MARXISM AND THE ECONOMIC CRISIS

Rohini Hensman

A Theory of Crisis

he credit system was relatively undeveloped in Marx’s

time, and he would not have been familiar with hedec
funds, mortgage-backed securities, collateralised debt
obligations (CDOs). credit default swaps (CDSs). and all the
other derivatives that are now part of the global financial
system. Flowever, he was familiar with gencralized crises,
and tried to explain financial turmoil in terms of what is now
referred to as ‘the real cconomy’: i.e., a crisis in the
accumulation of capital. In his view, such crises were
inevitable in capitalism, because it is a system ofpmdmmm
not for human need but for protit.

In Volume 1 of Capital, Marx divided capital into constant
capital (machinery, raw materhlis,_ etc.) which transferred their
value unchanged to the product, and variable capital, spent
on labour-power. The latter, he argued, was the only creator

of value greater than the value it possessed itselt, ie., of

surplus value, and thus of profits. (He alsao referred to constant
capital as “dead labour’ — objects that embodied past labour

—and to variable capital as *living labour.” embodied in living
workers.) He called the ratio between constant and variable
capital the “organic composition of capital,’ The competitive
character of capitalisin enhances the normal tendency in any

socicty for the productivity of labour — i.e.. the amount of

means of production which one worker can handle —to Srow,
and under capitalism, this growth is reflected in an increase
in the organic composition of capital. But the ratc of profit—
the ratio of surplus value to the total amount of capital, both
constant and variable, required to produce it — would have a
tendency to [all as the organic composition increases, because
surplus value or profit is created only by living labour.
Beyond a certain point, the amount of surplus value produced
would be madcquate for profitable investment, and this,
according to Marx in Volume 3 of Capiral, was what resulted
in crises. If this happened in all branches of production and
not just onc or two. people might be homeless while
properties remained unsold, jobs would be lost while factori ics
remained idle; businesses would go bankrupt and their assets

would be taken over by others, leading to a centralization of

capital.
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In many ways, this resembles the scenario staring us in the
face today, as more and more people recognize that this is
not just a ‘financial crisis’ but also a crisis in the ‘real
cconomy.’ In Marx’s day, the crisis would end and the rate
of profit would be restored only afier a massive devaluation
or destruction of capital, accompanied by a fall in wages,
had taken place. Do we have to 2o through all this?

Counteracting Tendencies and Other Mcchanisms

hile Marx thought that the tendency for the rate of

profit to fall was inevitable, he also identified
counteracting tendencies which could slow down or even
halt or reverse this fall temporarily. Chicf among these was
foreign trade, which, by cheapening the supply of raw
materials (oil. cotton, iron, ete.), would counteract the fall;
similarly, forcign investments in countries where capitalism
was less developed, the organic composition of capital was
lower and the rate of profit conscquently higher would also
boost the average rate of profit. Lenin took up this theme in
his pamphlet on imperialism. Their argument suggests that
globalization, which has vastly increased foreign trade as
well as investment in developing countries, with their lower
wage rates and lower overall organic composition of capital,
should counteract a fall in the average rate of profit and
prevent a crisis, Why has it not done so?

To answer this question, we have (o look at possible causes
of crisis that Marx examined less thoroughly than the
tendency ofthe rate of profitto fall, or did not examinc at all
because they were not operative in his time. In Volume 2 of
Capital, Marx draws up schemas for the social reproduction
of capital, and they comprise only two departments of capital:
one producing means of production, and the other producing
means of consumption (goods and services) for workers. The
products of both these departments re-enter production, either
as infrastructure, machinery and raw materials, or as livin g
labour working in production, and we could therefore refer
to this as “socially useful production.” Although Marx looks
only at capitalist production, it is worth pointing out here
that even ifit is the state that invests in electricity and railways
or healthcare and education, and no profit is made on these
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which contributed to keeping up the rate of profit. Today,
when global trade and investment are better carried out
through negotiation than through military occupation,
militarism is no longer a necessity for capitalism.

Luxemburg came close (o suggesting that military production
belongs m a third department, since it constitutes the
production of neither means of production nor consumption
2oods and services. It is clear that military products do not
re-cnter production, and we could therefore put it, along with
luxury production, in Department TIL. Subsequently, there
was a debatc among Marxists as to whether a ‘permanent
arms economy’ stabilized capitalism, while a more
mainstream beliel in the positive contribution of “military
Keynesianisim™ gained ground.

It is true that in the short run, the market for military
production guaranteed by the stale can boost employment in
a downturn, thus smoothing over business cycles. Yet, like
luxury production, it does this by diverting resources from
the production of means ot production and consumption;
executives of military production units and private security
contractors like Blackwater may be minting money, but this
money constitutes a deduction [rom socially useful
production. Seymour Melman concluded that exccssive
military spending by the US decimated its manufacturing
base, slowed cconomic growth and reduced cmployment, In
the words of Chalmers Johnson, *Military industries crowd
out the civilian cconomy and lcad to severe economic
weaknesses. Devotion to military Keynesianism is, in fact, a
form of slow economic suicide.” This was reflected in the
ballooning US national debt, more than $9 trillion by the
“end 0f 2007,

Large-scale military spending is a featurc of many national
budgets, but US expenditure on “national security,” according
to Chalmers Johnson, amounts to over a trillion dollars per
year: more than all other national defence budgets combined.
Needless to say, none of the products of this expenditure
return to production, so it is a massive drain on the cconomy.
Worse still, the role of the US dollar as a world reserve
currency means that huge dollar reserves of other countrics
— especially Asian countries, with China and Japan in the
lead — are also funnelled into US military expenditure. US
‘national security.” in other words, has been acting as a black
hole sucking in surplus value from the whole world. The
crisis, conscquently, is a global one.

4

How Do We Get Qut of Ft?

S ome socialists have opined that this is the end of
capitalism. but the notion that the divided, confused and
demoralized workers of the world are ready to take over and
rurn the world economy sounds highly unrealistic. To adapt a
metaphor used by Marx, that would be like performing a
Caesarian scetion to deliver a 16-week-old foetus: it simply
would not survive. And until it develops sufficiently to be
able Lo do so, we have to ensure the health of its capitalist
mother. Fortunately, doing so in the current crisis does not
involve sacrificing the intcrests of workers, since this crisis
is caused not by a fall in the ratc of profit but by excessive
syphoning of surplus valuc into wasteful expenditurc. What
measures can we fight for through our civil society
organizations?

A common and understandable response 1o the crisis is the
call for protectionism and deglobalization, but this would
remove the only countervailing factor sustaining the rate of
profit, and worsen the crisis. Instead. multilateral agreements
(rather than bilateral ones, where a stronger partner can bully
the weaker onc) should concentratc on establishing equitable
terms on which international trade and investment can be
condueted. IL s neither realistic nor even desirable to abolish
finance capital either; as Hilferding pointed out, it enables
even people with smal! amounts of moncy (0 invest, and Marx
himself saw it as a step towards the socialization of
production. Currently, pension funds built on the savings of
wage and salary carners are among the most important
finaneial institutions, and could use their clout Lo ensure better
regulation of financial markets. This might include banning
predatory practices. ensuring maximum transparency, and
much stronger regulation and oversight by public institutions
whosc personnel do not overlap in any way with the personnel
of the financial institutions they are supposed to monitor.
Progressive taxation would redircct production from luxury
resorts Lo socially useful products. In countries like Sri Lanka,
the political clitc consumes a large chunk of the surplus,
extracting more and more from the public through runaway
inflation, and their power to do so should be curbed.

At the same time, there should be campaigns for defence
budgels to be slashed; this would need to be accompanied
by signing international treatics to ban the production of
certain weapons (nuclear, chemical and biological weapons,
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