorium. The
loan had to be repaid within the time specified. The ending of mora-
toria also appeared at the United Nations Conference on Trade and
Development meeting in Nairobi in the spring of 1976, where the
‘developing’ countries met to discuss a common policy for confront-
ing their enormous debts abroad and regulating the pricing policy for
raw materials. A large part of the debt of these countries has been
increasingly held by the commercial and investment banks of the
Euromarket. It is estimated that just over half of these are financed
by official agencies — the World Bank, the OECD, OPEC, the socialist
countries, etc. — while almost half are from the private banking sector.
The total amount of credit required by the poorer countries has been
calculated at $40 billion for 1976, while about 50% of the profits of
the major US banks now come from loans to these same countries —
a situation which makes it unlikely that moratoria will be widely
permitted. To do so would lead to an open-ended system of ‘inter-
national welfare’. The refusal of moratoria on the part of the ‘advanced
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countries indicates the strategy of privatization of aid on a world
scale by means of conditional, fixed-term credits provided by the
multinational banking system, with the result being the proliferation
of the ‘debt economy’ on a global level. As in the cases of New York
and the western European countries, the poor countries — the debtors
par excellence — can only repay their debts by devaluation, which in
turn lowers the purchase price of their raw materials — while their
imports from the western countries have to be paid for in dollars.

A NEW LEVEL OF CLASS CONFRONTATION

If this monetary strategy arising from the restructuration of the
financial system represents the general line of deflationary attack on
the working class internationally, to what extent can it provide the
solution for capital? How far can it succeed where previous deflation-
ary attempts have failed? Rather than providing a solution - that is,
a way out of the ‘open-ended transition’ that capital has been faced
with — the application of the monetarist policy contains its own inher-
ent and unavoidable contradiction. Monetarism and policies deriving
from it presuppose a relation of class forces completely subordinated
to money as capital. But such a relation cannot be assumed in the pre-
sent situation. The prerequisite for this strategy to provide the solution,
and not merely a response, to the already existing level of interna-
tional class attack is an ability to exorcise the class struggle, not only
in theory but in reality. Yet this strategy is premised upon the already
existing open-ended crisis, but contains in itself no inherent capacity
to solve the political confrontation which its application implies. On
the one hand, it subordinates politics, the arena of subjective decisions
and class forces, to the dictates of money: when Milton Friedman
says, in an interview during a visit to Chile in March 1975, ‘Last year
New York and Chile, this year Britain,” he assumes that the political
conditions are already everywhere favourable to monetary attack, that
the battle is already won. On the other hand, these conditions are
clearly not given: politics cannot be eliminated by a voluntaristic
solution to the problem of power. Earlier deflationary attempts failed
to solve the political problems of the resistance of the working class
-- a spectre which cannot be exorcised. Equally, monetarist strategy
can only establish the basis for the relaunching of the capitalist system
by eliminating this contradiction, or else the crisis remains open-ended
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and the contradiction is merely pushed up to a higher level of class
confrontation.

It is against this threat that the state must measure its use of terrorist
measures to isolate potential vanguard sectors in order to avoid a
generalized class confrontation: the only political ‘solution’ in sight
for capital is a long, drawn-out process of (hopefully) eroding working
class power, of ‘holding the fort’ - in short, a war of position. Hence
capital once again faces the political ‘limits’ that ultimately represent
the ‘limits’ or contradiction of the money form itself. To return to
Marx: ‘From the fact that capital posits every such limit as a barrier
and hence gets ideally beyond it, it does not by any means follow that
it has really overcome it.’ In subjecting the state to international
monetary dictates, there is a grave risk for capital that these ‘limits’
may not only create a vicious circle in which the contradiction within
monetary policy is constantly reproduced, but that they may escalate
the crisis of money into the crisis of the state itself.

In October 1976 representatives of the member countries of the
IMF met in Manila to re-examine the world situation in the wake of
a new wave of devaluations. What soon became clear was that the
general strategy would not change - not until wages, income, and
social discipline had been brought back under capitalist control. The
terrorism imposed by money will continue, checked only when the
political price is too high. The attack on employment will continue,
as will the dependence of industrial development, local government,
and the public sector on the selective political controls exercised
more and more by the multinational banks. In short, each crisis leads
on the next, and the monetary transition threatens to become more
and more a permanent state of international emergency. This un-
dermines the entire system of mediations on which the state has
relied in the past: from the state as distributor, to the state as lender,
to the state as distributor of cuts — what comes next?

What is clear is that the longer this period of transition lasts - the
more permanent the monetary attack becomes — the more it can
develop into the terrain of a subjective reorganization of the working
class. While the overall dimensions of this new cycle of struggles are
not yet clear, its characteristics have begun to emerge in confrontations
ranging from the uprisings of black youth in Soweto and London, to
the food price riots in Poland and Egypt, to the pitched battles be-
tween students and police in Italy and Britain. What seems to tie
these struggles together is that in a crisis situation in which capital is
forced to abandon the Keynesian form of money as mediator of class
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relations in order to maintain its power, the working class — whose
very struggles generated that crisis ~ is pushing forward with demands
that aim at the elimination of work altogether and appropriation of
social wealth as a whole.

This is not a dream of a future society; rather it is the practical
requirement posed by the present situation of class confrontation.
And it is not the planning of a party central committee, but the
expression of the new needs and new demands of the various sectors
of the working class. For, given the new forms of capital’s attempt to
reimpose command through centralized multinational state power
and regionalized implementation of austerity, these very struggles
over money, work, and all the conditions of life are immediately
struggles against the state. To speak of attacking the coercive power
of the state can no longer mean the coup d’etat, the storming of the
Winter Palace. It means an attack on the ‘social contracts’ and in-
comes policies in Western Europe, an attack on the fiscal crisis in the
United States, an attack on ‘socialist discipline’ in the Eastern bloc
- in short, generalized resistance to capital’s plans everywhere for
the erosion of working class power.

The overriding question before us now is one of determining the
forms of organization which can carry out these attacks. This is not
a matter of establishing a party that attempts to manage the struggle
from above and ‘lead the working class to socialism’. Rather it is a
matter of analyzing the successes and failures of the modes of working
class organization in the previous cycle of struggle, primarily the
organizations of the unwaged in the struggles against the state over
the social wage. Only then can we begin to grasp the mechanisms of
the circulation of struggles, both across geographical areas and among
different sectors of the class, and thus organize ourselves in ways that
accelerate that circulation. And it will be only then that we may see
what it truly means for the working class not just to have power, but
to be in power; and what it means for us not just to fight against
capital, but to destroy capital in all its forms.

Note

The article was first published in English in Zerowork: Political Materials, 2
(1977).

1. This article is the result of discussion and collaboration among a group
of comrades linked to Zerowork in London. John Merrington and Mike
Sonenscher have made major contributions to the final result.
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S Capital, Crisis and the
International State
System

Peter Burnham

INTRODUCTION

The closing months of 1993 saw the conclusion of two agreements
heralded by liberals as setting the world economy on a new and
sound footing. The United States’ ratification of the North American
Free Trade Agreement (NAFTA) in November was capped in De-
cember 1993 when the Director-General of the General Agreement
on Tariffs and Trade (GATT) brought down the gavel on the Uru-
guay Round, which had been formally launched in September 1986.
Amid the popping of champagne corks the Financial Times declared
that the agreements would provide, ‘powerful underpinning for the
world economy, fresh impetus to competition, and fresh hope for
those developing and former communist countries that have been
opening up to international commerce’.' By the opening months of
1994 this liberal triumphalism looked somewhat premature in the
face of the Zapatista revolt in Chiapas (see Chapter 7; and Cleaver,
1994) and tension in Europe occasioned by persistent economic stag-
nation and disputes over the enlargement of the European Union.

Whilst it is commonplace to point out that the re-regulated finan-
cial and trade markets of contemporary capitalism have considerably
enhanced the power of internationally mobile capital, the implications
of this shift for national states are less clear. The ‘social costs’ arising
from the ‘structural adjustment’ of economies in the wake of trade
liberalisation are likely to heighten class conflict within states in
addition to exacerbating fiscal crisis and adding to the mountain of
international debt. The aim of this chapter is to provide a Marxian
framework for understanding how the crisis of contemporary capital-
ism is experienced as a crisis of the national form of the state. In so
doing the chapter contributes to overcoming a weakness in Marxist
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state theory which has typically stopped short at theorising inter-
state relations.

In 1969 Ralph Miliband relaunched the state debate amongst
western radicals by highlighting the paradox that whilst a ‘theory of
the state’ underpins all political analysis, the state itself as an object
of political study had long been neglected.” Although Miliband’s char-
acterisation of the capitalist nature of the state has long been super-
seded, his focus on the capitalist state (in the singular) rather than on
the multiplicity of states which comprise the international state sys-
tem has remained the norm in Marxist accounts. With the notable
exceptions of von Braunmiihl (1978) and Barker (1978/1991), this
deficiency has passed almost unnoticed, with the result that one might
easily get the impression from a survey of Marxist literature that
capitalism has but one state. The guiding theme of this chapter is that
a materialist analysis of the inter-state system is a prerequisite for
understanding current developments in the global political economy.

The first part of this chapter shows the importance of Marx’s dia-
lectical method in theorising the relationship between class and state.
For Marx the state is perceived as the concentrated and organised
force of class divided societies controlling and subduing the popular
masses — the organised force of their suppression (Marx, [1871] 1986,
pp- 486-7). However unlike Weber who reifies the notion of domina-
tion and thereby sees ‘the political’ as a distinctive form of action
always and everywhere distinguishable from ‘economic action’ in terms
of ends and means, Marx understands the ‘moment of coercion’ and
the ‘moment of appropriation’ as elements of a totality, differences
within a unity — the case with any organic entity (Marx, [1857] 1986,
pp. 36-7). From a dialectical viewpoint therefore the state is not au-
tonomous, or simply related to, ‘the economy’. Rather it is an integral
aspect of the set of social relations whose overall form is determined
by the manner in which the extraction of the surplus from the imme-
diate producer is secured.’ This conceptualisation provides a basis
for analysing the historical specificity of the particular state forms
(ancient, feudal, capitalist) which arise out of the social organisation
of production in class societies.

From the vantage point of ‘form analysis™ the capitalist state is
understood as the historically specific condensation of the ‘political’
in capitalism. The particularisation of the state (that is, its institu-
tional separation from the immediate production process) is an im-
portant defining feature of its capitalist form. However it is only by
locating the class character of the capitalist state in the context of the
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historical separation of state and civil society, achieved with the
gradual disintegration of feudal social relations, that we can fully
understand the specificity of the capitalist state form.

The third section of the chapter supplies a systematic account of
the national states which comprise the international system. Only at
this point (on the basis of a prior analysis of state forms) is it ap-
propriate to introduce discussion of particular national states and
their distinctive historical development. The weakness of much state
theory becomes evident at this level. It is important to break free
from studies which see the world system as an aggregation of
compartmentalised units.” The flaw in such studies has been well
identified by von Braunmiihl (1978, p. 162), who cogently argues that
the international system is not the sum of many states, but on the
contrary the international system consists of many states. Further-
more as Barker (1978/1991, p. 207) recognises, the dual determina-
tion of the state (vis-d-vis ‘its citizens’ and the international system)
is a permanent feature informing all aspects of state policy and ac-
tivity. Therefore, the appropriate focus for conducting theoretically
guided empirical analysis of national states, is the world market — a
single system in which state power is allocated between territorial
entities. In this section I will map out one of the most important yet
undertheorised tensions of late capitalism, that between the present
national political constitution of the state and the global character of
accumulation.

On this basis, the final part of the chapter will show how the
overaccumulation crises of post-war capitalism are manifest in terms
of the national state-global economy relationship. From the post-war
settlement, through the reconstitution and decline of Bretton Woods,
to the multilateral trade talks and the process of financial re-regulation,
national states have struggled in the post-1945 period to mediate the
consequences of this national-global tension. Rather than focus on
realist debates couched in terms of the loss of state sovereignty I will
conclude that Marxist analysis must begin to understand ‘international
relations’ as the national processing of global class relations.® Struggle
between labour and capital at all points in the circuit of accumulation
produces crisis situations which are exacerbated by global competi-
tion (see Chapter 4 in this volume). Such crisis is manifest at the level
of the state as a national crisis experienced in terms of balance of
payments difficulties, fiscal crisis, low levels of productivity, political
overload, etc. The contradictory basis of capitalist social relations
ensures that crisis is endemic, producing constant change throughout
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the global system. National states, seen as the political form of
capitalist social relations, are not simply affected by ‘economic trends’
or ‘globalisation’, rather they are part of this crisis of the social whole.
In response to the latest and deepest crisis of post-war global capi-
talism we have not yet witnessed the extinction of the national state
but the concerted and paradoxical attempt to retain the national
form of the political, through schemes aimed at the regionalisation of
the world market. Nevertheless the experience of the European Union
points, in many ways, to the reformulation of the basis of national
state relations towards an inchoate system of regional political co-
ordination. In this way the recasting of class relations which has
occurred since the demise of the Keynesian ‘mode of domination’ in
western Europe in the mid-1970s, has now reached a new level of
intensity and instability with the refashioning of the global political
framework which maintains the ‘real freemasonry’ of the capitalist
class vis a vis the working class as a whole. In short we are witnessing
the restructuring of relations of conflict and collaboration between
national states. The moves to regionalism evident across the globe
(European Union, NAFTA, APEC) represent an attenuation of the
tension between national states and the global economy as the crisis
of the class relation is simultaneously expressed as a crisis of the
international state system.

MARX, METHODOLOGY, AND ‘POLITICAL
DOMINATION’

It is common for ‘Marxist’ approaches to the state to be character-
ised as adopting one of two positions. Either, it is alleged that the
state is capitalist because the economically dominant class is also
politically dominant, or the state is interpreted as a deus ex machina
divined from the structural logic of capital. Whilst the first position
is simply radical-sounding pluralism, the second is an equally unten-
able Marxified Parsonian structural functionalism.” The deficiencies
of these approaches cannot be corrected simply by seeing the argu-
ments as complementary.® Both are flawed since they implicitly
sanction a base-superstructure model of capitalism, denigrate the
concept of struggle to that of an exogenous variable, and are pre-
dominantly ahistorical. But more importantly these viewpoints are
deficient because they mirror the errors committed by orthodox
political science, which takes the estranged forms of appearance of
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capitalist social relations and fails to trace what Marx refers to as
their ‘inner connections’.’ To appreciate the importance of this cri-
tique in relation to the state debate it is necessary to show how the
notion of ‘inner connection’ is central to dialectical methodologies.'
The error of positivistic orthodoxy, Marx outlines in the Grundrisse,
is that it simply brings outward appearances into an external rela-
tionship with one another, ‘the crudity and lack of comprehension
lies precisely in that organically coherent factors are brought into a
haphazard relation with one another, i.e. into a purely speculative
connection’ (Marx, [1857] 1986, p. 26). Unlike non-dialectical research
which begins with an isolated unit and attempts to reconstruct the
whole by establishing external connections, dialectical research starts
with the whole and then searches for the substantive abstraction
which constitutes social phenomena as interconnected, complex forms
different from, but united in, each other (Bonefeld, 1993, p. 21; Oliman,
1993, pp. 12-17). Notions of externality and structure are replaced by
the dialectical categories of process and contradictory internal rela-
tionship." Whilst non-dialectical methodologies segment the social
world and analyse the contingent relations of external phenomena,
Marx focuses on how social relations take different forms, creating a
differentiated, contradictory unity. Rather than understanding form
in terms of species (the form of something more basic which lies
behind the appearance), this view sees form as a mode of existence
— something exists only in and through the forms it takes (see Bonefeld
et al., 1992, p. xv). Hence diverse phenomena such as the state and
the economy do not exist as externally related entities but as mo-
ments of the class relation from which they are constituted (Bonefeld,
1992, p. 100). As Clarke (1978, p. 42) clarifies, it is the concept of
class relations as being analytically prior to the political, economic
and ideological forms taken by those relations (even though class
relations have no existence independently of those forms) that makes
it possible for a Marxist analysis to conceptualise the complexity of
the relations between the economic and the political, and their inter-
connections as complementary forms of the fundamental class rela-
tion, without abandoning the theory for a pragmatic pluralism.
This approach clarifies Marx’s advance over the classical political
economists who mistook the bourgeois form of social production for
eternal, natural relations of production thereby failing to see the spe-
cificity of the value form and consequently of the commodity form,
the money form and the capital form. In the work of the classical
writers production is presented as governed by eternal natural laws
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independent of history, ‘and then bourgeois relations are quietly
substituted as irrefutable natural laws of society in abstracto. This is
the more or less conscious purpose of the whole procedure’ (Marx
[1857] 1986, p. 25). The importance of this emphasis on ‘form analysis’
is not only that it sensitises us to the fluidity of social relations but
more fundamentally it breaks with the old essence-appearance dis-
tinction and implores us to decode forms in and of themselves. The
inability of orthodox political science to develop ‘form analysis’ is
responsible for much of the confusion in discussions of the state.”
Similarly, no longer can we remain fixed in Leninist fashion to no-
tions of the enduring nature of the nation-state. Instead our focus is
on the changing nature of state form as the mode of existence of
class relations.

Applying the dialectical method to the study of the state involves
firstly specifying, on a very general level, the relationship between
labour and political domination. Marx is emphatic that the most sig-
nificant distinguishing feature of each social formation is not so much
how the bulk of the labour of production is done, but how the dom-
inant propertied classes controlling the conditions of production
ensure the extraction of the surplus which makes their dominance
possible (de Ste Croix, 1981, p. 52). Marx's clearest exposition of this
point is in Capital, Vol. 3 ([1894] 1981, p. 927), where he writes:

The specific economic form in which unpaid surplus labour is
pumped out of the direct producers determines the relationship of
domination and servitude, as this grows directly out of production
itself and reacts back on it in turn as a determinant. On this is
based the entire configuration of the economic community arising
from the actual relations of production, and hence also its specific
political form. It is in each case the direct relationship of the owners
of the conditions of production to the immediate producers. .. in
which we find the innermost secret, the hidden basis of the entire
social edifice, and hence also the political form of the relationship
of sovereignty and dependence, in short the specific form of state
in each case.

The ‘state’ understood as ‘politically organised subjection’,”* charged
with the enforcement of rule, empowered to exercise force to safe-
guard the relations which constitute the social order, is to be under-
stood as the ‘moment of coercion’ without which no class divided
society can exist. Throughout history the form of this enforcement
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has changed radically. However, all hitherto existing societies (above
primitive levels) have presupposed establishing means of political
domination (means which have gone far beyond Weber’s stress on
the claim to the legitimate use of physical force').

Whilst this general analysis of the internal relationship between
the organisation of labour and political domination tells us nothing
about actual historical societies, it is nevertheless the bedrock which
enables us to understand the development of the capitalist form of
the state. This is the second step which is required before we consider
in detail the specificity of the modern national states (the British and
French states, for example) which comprise the international system.
This task Marx achieves in his seminal, ‘Contribution to the Critique
of Hegel’s Philosophy of Law’ ([1843] 1975).

THE CLASS CHARACTER OF THE CAPITALIST FORM OF
THE STATE

Marx’s account of the rise of the modern political state is set against
the social struggles which accompanied the overthrow of feudal re-
lations of property and production. Whilst drawing attention to the
exercise of monarchical power (based on property) within feudal
relations, Marx argues that ‘the abstraction of the state as such be-
longs only to modern times. The abstraction of the political state is
a modern product’ ([1843] 1975, p. 32). This argument needs close
attention.

For Marx, the character of old civil (feudal) society was directly
political. The elements of civil life — property, the family, the mode
of labour — were raised to the elements of political life in the form
of seigniory, estates and corporations. In this sense, an individual’s
position within an estate determined his/her political relation, that is,
his/her separation and exclusion from other components of society.
As he later clarified in Capital, Vol. 1, ([1867] 1976, p. 170), ‘here,
instead of the independent man, we find everyone dependent - serfs
and lords, vassals and suzerains, laymen and clerics. Personal de-
pendence characterises the social relations of material production as
much as it does the other spheres of life based on that production’.
In these circumstances different subdivisions of trade and industry
are the property of different corporations; court dignities and juris-
diction are the property of particular estates; and the various prov-
inces the property of individual princes. Hence, in the Middle Ages
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we find serfs, feudal estates, merchant and trade guilds, and corpo-
rations of scholars, with each sphere (property, trade, society, man)
directly political — ‘every private sphere has a political character or
is a political sphere; that is, politics is a characteristic of the private
spheres too’ ([1843] 1975, p. 32). Marx characterises the Middle Ages
as the ‘democracy of unfreedom’, since in a context where trade and
landed property are not free and have not yet become independent,
the political constitution also did not yet exist. This discussion of the
identity of civil and political society in feudalism has important rami-
fications for theorising the emergence of the capitalist state form.
Marx saw the identity of the civil and political estates as the expres-
sion of the identity of civil and political society. Within each indi-
vidual principality, the princedom (the sovereignty), was a particular
estate — ‘their estate was their state’ ([1843] 1975, p. 72) — which had
certain privileges but which was correspondingly restricted by the
privileges of the other estates. Their activity as a legislative power
was simply a complement to their sovereign and governing (execu-
tive) power, directed largely to civil affairs. As Marx summarises,
‘they did not become political estates because they participated in
legislation; on the contrary, they participated in legislation because
they were political estates’ ([1843] 1975, p. 73). To this can be added
the significant rider that the relation of estates to the Empire was
merely a treaty relationship of various states with nationality, ‘their
legislative activity, their voting of taxes for the Empire, was only a
particular expression of their general political significance and effec-
tiveness” ([1843] 1975, p. 72).

The emergence of the capitalist state form was neither an auto-
matic response to the development of world trade, nor simply a matter
of the transfer of power from one class to another. The historic change
in the form of the state occurred gradually as political revolutions
overthrew sovereign power (which constituted the political state as a
matter of general concern), and fundamental social struggles, which
were both prompted by and were expressions of, changing social
relations of production, ‘necessarily smashed all estates, corporations,
guilds, and privileges, since they were all manifestations of the sepa-
ration of the people from the community’ ([1843] 1975, p. 166). These
struggles simultaneously abolished the direct political character of
civil society whilst creating the modern state. Gradually relations
within civil society were transformed from the ‘motley feudal ties’
characterised by ‘the most heavenly ecstacies of religious fervour . . .
and chivalrous enthusiasm’ (Marx and Engels, [1848] 1976, p. 487), to
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the crass materialism of modern private property relations subject to
the rule of money and law, and the egotistical struggle of each against
all. Marx is emphatic, ‘the establishment of the political state and the
dissolution of civil society into independent individuals — whose re-
lations with one another depend on law, just as the relations of men
in the system of estates and guilds depended on privilege — is accom-
plished by one and the same act’ ([1843] 1975, p. 167).

Social struggle therefore is at the heart of Marx’s account of the
rise of the modern state. The unity of the feudal state rested on the
political unity of estates comprising the principality. The social
struggles which dissolved the personal and corporate foundations of
this power effected the separation of state from civil society — which
paradoxically underscores the dependence of the contemporary state
on the reproduction of capitalist social relations. As Clarke (1988,
pp. 127-8) makes clear, the formal separation of the capitalist state
from civil society sets limits to its powers. The state merely gives
form to the social relations whose substance is determined in civil
society, so that the state ‘has to confine itself to a formal and nega-
tive activity, for where civil life and its labour begin, there the power
of the administration ends’ (Marx, [1844a] 1975, p. 198). The formal
and regulatory activity par excellence of the state is to uphold the
basis of the new social relations which comprise the framework of
civil society.

For Marx, the state is ‘based on the contradiction between public
and private life, on the contradiction between general interests and
private interests’ ([1845-6] 1975, p. 46). By positively upholding the
rule of law and money, the state maintains the formal discipline of
the market, and thereby mediates the contradiction between the
expression of general and particular interests. This discipline must
necessarily be imposed in an ‘independent form’ which is divorced
from private interests: ‘Just because individuals seek only their par-
ticular interest, which for them does not coincide with their common
interest, the latter is asserted as an interest “alien” to them, and
“independent” of them . . .in the form of the state’ ([1845-6] 1975,
pp- 46-7).

From the foregoing discussion it is clear that the class character of
the capitalist state is not determined by the dominance of capitalists
or the ‘primacy of the economy’. Rather it is determined by the
historical form of the separation of state from civil society. It is in
this sense that we should see the perspicacity of Holloway and
Picciotto’s (1977/1991, p. 112) statement that a materialist theory of
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the state begins not by asking in what way the ‘economic base’ de-
termines the ‘political superstructure’, but by asking what it is about
the social relations of production under capitalism that leads to the
creation of apparently separate economic and political forms. Within
feudal social relations although the Holy Roman Emperor and the
Pope stood at the apex, the structure was not a continuous hierarchy
but rather sovereignty was fragmented and acts of force were not
centrally orchestrated or rooted in a general system of right (Kay
and Mott, 1982, pp. 80-4). In the feudal corvée force was directly
applied to the serf as producer compelling him to produce rent for
the lord. This force was particular, applied to each serf separately, in
contrast to the compulsion to work in capitalism which operates
through an impersonal labour market. Relations therefore were not
mediated through a central authority, but were made directly at all
points. Feudal relations of production were immediately relations of
power. By contrast capitalist relations take place through the apparent
exchange of equivalents. Labour and capital meet in the ‘exclusive
realm of Freedom, Equality, Property and Bentham’ (Marx, [1867]
1976, p. 280), brought together by a contract whose very nature ex-
pels all immediate political content. As Kay and Mott (1982, p. 83)
make clear, a crucial presupposition of modern contract is that both
parties are deprived of the right to act violently in defence of their
own interests, with the consequence that, ‘in a society of equivalents
relating to each other through contract, politics is abstracted out of
the relations of production, and order becomes the task of a specialised
body - the state’. In this way, the state as the particularised embodi-
ment of rule, and the replacement of privilege by equivalence, are
part of the same process, since ‘citizens’ only face each other through
the medium of the state which is ‘equidistant’ from them.

Our second level of abstraction has therefore located the specificity
of the modern state in the historical form of the separation of state
from civil society achieved gradually with the dissolution of feudal
social relations. The enforced separation of state and civil society is,
of course, an institutionalised illusion.” The institutional existence of
the state as a ‘political’ sphere presupposes the ‘depoliticising’ of civil
society. The act of ‘depoliticising’ is itself political and this is the
reality which the institutional state obscures, a reality founded on
the basis of private property. An important conclusion of deriving
the capitalist state form in the foregoing manner is that it reveals the
notion of the ‘autonomy’ of the state to be pure sophistry. The power
of the state in its liberal capitalist form is embodied in the rule of law
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and money (which are at the same time its own presupposition'®). This
is the most appropriate form to serve the expansion of capitalist
social relations since the social power of the bourgeoisie is embodied
in the abstract form of money. The political monopolies and privileges
of feudalism are replaced by the ‘divine power of money’, whilst man
as a ‘juridical person’ is not freed from property or the egoism of
business but receives freedom to own property and to engage in
business.” The institutional separation of the public state represents
the historically specific form of political domination - the political
moment ~ characteristic of capitalist social relations. Marx’s dialec-
tical approach reveals this separation to be illusory and opens up
space to theorise the state—civil society nexus in terms of differen-
tiated forms of capitalist power.

NATIONAL STATES IN THE INTERNATIONAL SYSTEM

One of the major difficulties which has been encountered in devel-
oping a Marxist theory of the interstate system has turned on recon-
ciling a view of the state primarily defined relative to a domestic class
structure, with the fact that the state is a component of a state system."
As Picciotto (1991, p. 217) has pointed out, this tendency has been
greater in Marxist than non-Marxist writing, since the Marxist em-
phasis on the class nature of the state has made it necessary to discuss
the state in relation to society, and it has become convenient to
assume a correlation between the society and the classes within it
and the state within that society.

This difficulty however is again a product of conflating levels of
analysis. The capitalist state form is not derived from a ‘domestic’
analysis, to which ‘external’ determinants are then appended a
posteriori. As I have indicated above, the form of state specific to
capitalism is derived from Marx’s analysis of the fundamental change
in social relations wrought with the demise of feudalism. This level
of analysis (as with most of Capital) is neither ‘purely historical’ nor
‘purely abstract’, but instead utilises the dialectical approach to ap-
proximate the concrete.

When turning to analyse the contemporary international system it
is fundamental to switch our focus and level of abstraction from ‘the
state’ (capitalist state form) to particular national states (the Swedish
or Mexican state).'® In so doing we are confronted with the following
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paradox. Whilst from its earliest stages accumulation has proceeded
on a global level, capitalist states have developed on the basis of
the principle of territoriality of jurisdiction. The fragmentation of the
‘political’ into national states, which from their very inception comprise
an international system, has developed in an uneven fashion along-
side the internationalisation of capital. As Picciotto (1991, p. 217)
clarifies, the transition from the personal sovereign to an abstract
sovereignty of public authorities over a defined territory was a key
element in the development of the capitalist international system,
since it provided a multifarious framework which permitted and
facilitated the global circulation of commodities and capital. However
the neo-realist image of independent and equal sovereign national
states is a fetishised form of appearance, since the global system does
not comprise an aggregation of compartmentalised units, but is rather
a single system in which state power is allocated between territorial
entities. This is significant since exclusive jurisdiction is impossible to
define, 50 in practice there is a network of overlapping and interlocking
jurisdictions.

Whilst therefore the class character of the capitalist form of the
state is globally defined, the political stability of individual states
has up until the present been largely achieved on a national basis -
although alliance and treaty have occasionally broadened the man-
agement of stability. The question of why the ‘political’ fragmented
into national states (which is to be answered through detailed historical
analysis of the overhang from absolutism) is less important than the
implications which this fragmentation has for national states today.
One of the most important features therefore of the global capitalist
system — a feature which itself is a historical product of the class
struggles which overturned feudal social relations — is the national
political constitution of states and the global character of accumula-
tion. Although exploitation conditions are standardised nationally,
sovereign states via the exchange rate mechanism are interlocked
internationally into a hierarchy of price systems. In the same way
that jurisdictions transcend national legal systems, world money tran-
scends national currencies. National states therefore founded on the
rule of money and law (as the source of their revenue and claim to
legitimacy) are at the same time confined within limits imposed by
the accumulation of capital on a world scale — the most obvious and
important manifestation of which is their subordination to world
moncy (see Marazzi’s, ‘Money in the World Crisis’, Chapter 4 in this
volume).
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National states (understood as the historically shaped political form
of bourgeois class relations) in addition to upholding the authority of
the market, through forms of regulation of law and money, respond
in policy terms to the crises which result from the contradictory basis
of their social form. ‘Politics’ is not therefore to be read off from
‘economics’. Rather, the political and the economic are both to be
seen as forms of social relations, whose differentiation enables the
everyday conduct of government and yet whose contradictory unity
circumscribes the volition of states. Governments thereby respond to
(and take pre-emptive action in relation to) the power of labour at
home and are forced to deal with the consequences of labour—capital
struggles on a global level. The contradictory basis of capitalist accu-
mulation® is expressed in class terms as capital’s ability to impose
work (abstract labour), in ever-greater degrees of intensity, through
the commodity form (exchange value). The fallout from these en-
demic class struggles confront national states in terms of declining
national productivity and financial crises. Moreover, the anarchic
condition of international politics, itself a consequence of the frag-
mentation of the ‘political’, necessitates that national states attend to
security issues, with the probable consequence of having to mediate
the effects of the power—security and defence dilemmas (Buzan, 1991).
Whilst the national state cannot ultimately resolve these contradic-
tions (since it is itself an expression of the crisis on the political
level), it may be able to mobilise resources and refashion international
political and economic relations, to gain a more favourable tem-
porary position in the interstate system characterised by uneven
development.”! National states provide both the domestic political
underpinning for the mobility of capital and offer rudimentary insti-
tutional schemes aimed at securing international property rights as a
basis for the continued expansion of capital. In this way, national
states are best theorised as differentiated forms of global capitalist
relations. The contradictory basis of class relations however ensures
that far from accommodation and even development being the norm,
interstate relations are instead characterised by conflict and collabo-
ration, as national states struggle to mediate the consequences of the
national-global tension. Whilst each national state strives to regulate
the terms of class conflict within its jurisdiction, the overall interests
of national states are not directly opposed, and relations of antagonism
and collaboration are thereby reproduced at the interstate level.

The national-global tension confronts individual national states
with the following dilemma. The world economy is driven by the
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creed, ‘Accumulate, accumulate! This is Moses and the prophets’
(Marx, [1867] 1976, p. 724). In response to the vulgar economists who
claimed that capitalist overproduction was impossible, Marx ([1884]
1978, p. 156) clearly outlines that the volume of the mass of com-
modities brought into being by capitalist production is determined by
the scale of this production and its needs for constant expansion, and
not by a predestined ambit of supply and demand, of needs to be
satisfied. The continued extension of the market has thus accompa-
nied increases in both the production and realisation of surplus value
which has depended not only on the globalisation of trade but also
of production, capital export, the purchase of labour power and the
globalisation of capital ownership.

National states ultimately derive both their revenue and their power
from capital. This is true in the abstract sense inasmuch as the power
of the national state is expressed in the rule of law and money which
are the fetishised forms of the power of capital, and in the concrete
sense that revenue derives from the capital outlaid and the working
class subsequently employed within the bounds of its jurisdiction. To
increase the chances of attracting and retaining capital within their
boundaries (see Holloway’s ‘Global Capital and the National State’,
Chapter 6 in this volume) national states pursue a plethora of policies
(economic and social policy, cooption and enforcement, etc.) as well
as offering inducements and incentives for investment. However the
‘success’ of these ‘national’ policies depends upon re-establishing
conditions for the expanded accumulation of capital on a world scale.
The dilemma facing national states is that whilst participation in
multilateral trade rounds and financial summits is necessary to enhance
the accumulation of capital on the global level, such participation is
also a potential source of disadvantage which can seriously undermine
a particular national state’s economic strategy. The history of the
post-war international system is the history of the playing out of this
contradiction. An important feature of the tension is its spatial di-
mension, which guarantees uneven development and shifts the
manifestation of capital’s global crisis to particular national states
and regions. The crisis of the capital relation is thus at the same time
a crisis of the international state system. Crisis, the endemic feature
of the capital relation, is therefore less the result of a blanket ex-
haustion of a particular ‘regime of accumulation’, and more the con-
sequence of the social form of capitalist production itself (Clarke,
1991b), leading to overaccumulation, the effects of which are worked
out differentially across the globe. The final section of the chapter
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will illustrate these remarks through a brief review of the restructuring
of the interstate system in the post-war period.

CONCLUSION: MANAGING POST-WAR CRISIS

The disorganisation of the working classes in 1945 enabled politics
once again to be channelled through the form of the national state.
As in the aftermath of the First World War, the European working
class forewent the opportunity for unity and struggle over the form
of the state, opting instead to alienate their social power and seek
political representation through the national state.

The most immediate task facing the war-torn societies of western
Europe in 1945 was physical reconstruction. The achievement of
reconstruction aims and the expansion of economic growth depended
however on the more subtle diplomatic reconstruction of international
trade and payments systems which would facilitate international
exchange and secure the regular import of essential commodities and
raw materials.> The primary barrier to rapid accumulation in 1945
was the uneven development of world capitalism which had produced
a serious disequilibrium in production and trade between the eastern
and western hemispheres, as experienced in the ‘dollar gap’. The
economic strategy of European national states therefore turned on
finding a solution to recurrent balance of payments crises which were
a manifestation of this uneven development, itself a consequence of
the contradictory basis of the class relation. For these national states
the need to maximise accumulation was translated into the need to
accumulate world currency. Britain (acting largely on behalf of
European states) and the United States thereby engaged in a series
of protracted negotiations to restore global circuits of accumulation.
In conditions of such fundamental structural imbalance the United
States’ multilateral objectives (immediate full currency convertibility,
non-discrimination in trade and reduction of tariffs) were successfully
resisted by Britain and, contrary to popular perception, the Bretton
Woods system was effectively shelved until 1959 (see Chapter 4 in
this volume). The key episodes of intergovernmental negotiation which
characterised the restoration of post-war capitalism clearly illustrate
the contradictory relations of conflict and collaboration which exist
between national states. Constructing an efficient mechanism for
international exchange was a prerequisite for all nations in 1945.
However the struggles in determining the pattern of European trade
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and payments agreements illustrate the degree of conflict which existed
both within Europe and between European states and the United
States, as each national state sought a competitive advantage in re-
lation to the dollar gap.

Towards the latter stages of the reconstruction phase, rising wages
and the growth of consumer credit maintained steady, but far from
uniform, economic development in western Europe. By the late 1950s
however the controls and exchange restrictions which European
national states had used to husband world currency after the war,
appeared as a fundamental barrier to further growth. With controls
now perceived to be redundant, liberalisation of trade and payments
led to the intensification of competitive pressure in world markets
culminating, by the late 1960s, in the overaccumulation of capital and
overproduction of commodities. As Clarke (1988, p. 125) cogently
argues, the fundamental error of Keynesianism is the belief that
overaccumulation and underconsumption are two sides of the same
coin, so that the expansion of the market will resolve a crisis of
accumulation. However once we locate the source of crisis in the
social form of capitalist production itself (in the uneven development
of the forces of production within branches of production), it is clear
that neither the growth of the market nor the expansion of credit can
‘resolve’ capitalist crisis. Whilst credit temporarily frees capital from
the limits of monetary constraint, it simultaneously relieves the pres-
sure on backward capitals to restructure, thereby creating the potential
for even more devastating crisis in the future.

By the 1970s it was clear that many European national states had
failed to develop economic policies capable of delivering sustained
growth. In Britain for example, liberalisation of trade and sterling
convertibility ended the relatively inefficient ‘domestic’ production
of goods destined for safe Commonwealth markets. Despite the at-
tempt of the British state to devalue the cost of labour power through
a restructuring of the organisations of labour, it was nevertheless
unable to effect a radical reconstitution of the institutional structures
which affect ‘competitiveness’. By contrast, freed from the necessity
of maintaining a high ratio of military expenditure to GNP and with
no effective legal limit to the length of the working day, the Japanese
state, through the utilisation of innovative production methods (and
backed by American capital during the period of the Korean War),
achieved a dramatic reconstitution (Morioka, 1989). As the penetra-
tion by advanced capitals operating out of Japan and Germany into
formerly protected markets gathered pace, the fragility of the Bretton
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Woods gold—dollar exchange standard became evident. As early as
1950 the United States had begun to record balance of payments
deficits. Between 1950 and 1964 the governments’ foreign accounts
showed an accumulated deficit of $35 billion, the result of military
assistance and direct defence expenditure abroad (excluding the direct
budgetary cost of the Korean War, Burnham, 1991). Reeling from
both the social struggles and the expenditure generated by the Viet-
nam offensive, the United States brought the international financial
system to the brink of crisis in the early 1970s, unable to devalue with
the liquidity problem stimulating intense speculation against the dollar.
Although Germany and Japan prized the effects of the overvalued
dollar on their own exports, the stabilisation of the world financial
system demanded the introduction of a system of floating exchange
rates (amended in 1978 to enable further diversity in IMF members’
exchange rate arrangements).

The crisis of ‘Bretton Woods’ is predominantly interpreted in
technical terms as one of ‘liquidity’; ‘adjustment’; ‘seigniorage’; and/
or as an illustration of ‘Gresham’s Law’ (Pilbeam, 1992). These ex-
planations accurately convey the surface manifestation of crisis, yet
conceal its source. To locate the root we need to focus on produc-
tion, and in particular how the national-global tension shifted the
overaccumulation crisis to American shores as a more intensive im-
position of work and associated capitalist strategies revolutionised
the labour process in the Pacific Basin. Evidence for this can be
gleaned from US balance of payments figures which show that in
April 1971 the US trade balance went into deficit for the first time
this century (US Dept of Commerce, 1975). Whilst Japan’s crude
steel production was only 5.5% of that of the United States in 1950,
by 1980 it had exceeded the US level, with Japan even outstripping
the United States in passenger car production by 1988. Similarly whilst
the period 1981-7 saw Reagan unsuccessfully attempting to lift the
American economy by borrowing over $531 billion, Japan became
the biggest creditor nation in the world with its net overseas asset
balance, which stood at $11.5 billion in 1980, increasing to $291.7
billion by 1988 (Rothschild, 1988; Shinohara, 1991).

The success of capital located in and operating out of the Japanese
state illustrates that although national states experience crisis most
sharply in fiscal and financial form, the source of crisis is to be lo-
cated in the production process reflecting uneven development. In
the same way that domestic credit temporarily shores up inefficient
capitals, international borrowing is an option for national states
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struggling to generate the institutional structures which could enable
capital to increase its scale of production, enhancing the attractive-
ness territories for further investment. The tragic lesson of the debt
crisis in Latin America is that this option risks a further overaccu-
mulation crisis with even deeper attendant consequences.”

The cause of contemporary crisis is often attributed to the whirl-
wind process of the internationalisation of capital (particularly
financial capital) affecting the sovereignty of national states.”* Global-
isation is not however the cause but is rather the result of crisis.
The successful reproduction of accumulation within national state
boundaries is premised on the reproduction of accumulation on a
global scale. Whilst the integration of global circuits of accumulation
is always contingent, resting on the continued subordination of the
working class and the containment of militancy, it sets the context
for the relations between national states vying to minimise the con-
sequences of global overaccumulation. For national states capable of
reconstituting the institutional structures which enhance ‘competitive-
ness’, the internationalisation of capital presents an opportunity for
temporarily lifting the barrier to economic growth and penetrating
world markets. The appearance of crisis is then not the result of the
process of internationalisation itself, but rather is the consequence
of capital attempting to overcome its inherent contradiction, thereby
producing overaccumulation on a global scale. Global crisis is then
experienced by capitalist states in a national form. This contradiction
although it is mediated by national states through multilateral rounds,
financial summits and limited forms of regionalism cannot be re-
solved within the framework of capitalist social relations since it is an
expression of the social form of those relations.

The liberalisation of trade and finance which has occurred since
the late 1950s has revealed with each new bout of global crisis that
the national form of the state is increasingly unable to function as
an integrated unit supplying the political stability which is the pre-
requisite for global class relations. Even the most powerful national
states (Germany, the United States and Japan) are now turning to
seek regional solutions to national balance of payments problems
and the regulation of trade and finance. The ‘hollowing out’ of the
national form of the state is not ( pace Jessop, 1992) a response to
‘post-Fordism’ but is rather a recognition that the revolutionising of
relations and the uninterrupted disturbance of all social conditions
which Marx had already associated with capitalist society in 1848
extends also to the restructuring of the interstate system. The signs
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in western Europe are that the European Union could — however
falteringly - transform political relations between western states. If
present trends continue, then it is possible that the creation of a
European currency and central bank and the increased transfer of
political authority to Brussels could ultimately result in the establish-
ment of a complex system of regional political coordination through-
out Europe. This restructuring (unless it extends to fully fledged
political regionalism) would not free the present states of western
Europe from the monetary and fiscal problems which now appear so
intractable. However, regionalisation of the world market and regional
political coordination will set the context for a more intense phase of
global class struggle.

The prospect of a simple transfer of authority from the national to
the regional is most unlikely. Rather it seems that a more complex
pattern will emerge whereby some national state capacities are trans-
ferred to pan-regional or international bodies, others devolved to
local levels within the national state, and yet others are usurped by
emerging horizontal networks (local and regional) which by-pass
central states and connect localities and regions in several nations
(Jessop, 1992; Rosewarne, 1993). The management of monetary re-
lations looks set to follow a similar line as evidenced in the changing
role of the IMF (there has not been a single western borrower from
the IMF since 1979, reflecting the enhanced role of the European
Monetary Committee-European Commission).

If the national form of the state is now undergoing transformation
and we are witnessing a regional coordination of political relations,
this will simply reproduce on a larger scale the pattern of conflict and
collaboration which currently characterises the inter-state system.”
However it may also foster closer cooperation between ‘national’
labour movements and further increase the concentration and cen-
tralisation of capital moving closer to the situation depicted in the
Communist Manifesto where national differences diminish owing to
‘the development of the bourgeoisie, to freedom of commerce, to the
world-market, to uniformity in the mode of production and in the
conditions of life corresponding thereto’ (Marx and Engels, [1848]
1976). In the present context of the revival of political nationalism
(as well as neo-fascism) the moves already made towards the regional
coordination of political relations look fragile, and Marx’s prognosis
overly optimistic. Nevertheless this restructuring creates opportun-
ities for socialist strategy which can no longer be hidebound by the
‘internationalism versus socialism in one country’ dilemma.
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The struggle of national states in the global economy is not to be
perceived as a struggle between ‘social democratic Sweden’ and
‘monetarist Britain’, but as one of warring political brothers (neces-
sarily united vis 4 vis the working class) competing to avoid the
deleterious consequences of an overaccumulation crisis erupting on
their shores courtesy of uneven development. The theoretical lesson
of this chapter is that national states are a differentiated form of
capitalist power — a complementary and contradictory form of class
relations. The crisis of the national form of the state is producing a
restructuring of interstate relations. The indeterminate outcome of a
shift to complex political and economic forms of regional coordina-
tion (and more pertinently the outcome of a crisis of this regional-
isation) throws open real opportunities for global socialist strategies
and finally lays to rest all talk of a national road to liberation.

Notes

-

Financial Times (16 December 1993), p. 18.

2. Miliband (1969, pp. 3—4). The nature of the state had of course been
widely discussed in socialist and anarchist circles at the turn of the
century. See DeLeon (1896); Kropotkin (1897); Paul (1916); Lenin
(1917}, Hunter (1918). However, serious analysis largely perished from
the early 1930s onwards under the twin influence of Stalinist state
monopoly capital theory and western social democratic pluralist
viewpoints.

3. See Marx’s famous section in Capital Vol. I1I, Chapter xlvii; and for
a clear exposition de Ste Croix (1981, p. 52).

4. For a discussion of form analysis see the Introduction to Bonefeld
et al. (1992).

5. The most eloquent defence of this position remains Bukharin ([1917)
1972). Bukharin, of course, fully recognised that ‘national economies’
no longer exist. However he presents an aggregate account of the
world economy, with states simply the ‘state capitalist trusts’ of na-
tionally based groups of bourgeoisie. The simple identification of state
and capital in this fashion is both historically inaccurate and theoreti-
cally bankrupt. The whole point of state theory is to explain why and
how state and capital are related. Bukharin begins from an assertion
which itself must be the object of critical appraisal.

6. For a more extensive analysis of this point see Burnham (1993).

7. The first account is pluralist because it locates the capitalist nature of

the state in terms of interest articulation rather than the social rela-

tions of production. The second is functionalist because it assumes
that ‘capital’ has a priori needs which are met by the state. ‘Relative
autonomy’ conceptions of the state are equally unsatisfactory since
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10.

11.
12.

13.

14.

16.
18.
19.

20.

21.

22.
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they tend towards tautology. Carnoy (1984), provides a good summary
of Marxist debates, as does Jessop (1990). Seminal critiques are Clarke
(1977/1991) and Holloway and Picciotto (1977/1991).

This is the surprising solution offered by Miliband (1991, p. 521).
Marx ([1894] 1981, p. 956). A good example of the ‘inconsistencies,
half-truths and unresolved contradictions’ of orthodox political science
is found in the work of the guru of realist international political econ-

omy, Robert Gilpin. In discussing the contemporary political economy
Gilpin (1987, p. 10 n. 1) writes:

the historical relationship of state to market is a matter of intense
scholarly controversy . . . but one whose resolution is not really rel-
evant to the argument of this book. State and market whatever
their respective origins, have independent existences, have logics of
their own, and interact with one another.

For useful accounts of Marx’s dialectical method, see Rosdolsky (1977);
Murray (1988); Bonefeld (1993).

For an account, see Bonefeld er al. (1992, p. xv).

A good example of such confusion is found in the debate between
Wallerstein (1984) and Skocpol (1979) on the relation of ‘the state’
to the development of capitalism. Neither has grasped that the form
of the state can be understood only on the basis of the historically
specific social relations of which it is a part. In posing the question
of whether ‘states’ postdate or antedate capitalism, these writers are
already guilty of conflating levels of analysis, thereby guaranteeing
erroneous conclusions.

This is the useful term coined by Philip Abrams (1977) in preference
to the ‘state’ — which Abrams argues lends itself too easily to reification.
Weber (1918, p. 78). Also see Corrigan and Sayer (1985).

This is emphasised by Murray (1988, p. 32), and demonstrated by
Holloway and Picciotto (1977/1991).

A point well made by Clarke (1988, p. 127).

Marx ([1844b] 1975, p. 325) and ([1844c] 1975, p. 167).

See the debate between Chris Harman, Alex Callinicos and Nigel
Harris, summarised in Callinicos (1992).

A point well made by John Holloway’s ‘Global Capital and the Na-
tional State’, Chapter 6 in this volume.

Clarke (1991b) offers a useful view of the primary contradiction being
the tendency to develop the productive forces without limit, whilst con-
fining the development of those forces within the limits of profitability.
See Hall (1986) for a useful analysis of the institutional structures
which affect ‘competitiveness’, namely, the organisation of labour; the
organisation of capital; the organisation of the state; the position of
the state within the international economy; and the organisation of its
political system.

For details see Burnham (1990).

Consequences, which as Cleaver (1989) highlights, are heaped on the
working class and which themselves are products of global class struggle.
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24. See for instance the special issue of Capital and Class, 43 (1991),
continuing the debate begun between Robin Murray and Bill Warren;
see Radice (1975).

25. It should be clear that I am not offering a version of Kautsky’s ultra-
imperialism thesis. Regional coordination is not to be equated with
the ‘peaceful alliances’ of internationally united finance capital which
resolve the contradictions of imperialism. On the contrary, moves
toward the complex political and economic regionalisation of the global
system intensify contradiction and uneven development.
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6 Global Capital and the
National State

John Holloway'

The dilemmas of ‘left’ politics at the moment have much to do with
the shattering of the myth of socialism in one country, whether in its
‘communist’ or social-democratic form. It has been made clear by the
collapse of the Soviet Union and the regimes of Eastern Europe, by
the increasing integration of China into the world market, by the
changing orientation of so many ‘socialist’ regimes in different parts
of the world, by the right-wing policies of social democratic parties
in Europe, that the only possible way to think of socialism today is
as a global project.

Just what this means or how it is to be achieved may not be clear,
but it is clear that rigid conceptions of the state are a major obstacle
to be overcome by such a project. As always, any attempt to concep-
tualise socialism must come to grips with the significance of the state
and its relation to capital, but it is now clearer than ever that this
relation can be understood only in a global context.

The immediate stimulus for writing this chapter was the experience
of teaching a course on ‘The Crisis of the Welfare State’ in the Latin
American Faculty of Social Sciences (FLACSO, Mexico). To talk
about the crisis of ‘the welfare state’ or the reform of ‘the state’ in
an international setting immediately raises the question of ‘which
state? where?’ To someone who has lived most of his life in Europe,
there is an additional problem: of what relevance are ideas devel-
oped in Europe about ‘the state’ to people whose main point of
reference is the Paraguayan, Bolivian or Argentinian state? The
answer can only lie through some concept of the fragmentation of a
united world.

THE STATE

The very concept of the ‘crisis of the welfare state’ (or the ‘reform
of the state’, another expression used widely to discuss current changes
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in the different states) points to the fact that we are identifying some-
thing common in the development of different states, and therefore
proclaiming that an analysis oriented to one particular state is insuf-
ficient. The states appear to be quite distinct, separate entities, and
yet we speak of the reform of ‘the state’ or the crisis of ‘the state’ as
though there were just one state, assuming some sort of unity be-
tween that which appears to be separate. How can we understand the
relation between the development of different states as a unity of the
separate, the unity-in-separation/separation-in-unity of the state and
the multiplicity of different states?

In the tradition of political science, the state is taken as a basic,
and largely unquestioned, category. The state’s existence is taken for
granted before any discussion begins. In the tradition of Political
Theory (at least as taught in British universities), categories such as
authority, obligation and rights are discussed, but the state, as a cat-
egory, is simply assumed. In the study of contemporary politics, the
determinants of state action, the relations between states, the chang-
ing forms of government, and so on, are analysed, but all on the basis
of an assumed starting point, the ‘state’.

The overwhelming majority of work in the discipline takes one
particular state as its almost exclusive framework, analysing political
developments as though they could be understood in purely national
terms. This is particularly true of work in the United States and
Europe: for example, it has been common, on both left and right, to
analyse ‘Thatcherism’ or ‘Reaganism’ as purely national phenomena,
rather than as part of a global shift in the relation between the state
and the market. Such analyses not only beg the obvious question of
how then the global trend is to be understood, but they also focus
political opposition on the national state, suggesting by the very terms
of the analysis that all would be well if only Thatcher, Major or
whoever were not in office. In Latin America people have been far
more conscious of the world context within which current changes
are taking place, but there is still a sense in which the unquestioned
category of ‘the state’ restricts and defines discussion.

If the state is taken as the starting point for analysis, then the
world (in so far as it appears at all) appears as the sum of nation-
states. Trends or developments which go beyond the borders of one
state are discussed either in terms of inter-state relations (as in the
tradition of the ‘subdiscipline’ of ‘international relations’) or in terms
of analogy (as in the ‘subdiscipline’ of ‘comparative politics’). Both
approaches start not from a concept of the unity of the different



118 Global Capital and the National State

states but from an assumption of their separation: common trends
can be understood only as part of the inter-state network of power
relations exercised either directly or through institutions such as the
International Monetary Fund; or else in terms of the similarities
between states in ideas, political institutions or social structures. An
important example of the latter, comparative approach is the cur-
rently influential regulation theory, which establishes nationally-
defined concepts of Fordism and post-Fordism and then proceeds by
analogy to discuss their applicability to different phenomena.

Inter-state pressures, pressures from international organisations,
and institutional and theoretical fashions can certainly be seen as
playing an important role in shaping the development of the state,
yet they are insufficient to explain the depth and the global dimen-
sions of the changes currently taking place. To explain the changes
in terms of pressure from the IMF, for example, simply throws the
question to a different level: what lies behind the policy orientation
and influence of the IMF? Similarly, to explain the changes in terms
of the influence of neo-liberal thought simply raises the question of
why neo-liberal thought should have gained such influence in differ-
ent countries at this particular time. Comparative analyses which
focus on the occurrence of similar socioeconomic changes in the
different countries, as in the regulationist analysis of Fordism, take
us deeper, but the analogies, although suggestive, tend to be sketchy
and superficial (Clarke, 1988/1991): the unity on which the analogies
are inevitably based remains untheorised. To reach a satisfactory
understanding of the changes taking place at the moment we need to
go beyond the category of ‘the state’, or rather we need to go beyond
the assumption of the separateness of the different states to find a
way of discussing their unity.

Here, dependency theory offers itself as an attractive alternative,
in so far as it emphasises the unitary character of the world, insisting
on the importance of understanding the actions of particular states in
the context of the bipolar relationship between centre and periphery,
the periphery being subject to exploitation by the centre. Here there
is a concept of the unity of the separate states, in so far as all are
elements of a bipolar world. However, in so far as the ‘centre’ and
the ‘periphery’ are understood as the ‘central states’ and the ‘peri-
pheral states’ (or groups of states as in ‘Latin America’, cf. Marini,
1973), the analysis remains very state oriented. In this sense it is
closely related to the tradition of international relations: although
the emphasis is on the primacy of the world system over particular
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states, the world system is understood basically as an international
state system, with the central states as the dominant actors, and with
the only possible path out of dependence lying through the action of
peripheral states.” As in the mainstream tradition, the state defines a
distinction between internal and external, the difference being that in
dependency theory, the emphasis (in relation to the dependent states)
is very much on the external, rather than the internal determinants
of state action. Developments such as the state reforms being carried
out in the peripheral states can, in this perspective, be understood
only in terms of the external constraints arising from the centre-
periphery relationship, but there is no concept which allows us to
understand the dynamic of that relationship.

THE STATE AS A FORM OF SOCIAL RELATIONS

Each state proclaims its own separateness from other states, its own
national sovereignty. In order to understand that which allows us to
speak of the crisis or reform of ‘the state’ as though there were only
one state, we need to soften that separateness, to dissolve the state
as a category.

To dissolve the state as a category means to understand the state
not as a thing in itself, but as a social form, a form of social relations.
Just as in physics we have come to accept that, despite appearances,
there are no absolute separations, that energy can be transformed
into mass and mass into energy, so in society too there are no abso-
lute separations, no hard categories. To think scientifically is to
dissolve the categories of thought, to understand all social phenom-
ena as precisely that, as forms of social relations. Social relations,
relations between people, are fluid, unpredictable, unstable, often
passionate, but they rigidify into certain forms, forms which appear
to acquire their own autonomy, their own dynamic, forms which are
crucial for the stability of society. The different academic disciplines
take these forms (the state, money, the family) as given and so
contribute to their apparent solidity, and hence to the stability of
capitalist society. To think scientifically is to criticise the disciplines,
to dissolve these forms, to understand them as forms; to act freely is
to destroy these forms.

The state, then, is a rigidified (or ‘fetishised’, to use Marx’s term)
form of social relations. It is a relation between people which does
not appear to be a relation between people, a social relation which
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exists in the form of something external to social relations. This is the
starting point for understanding the unity between states: all are
rigidified, apparently autonomous forms of social relations.

But why do social relations rigidify in this way and how does that
help us to understand the development of the state? This was the
question posed by the so-called state derivation debate, a slightly
peculiar but very important discussion which spread from West
Germany to other countries during the 1970s.’ The debate was pe-
culiar in being conducted in extremely abstract language, and often
without making explicit the political and theoretical implications of
the argument. The obscurity of the language used and the fact that
the participants often did not develop (or were not aware of ) the
implications of the debate left the discussion open to being mis-
understood, and the approach has often been dismissed as an ‘econ-
omic’ theory of the state, or as a ‘capital-logic’ approach which seeks
to understand political development as a functional expression of the
logic of capital - thus leaving no space for class struggle. While these
criticisms can fairly be made of some of the contributions, the signifi-
cance of the debate as a whole was precisely the opposite: it provided
a basis for breaking away from the economic determinism and the
functionalism which has marred so many of the discussions of the
relation between the state and capitalist society, and for discussing
the state as a moment of the totality of the social relations of capitalist
society.

The focus of the debate on the state as a particular form of social
relations is the crucial break with the economic determinism implied
for example by the base-superstructure model (and its structuralist
variants). In the base-superstructure model, the economic base de-
termines (in the last instance, of course) what the state does, the
functions of the state. The focus on the functions of the state takes
the existence of the state for granted: there is no room in the base-
superstructure model to ask about the form of the state, to ask why,
in the first place, social relations should rigidify into the apparently
autonomous form of the state. To ask about the form of the state is
to raise the question of its historical specificity: the existence of the
state as a thing separated from society is peculiar o capitalism, as is
the existence of the ‘economic’ as something distinct from overtly
coercive class relations (Gerstenberger, 1990). The question then is
not: how does the economic determine the political superstructure?
Rather, it is: what is peculiar about the social relations of capitalism
that gives rise to the rigidification (or particularisation) of social
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relations in the form of the state?* The corollary of this is the ques-
tion: what is it that gives rise to the constitution of the economic and
the political as distinct moments of the same social relations? The
answer is surely that there is something distinctive about the social
antagonism on which capitalism (like any class society) is based. Under
capitalism, social antagonism (the relation between classes) is based
on a form of exploitation which takes place not openly but through
the ‘free’ sale and purchase of labour power as a commodity on the
market. This form of class relation presupposes a separation between
the immediate process of exploitation, which is based on the ‘free-
dom’ of labour, and the process of maintaining order in an exploitative
society, which implies the use of coercion (cf. Hirsch, 1974/1978).

Seeing the state as a form of social relations obviously means that
the development of the state can only be understood as a moment of
the development of the totality of social relations: it is a part of the
antagonistic and crisis-ridden development of capitalist society. As a
form of capitalist social relations, its existence depends on the re-
production of those relations: it is therefore not just a state in capitalist
society, but a capitalist state, since its own continued existence is tied
to the promotion of the reproduction of capitalist social relations as
a whole. The fact that it exists as a particular or rigidified form of
social relations means, however, that the relation between the state
and the reproduction of capital is a complex one: it cannot be assumed,
in functionalist fashion, either that everything that the state does will
necessarily be in the best interests of capital, nor that the state can
achieve what is necessary to secure the reproduction of capitalist
society.

To speak of the state as a rigidified form of social relations is to
speak both of its separation from, and its unity with, society. The
separation or rigidification (or fetishisation) is a process constantly
repeated.’ The existence of the state implies a constant process of
separating off certain aspects of social relations and defining them as
‘political’, and hence as separate from the ‘economic’. The antagonism
on which society is based is thus fragmented: struggles are channelled
into political and economic forms, neither of which leaves room for
raising questions about the organisation of society as a whole. The
riots in Los Angeles and other cities last year are an obvious recent
example, where the stability of the existing society depended very
much, not just on the use of brute force, but on the society’s ability
to channel social discontent into the established procedures of the
political system, to impose certain definitions on an often ill-defined
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rejection of the existing order. This process of imposing definitions
on social struggles is at the same time a process of self-definition by
the state: as a rigidified form of social relations, the state is at the
same time a process of rigidifying social relations, and it is through
this process that the state is constantly reconstituted as an instance
separate from society. The very existence of the state is a constant
process of struggle. Revolution, by implication, involves the devel-
opment of anti-state organisation, of social relations which defy
rigidification (Holloway, 1980/1991, 1992).

NATIONAL STATES AS FORMS OF THE GLOBAL
TOTALITY OF SOCIAL RELATIONS

‘The state’ is thus doubly dissolved: it is not a structure but a form
of social relations; it is not a totally fetishised form of social relations
but a process of forming (fetishising) social relations (and hence a
constant process of self-constitution). But the discussion is still at the
level of ‘the state’: nothing has yet been said of the fact that ‘the
state’ is not one state but a multiplicity of states. As otherwise sym-
pathetic critics of the ‘state derivation’ approach have pointed out
(Barker, 1978/1991; von Braunmiihl, 1974, 1978), the debate ‘treats
the state as if it existed only in the singular. Capitalism, however, is
a world system of states, and the form that the capitalist state takes
is the nation-state form’ (Barker, 1978/1991, p. 204).

At one level, this criticism is misdirected, because the state deri-
vation debate was concerned not with the understanding of a particular
state, but rather with the understanding of ‘statehood’ or, better, ‘the
political’. The derivation of ‘the political’ from the nature of capitalist
social relations abstracted from the fact that ‘the state’ exists only in
the form of a multiplicity of states. In the context of analysing the
general relation between state and society, it was, as Picciotto points
out, ‘convenient to assume a correlation between the society and the
classes within it and the state within that society’.® Yet, convenient or
not, this point was never made clear in the debate, and the result was
a serious confusion between ‘the state’ in the sense of ‘the political’
(henceforward referred to simply as ‘the political’) and ‘the state’ in
the sense of the Mexican, Argentinian or German state (henceforward
referred to as ‘the national state’).” This led to an impoverishment of
the concept of ‘the political’, and it also contributed to some of the
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difficulties in carrying the debate further once the general theoretical
argument had been made.?

What are the implications of opening up this distinction between
the political and the national state? The political, it was seen, is a
moment of the totality of capitalist social relations. The ‘totality of
capitalist social relations’ is a global (world-wide) totality. Capital, by
its nature, knows no spatial bounds. The ‘freedom’ of the worker
which distinguishes capitalism from earlier forms of class exploita-
tion is at the same time the freedom (in a much more real sense) of
the exploiter. When serfs freed themselves from feudal bondage,
they became free to wander wherever they would in search of a
means of survival: no longer tied to a particular place of exploitation,
they could go and be exploited wherever they chose, providing they
could find an exploiter willing to accept them. By the same token, the
lord was no longer tied to exploiting the serfs he had inherited, but
could convert his wealth into money and use the money as capital to
benefit from the exploitation of workers in any part of the world.
The freeing of the worker from a particular exploiter, the freeing of
the exploiter from a particular group of workers, implied the es-
tablishment of social relations in which geographical location was
absolutely contingent, in which capital could, and did, flow all over
the world. The destruction of personal bondage was also the de-
struction of geographical constraint. The lord-turned-capitalist may
or may not know where his money is being used for the exploitation
of labour: that is in any case irrelevant, since all capital shares in the
exploitation of all labour through the equalisation of the rate of
profit through competition. Relations of exploitation exist in space,
since people exist in space, but the space is undefined and constantly
changing. The absolute contingency of space is epitomised in the
existence of capital as money. Whenever money capital moves (i.e.
constantly), the spatial pattern of the relations between capital and
labour changes.

The global nature of capitalist social relations is thus not the result
of the recent ‘internationalisation’ or ‘globalisation’ of capital,’ both
concepts which imply a moving out from a historically and logically
prior national society. Rather, it is inherent in the nature of the
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