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o Bradley

Has production in the advancéd-capitnlist countiries sipmificantly passed
the level preceeding the destruction of Vorld Yar 117 ‘How does the Post War
growth compare: to previous periods in capitslist history? Was there a
pseudo-prosperity simply built on t‘ze ath-s of destruction; or did the new
output significantly increase on a per capita basis, surpassing the growth in
population and enabling a significant increase in real wapes if the working

class fought for it?

11913, the year preceedinfr the: out:break oﬁ tha f:(rst: 'Iorld !Yar, was de—

K finitely the hiph point of production for the'wdvanced capitalist countries
(7" for the next several decades. Cermany, defeated in the war, had an output
only 90% of its 1913 level by 1926, and only dn 1927 did it -arain surpass 1913,

-and by then the population had also rrovnyix “aen the Depression hit, Germany
again sank below the 1913 :l2vel, .Only awith.therrise of Hitler and the con-

- struction of a vampire ‘economy peared for wa* and imperialist plunder did the
- Geyman economy expand to 507 higher than tle pre~Uorld "Jar level, England,
‘the victor ia the War, was alsc its econcmic wvictim, In 1926 production was
12 lower than 1913, From the War to 1929 prowth averaped only 0,.3% on a per
capita basis and of ten was below the pre-war level, England was less hard hit
by the world depression; so by 1938 production was 337 higher than 1913, but
again population :had grown. Even in the United States, output per, capita grew
only 1,7% a year in the "prosperous” twenties compared to 2,2% from 1870 to
1913, a period of vast industrial expansion, At the bottom of the Depression
in 1933, output was only 72% of the 1929 level. By 1938, it was acain only up
to the 1929 level, whereas population aleq erew,

The Post War Peticd mrked a unﬂf}? contrast in prouth, as the following
tables show, , o s

us Jzpan - west - UK. . France. italy. Canada

—-wmwwm alnz“‘am ks e
o 1870-1913 4,37 . 3.3%° 2,82 - 2,17 1.6%- 1,47 - 3.8%
. £.1913-1929 3,1 .- 3.9 Oeb: . 0.8 1.7 1.8 2.4
T 3929-1950" 2,9 0,6 - 219 - 16 '0.0 = 1.0 3.2
P 1950-1560° - 2,7 : 9¢0 Fe8 o 2.7 . 4.6 S.8 4,0 ;
. 1960-1968 © 14,8 41.‘- hy3 30 5D 5.6 5.2

1Img Tern Economier trowth; Staticrden’ Absgeraeg, t:. 306 ; '.
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GNP Growth Per Capitaz

Hest T
Us Japan ., Germany (1) ?runcg J¢aly:. -Canada

| 1870-1913 g -

| 2.2 1,72, 120" 1,47
191319290 1.7 . 0.0 . 0.3 1.8
1929-1950 1.7 0.7 ..:1.2 0.0

© 1950-1960 1,5 8.1 6.7 2.5 3.7 .
1960-1968 = 3.4 9.8 3.3 2.3 4.3

Great Brit:ain waz already in an industrial slumg from the 1870's- to the
1890%s followins the heyday of her induscrialization and the new: challen:-e of
Gemny and the US. Yromn 1870 up to "orld Yar I was the period-of. naséive in-
dustrial growth .for the US, Germany and Sapan,- Yet the Fost-War Period ‘equals
or surpasses that -period, botl' on a total output tasis and on a per capita
basis, - Lest anyone think that the Post War &7 fisures include military and
.‘othet‘ wg.ste and are therefore not an accurate measure of output per capita,
"'this makes no difference for the prowth rate of output. If waste- -production
jrema:l.ns ‘roughly the same propoxtion from year tc year, the chanee:in C!IP from
‘year to year is'the sarms as that of ('N" lecs waste, Or TOSS nroght’cqive m;o-
.duct, from year to year. - 17

: ‘ i : '4

Not ‘only has output and output per capita prown f«srer :Ln the last 20 .
. years than for any period in the last hundred years, so ha.s productivity, aa
the following table shows. .

L.

Lk

- Nutput Per Empleyee3

S

.o Yest s
uUs Japan Germany UK France Italy Canada'

1870-1913  1.9% 1,62 1.02 1.4% 0.8 1.7
1913-1929 1.5 [<0.1 .. 0.4 2.9 1.5 07
1929-1950 1.7 - L 1.1 0.3 1.0 2.0
1950-1960 2.1  6.9% ° 5.9 L.fl ba8 - 1,7 2,1
-1960-1968 2.9. 9:3m bl 2,677 74,7 1¢s.3 2,.2--.«

’ "l!ere the dat 1s on an all—ehpio;ee basis. But the same rate of chan?e
holds: on.an output’per productirm vorker bwsis‘ as lony as the proportion. of
production workers: to all erployees ‘stays 1e1a|: ively'‘the same over the''years.
This 1t does. USK panufacturinf- production worhers vese 82,77 of all employees
in 1948 and 72.3%'in 1972, as mere non-production rorkers were added over the
years, Since productivity measured as output/production-worker-man-hours com-
pared to output/all-werker-man-hours hac a smlleraand r@facively declining
denominator, the abeve fiptires on ptoductivity slichtly underestimate the pro-
ductivity prowth in mcre recen years. ;

zLong Term Economic Crowth; Stavisiical sbstract, p. 306.
ng Tern Econcnic Growrh, Part IV, Table 7, Statistical Abstract, p.
804.
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. . In the US production prew rapidly during World War II, but also declined
by 10,74 by 1946 vith derobilization compared to the. heicrht of 1944 war pro-
duction, Not until the outbreak of the Korean Uar in 1950 did production again
reach the 1944 level, and from then on the direction was up. Production fi-
gures are not available for the World War II period for England, but in 1947
production was 8% hicher than the 1238 pre-war level and historic peak, Japan
was not affected by the World Depression, and reached:.a peak in 1939, Its war
economy was at a 77 lower level, and defeat in the war brought it to a level
only 56% of its 1939 pesk., But by 1954 Japan had surpassed that peak and has .
accelerated extremely rapidly ever since to become the fastest growing nation-
al economy in capitalist history, becoming the second biggest capitalist coun-
try in 1965 as it passed Germany, and risiny from an output level of 11% of
the US in 1950 to 37% in 1971. For Cermany, no figures are available for World
War 1I, but after the massive destruction its level in 1948 was 74X of 1its 1938
historic peak, But in ten short years with massive Marshall Plan aid. it had
surpassed its 1938 level, and has also grovn rapidly since, fom s
Prom 1950 to 1970 the US doubled its output, Enpland's increased by 1 8
times, Canada's by 2.5 times, France's by 2.7 times, Italy's by 3.1 times, and
Germany's by 3.8 times. Theee are levels reached after these countries had
overcome the effects of wartime destruetion, Japan. the .most devastat;ed dur-
inp the war, did not recover wntil 1954, From. then until 1970 ies econouy has
grown 4.7 times, ,

: We need to have some basis of .corparison for the output of one cotn:;i:y to
another to measurc econonic growth in the advanced cepitalist countries as.e
whole. Unfortunately, we cannot 3uet rultiply GNP in ‘the various national
currencies by the official exchanpe rates. As the recent devaluation has
shown, currencies may be over or under valuve considerably, and, it should be
clear that a 102 chanpe in the dollsr vis-a-vls. some other country did not
suddenly make US output somehowr 107 less, It is neccssary to compare physical
output in narrew indus:iries from onz country tc another. FPor example, how

many tons, of steel does Japan pmwim:as. compared to the US, how many cars in tons
(since US cars are blgpey), 2tc.? & method for compaiing oﬁtput and productiv-
ity for countries is outlined in an Apperdix to Angus %aédison s Economic Growth
in Japan and the USSR. A study by . Gilbert and Associates done for the Cor-
mon Market compares output for the European cowntries with the US for 1955,
:With the addition of a Japenese study done in 1965 quoted by adispn it is pos-
-sible to compare ocutput, productivity and output per capita for 10 countrieo
relative to the US. (Please see tablec on following page.)

We can_see that in 1950 the US had 54% of the output of the advanced cep-~
italist countries, and 432 in 1970, Japan rose fror 6Z to 157, still only one~
third the size of the US. Great Britain dispped from 11X to 8%, while Germany
rose from 7% to 11X. France's share stayed the same at 82, while Italy's share
‘ rose from 5% to 6%. Canada has an output per capita closest to that of the
-US at 867, with Gemany and France nzar. Japan is lower at 71Z. Apain, Can-
ada has a luvel of productivity near that of the US at 89%, due to the vast
amount of US industry in that country, Gcrmany s and France's productivity
are three-~fourths that of the US, while Japan's is only 56Z. The reason for
this is that Japan's high output is based on a hipher percent of the popula=~
tion employed, 48.5% in 1965 compared to 38.0Z in tha US, 45.92 in Germany, .
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g ) Peal G
SO ) ' - Peal GNP -  “Per Employed Citizen

- ‘ Peal GNP . Per Capita "~ ~- Productivity °

1950 1970 . 1950 1970 . 1950 1970 -

Total . 185.9 2320 : o o
Us 100.0 100,0 ' _ 100 0- 109,0 100.0 100.0
Japan » 10.9 35,5 ' 20 7 * 18 ' '56

" Germany : 13.4° 25,1 7 7 44 83 - 36 76
France s 14,7 1877 53 80 L6 76
K 20,7 17.8 . 62 65 . 56 59
Italy £9,1% 14,1 Y 30 54 29 59
‘Canada 7.4 8,9 "7 82 86 88 - 89.
Belguin 3.3 3.5 “"7 s8 - 74 47° 7137,
Denmark .. 1.7 1.8 . 62 76 55 .62
MNetherlands 3.5 4.2 52 66 57 < 73 n
Norway 1.2 1.4 57 73 52. 73

40,9Z in Prance, and 47.3%7 in Great Britain. TFurther, in Japan 25.5% of. the
employed are in agriculture corpared to a high of 17.77 for France, 3447 for
Great :Britain, and 5.9% :for the US. Apriculture is a low nroductivity indus-
try, and pulls' dovm Japan's output per man-hour, Japan's nroductive output is
labor intensive; it telied upon 47 nillion vorkers in 1965 compared to 20 mil-
1ion in France 26 million in Gerrany and Great Britain, and 74 million. din, the
(Incident.ally, related firures Zor Pussia in 1965 were 44,87 of the popu-
lation employed 30.1% in apviculture, GNP at 60.62 of the US level, outpm: per
‘géreon 51.1% and output per employee - productivity 43.3%.) (Hadi.son, p. 147)
don'it@ﬁgn levels per person in 1965, which exclude capital investment aud
othe‘r nnn-cmmp:ion output, were“ {sce *t-wdison p. 148) ‘ )

et L
i n R - i

) ce e T USA = 100 vt , 3
,Belgui.m 69*.2 - Germany 67.7 Norway 61.8 :
Canada  70.0 Italy 45.8 UK 69.3 L
,(nennark 69.9  Japan T 40.6 TSA™ 10 .
F:ance 68. 7' & ""‘\Tetherla‘nds 57.7 ussm =380

.

] . : :

v Futcher, it is possibl’c ‘to corvpare the productivity of Jananese industries

:P the U§, ,In the following table US production is shovm in télatian to Japan
100.

1963 US Productivity }'fﬂlatiire To Japan = 100

A Groups. . L 247 R _ '
. Food & Tobacco & 276 Iron & Steel 195
Téxtile #7111 DProductsl 368 ' Nonferrous ‘etals Co2n
I’aper & Allied Producss = 203 Febricated Metal Products 333
Chemizals & Petroleuri Products = 247 Electrical *'achinery R ¥ 7
Rubber, Rlastics, Leatherx 172 'lotor Vehicles & Equipment ~ 2°¢

Stone, Clay & Glass o236 ‘Miscellaneous 155



the following results:

VT
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(Kenzo Yukimawa, "A Corparison of Labour Productivity in Japanese and
American Janufacturing Industry,” The iyoto University Economic Review, April,

1968, pp. 44.)

From 1963 to 1970 US productivity in manufacturing rose only 19,6%, while
Japanese manufacturing productivity rose 125.9% (Arthur Neef, "Unit Labor Costs
in Eleven Countriee," Monthly Labor Peview, August, 1971, p. 9,). So we get

Producriviﬁy.lndexes '

Japdh
us
Ratio US/
Japan

.

1963

100
247

247

1970

1226
295

131

s

In 1963 US manufacturing productivity was 1477 greater than Japanese., By

1970, it was omnly 31% greater, quite a narroving. So vhile overall US, produc-

tivity in 1970 wag 79% greater than the Japanese, wifh agriculture, transport;.
~ ‘mining, the services, etc., included, in’ manufacturing it was only 31% greater,
* U8 productivity in 1970 was- 352 greater than German, 69% greater them British
and Italian, and 327 greater than French, but only 12% greater.than Capadian

i ‘productivity.
Productivity
LUy Japan us Japan  US/Japan us US/Japan
117 5l 71/63  7i/63 1963 1563 1971 1971
‘Food & Tobacco 136.2  130.7 100.0 276 361 2,654
© Textiles 206.3  124.1 . 100,0 368 457 . 2,215
Paper 211.3 133,60 00,0 233 270 . ... 1,278
" Petroleum & Chem= : : AR ; o
icals . 275.4 153.0  100.0 247 378 1.373
Rubber & Leather 214.5  120,7 100.0 172 208 970
Stone, Clay, -Glass 196,0 128.6 100.0 236 303 "1.546
Iron & Steel 285.6 109.2 100.0 195 2.3 . 746
Nonferrous . 250.8 129.9 100.0 271 352 1,404
Fabricated Metals 243,9 118.4 10,0 7 333 394 1.615
Electrécal Mach- . v . :
inery 304.7 . 122,9 ,100,0 172 211 .692
Motor Vehicles. 314.9. . 110.7 100.0 296 328 - 1,042

(Japan} Quartetly Journal of Productivity Statistics, Japan Productivity

Center. US: 1963 Census of Manufacturers, 1962 /nnua

ers, Handbook of Labor Statistics,

1 Survegz of, Manuf actur=

1972, Federal Reserve ''Statistical Release.

Further, international cOﬂparisons'are avaiiable foi the Sséél industry.

ne.

In 1971 productivity in the various countries was the following percent of the
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1971 Us = 100.0

Japan Prance Gerpmany UK

Mnfmum© - 93 66 69 47

Maxirum 116 . 70 - 80 , 51

Changes since 1964 are quite interesting, With 1964 = 100, 1971 figures
are: . .
us Japan France Germany UK

. Output 97.3  236.0 117.8 115.7 92,4
v ifan~Hours 90.0 100.8 79.8 84.5 83,6
Mo, Output Per ?an-Hr 108.1 234.,2 147.6 137 o 110.6

., (Patrick C. Jockmah, "Unit Labor Costs cf Iron & Steel Industries in Five
conntries," Monthly. Labor Peview, Augu st, 1969, pp. 5-22 ) . :

v

We can see that the US still led Japan in productivity for most, manufac—
turing industries in 1971. From 2.65 times higher productivity infood and to-
bacco, textiles, paper, fabricated netals, pctmo-chermicals, stone, clas &

. glass, and nonferrous metals all had confortable leads. Motor vehicles-was only

ahéad, and rubber and leather, . electrzcal machinery and i¥on and steel ‘were

alf. behind Japan.
L0 I the steel industrv, Jnnarean nroductivity had daught ‘up or surpassed
that of thé US by 1971. However, sinée 1971 US output was 2.7% lower than 1964
and the US steel. industry was operating at depression levels, productivity was
far from what was paysically possible, In 1370 imporis were 13,87 of the do-
“‘mestic market. In the US, France; Germany and Britain there were sizesable man~
hour declines, with the US and Britnxn producing less than 7 years earlier.
Meanuhile, Japanese production had more than doubled with the man-hours staying
the same The gain was due pulelj to a doublinp of productivity,:

Unemploymeﬁt in the Advanced qultalist Countries .oulh

us Canada--;France -Germany Preat Britain ='Itq;x> Japan

1959 - 5.5% 6.0% 2.4% 1.7% © 3.1 f5.1%-4u 2,32

~1960 5.5 7.0. 2.2 .8 2.3 N I T4

Lo il98k 6.7 Tk 1.9 T .5 EEL ‘i 3l - 15
?'*“m?'*1962 S 7545 5.9 1.2 Wb 3.0 3.2 . 1.3
: 1963 5.7 5.5 1.9 . -~ 3.8 2.7 1.3
1964 5.2 4.7 1.6 e 3 2.6 3.0 1.2

. 1965 4.5 3.9 1.8 *© .3 2.3 - 4,0 1.2

1966 3.8 3.6 1.8 .3 2.4 4,3 1.4

1567 3.8 4.1 2.3 1.0 3.2 3.8 1.3

- 1968 3.6 4.8 2.7 1.2 3.7 3.8 1.2

1969 3.5 4.7 2.1 .8 3.7 3.7 1.1

1970 4,9 5.9 2.2 .5 4,0 3.4 1.2

1971 5.9 6.4 2.7 7 5.3 3.4 1.3
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(1272 Handbook of Labor Statistics, p. 382, All rates are adiusted to
US concepts.)

Further, we can compare absolutc levels of output among the advanced induge
trial countries over time, as in the following table:

Size of GIP 100 = US GNP in 1950
(5285 billion 1950 dollars)
us Japan West o Total France 1Italy Canada
Ge rmany
1870 5.7a 1,7b 2.6 5.3 15.3
1913 33.7 5.2 8.5 13.1 60.5
1929 55.1 9.6 9.0 14.7 88.4
1938 55.1 15.2 12.8 17.3  109.4
1946 88.5 8.5¢ 9.4 19.5 125.9
1950 100,06 10.9 13.4 20,7 145.0 15 9 7
1970 203.7 72.3 51.1 36.3 363.4 40 29 18

(a) 1871 (b) 1879 (c) 1947 (d) 1948

We can see that output for the four countries in 1970 was 3.6 times the
1938 level. Further, we can corpare GNP per capita in real temms with the US
= 100 o

GNP Per Capita Real Terms 100 = US $§1,887 Per Person 1950
' West : ,
Us Japan  Germany UK France Italy Canada All
1950 100 20 &4 62 53 30 82 56
1968 152 92 = 111 923 - 112 71 . 121 107

Increase 1.5X 4.6X  2.5% . 1.5X% 2.0X 2,4Xx = 1,5% 1.9%

We can see that although Japan's GNP per capita increased 4.6 times by

1968, it was still below the US in 1950, ~Although it had the second larpest
GNP in the capitalist world, its larpe population kept the output per capita
“ below all the other advanced capitalist countries except Italy. The English
speaking countries, USA, Canada and Great Britain, all had a per capita output
- fifty percent greater than 18 years before. They pulled the seven country
average increase down to 1.9 times. The other countries' GNP per head was up
2.6 times its 1950 level, :

Average real wage improvements in the advanced industrial countries were as
follows for the years 1960 to 1970:, i
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% Increase . % Increase o 1960-70"
Peal.Yages | Real Yases Average Annual
Per Hour 1950-—70’..‘ Per Hour 1960-70 .Percent Change

‘US e T ogag - 13.3%

= 1.5%
Canada . 140.5 - 28.5 2.3
Japan . _: 4240 - 101.6 7.3
France -, 364.C - 50,1 " ' 4,0
W. Germany 473.1 . 69,7 5.4
Italy . 324,7 . , 83.5 5.1
UK _— 148.1 . - 36.6 2,7

L f Lot

(Statistical Abstract, 1971, ». 803, .USDL, DLS, Unit Labor Cost.in Hamu-
facturing 1950+65; Bulletin 1518. Arthur' Tleei, "Unit Labor Costs in Eleven
Countries,” Monthlz Labor Review, Aurust, 1571, USDL, BLS, Handbook of Labor
Statistics* 1971 Table 160, "Index of Conmm\er Prices, Selccted (bmtriesg""f

. ‘l‘hese changes show increases in money wages divided by chanrves in’ the cost
of living. They exclude taxation, Lut on the other hand they also exclude gov-
emment transfer payments to working people. As indicators of chanpe over time
ths real wage per hour indexes are fais ly accurate. - .
1 ’We cen sce that most of the improvement in real’ wages came in the first
-pou.-war decade, with the averacd yearly chancc in the sixties similar to the

growth in ‘GNP per capita. " A1l i ‘all there have heen sizeable improvements ‘fn
real wapes in the advanced industrial countries since the war, but at a slack-
ening pace. :

- It is also possible to compare thc post-war. sromth in the total capital
stock with previous periods, The' capu:nl stock is made up of pland and equip-
ment, plus inventories. The stocks net percent depregiation is figured on a
perpetual inventory basis, using averape service lives for similar structures
‘or:equipment and depreciated on' a straight line basis, Grovch of the capital
sthk An the 20th Century is shb\'m in the following table o v

sy o g Cuuulative % of Gtoss Cgpital S:ocks 1968

£ Years " Years Years _
¥ 0ld nid 01d
1 1 8.9% 6 45,27 15 79.12
- 2 17.5 7 50.3 20 88.0
; 3 26.1 8 54.8 25 92.1
i 4 33,7 9  59.2 30 94.7
5. +39.8 107 63,1 - 35 95.7

Gross stocks are before deprcciation, so net stocks are younger., One~
third of the gross stock in 1968 was four years old or less, 637 was ten years
old or less, and 797 fiftecn years or less. Of the 1948 pross stock, by 1968
76%Z of it had been depleted and replaced, -and an additional 105% of capital

had been used up and replaced.

[PTIRY
I A
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Similar materinl is not on hand for forcign Ccunzrics, but inves“ment ae
a petcent of Gross I‘.ational Product is:

05 1966271013

bt ol LU _,,;;:lapm Lermany Ue_ . Fraace Italy (Canada
1870-79 8.0% . 8.2%
188089 6.1 . 11,3
1890-99  20.0% . 6.9. -, 8,9
1900509° 19.0 . 7.9 12,7
©1910-14 18,0 5.4 15.1.
1920-29 17.3 <’ 13,87 8,7 16.0 18.6°
1930-38  12.5 S 12.2¢ 9,1 6.1 13.5
. 1940-49 |
.0 i1950e59.. 17.0:. 24.6 213+ . A4 17.8. 19,9 . 23,7
1960-64" 16,6 33.46 26,7 16.6 - 19137 2203 2L
9 ' e 17.5}.1.‘-;._25'.2 . I9,7- 7 :.'.",';'.-"':,?_

e

(Long Tem Economic Growth, Part IV, Trble 10, (a) 1925-29,' (b) '19'2&-29,

(c) 1930-37 ) - . ' -

Y We! éaﬁ see that even' Britain's investment as a rercent. of out:pul: i,qrbigher
in the post-war period than amytime since 1870, before which no figures aye
available. Though the US fipures have fallen, they are not bad compared to the
“elrly 20th Century for the:'US, Britain and Italy. Further, all countries have

' invasteﬂ a higher proportion of their econonies than before. :

e ¥

w

31T By 'eVery teasure, output, rate of growth of nutnut, output per .capita,
ﬁroductivicy, and ‘investment rate, the post-war paeriod has equalled or -excelled
any ‘time ‘in modern capitalist history since .1870. For earlier yeaxs. few fiyures
‘Are available, but: since ‘the pericd of rapid industrialization of the US, Ger-
Tany anid Japan' occurrved since then, we can only -conclude that the post-war per=
iod was one of sipnificamt advance of the capitalist system. There .can. be no
question that real wages rose considerably in the advanced industrial countries,
This is not to. discount increasing: disparities betwcen the advanced capitalist
countries and the semi-colonial countries in Africa, As{a, and Latin America.
But the spur to sharp class struggle in the advanced couqtries wns missing as
prosperity laid an ecppomic basis for reformism. ELspecially, compared to the ,
period beginning with the first Werld War and endins with the second, when pro=-
duction stapgered and even declined, the pcst~war boom has left previom eco~-
nomic heights-vay behind. There are in. fact deep contradictions at work be-
neath this prospericy vhich will sooner or dater teor it apart. They camnot be
explored here, This paper should be sufficient to show the depth of the post-
war boom clearly enough that no.ocne can doubt it. -
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COMBINED AND UNEVEN DEVELOPMENT
Kevin Bradley

The extraordinarily rapid growth of the advanced capitalist countrles compared Lo the
long term historical average for capitalism can best be explained by the theory of
combined and uneven development, Those countries most hurt by the war, Germany and Japan,
still retained a highly skilled labor force. They were able to rebuild rapidly investing
a considerable portion of their annual product, It was not necessary for them to rebuild
using plant and equipment of only a slightly higher productive.level than they possessed
at the end of the war, They were able to import more advanced technology from the U,S.

The U,S. retained 1ts commanding lead in. productivity due to its vastly greater
investment per man, and with its possession of equipment at the highest level of known
industrial technology. The other advanced capitalist countries, coming from further
behind, were able to realize much greater gains in productivity,

This process 1s now comlng to an end, As these. countries approach the U,S, level
of productivity, thelr rate of growth must slow down., Japan has already reached U.S.
levels of productivity in motor vehicles, steel, electrical machinery, and rubber, From
thls point on its ability to raise productivity will depend increasingly on its levels
of technological breakthrough, or innovation, Having a higher rate of accumulation, it
can be expected that it will make these breakthroughs more rapidly than in the U,S.,
but at no where near the rate of growth of productivity they had before, Innovations
are never introduced widely all at once, They always have a slow diffusion rate which
depends on the rate of accumulation, the level of competition, and the more backward
capital . that will be threatened as a consequence,

GROWTH OF THE PRODUCTIVE FORCES

The starting point for understanding the health of U.S. capitalism is a study of the
growth of the means of production and the labor-capital relationship., The net capital
stock of plant and equipment was $231,0 billion in 1948 (1958 constant dollars). By
1972 it was $613.3 billion, an increase of 1695, This is a measure of the mass of
capital as reflected in its price, The productivity of this capital stock rose from
$4.65 per production workerman hour in 1948 to $8,22 per hour in 1972 (1952 {rices), an’
increase of 76.8%, Manufacturing capacity rose by 3295 in the same period, The
Marxian measure of capital is the socially necessary labor time necessary to reproduce
it, its exchange value, In 1948-one hour of productive labor produced $3.05 constant ..,
dollars, by 1972 it produced $6,26, That means it took 64,3 billion hours of productive
labor to reproduce the means of production in 1948 and 101, l billion hours in 1972, an
increase in value of 573, '

This vazt expanéion in the means ofvproduction was due to the rapld rate of invegt-
ment, Here 1s the growth in the means of production im the U,S. in the 20th century:2

Net Reproducible Business Stocks . Annual Change
1947-49 prices
1900 $108,0 billion
1912 $160,7 " r 3.4%
1929 . . $251.4 o 2.7%
1933 $229.0 : 2.4

1"Alternative Estimates of Fixed Business Capital in the U,S.", Survey of Current
Business, April 1970, pp. 29-30, Productivity is gross private product from the July SCB,
Manufacturing capacity 1948 44,8, 1972 145,6, ERP Table C-37,

2Raymon dGoldsmith, The National Wealth of the U,S. in the Postwar Perliod, Prin~~ton,
ABER 1962, pp. 114, 116,




1939 $224,1 billion -0,4%
1945 $235.8 0.%
1958 $382.3 L, 0%
1972 $5676,3 4,1%

The capital stock grew by 49% from 1900 to 1912, and an additional 56% from 1912 to
1929, It then declined by 8.9% by 1933 and a further 2.1% by 1939. From 1939 to

1945 it grew by 5.2%, but was still below the 1929 level, which was not surpassed until
1947, From then on it rose at the most rapid rate in the 20th century, reaching

a level 2,5 times that of 1929,

The averaze cge of miant and equipment rose as follows:

MEAY AGE OF PLANT AUD EQUIPMENT 3

1925 - 10,4 years 19483 9,1 years
1929 9.8 ¢ 1955 2.7 "
1939 12.0 = 1965 7.0 1
1944 - 17,6 ® 1968 6.6 "

The rate of growth in the other capitalist countries was even higher, From
1953 'to 1965, assuming that half of the pre-existing stock was replaced, the capital
stock grew 4.8% a year in France, 7.2% in W, Germany, &4 7% in Japan, 2,7% in
Great Britain, and 4,3 in the U.S. (9.0% in Russia),

In the U.S., while the fixed position of constant capital grew 1655 or 4,2% a
year, the total constant capital (including inventories and wages of non-productive
workers, the non-variable portion of circulating capital) grew 1688, also at 4,28
a year, Meanwhile, the number of productive workerman hours grew only 18, 9% or 0,8%

a year.5 There the dechnical composition of capital.or the mass of means of pro-
duction per man hour rose by 127% from 1948 to 1972, an increase of 3.9% a year. The
level of .inrestment and the accompanying rise in the:technical composition of capital
determine the level of employment in the society, Employment of productive workers
rose 19% in the period, while the hours worked per year fell 3.3 from 2,097 to 2,018,

The rate of exploitation in the U.S. rose from 104,9% in 1948 to 135.9% in 1972,
This is calculated from total Surplus Value, made up of corporate profits, net interest,
rental income of persons, proprietors income, managers' salaries, and indirect
business taxes less the praprietor's wage equivalent to the compensation of the average
worker and Variable Capital, made up of the wages of productive workers., A rough
idea of the differing rates of exploitation in the advanced capital countries can be seen
by comparing capitalist income in manufacturing ., to labor income, For 1950 to 1960
the average for Germany was a 57% ratio, the same as for the year 1960, For Great
Britain, the ten year average 1s 47, the same as 1960, For the ¥,S., the ten year
average is 30%, 1959 is 29%. For Japan the 1962/1953 averaze is 1504, Although
in the U,S, only 79% of workers are productive laborers and the figure is higher
elsewhere, there can be little doudt that the rate of exploitation is highest in
Japan, next in Germany, and with Dritain probably a little higher than the U.S.,

J5urvey of Current susiness, "Alternative Estinmates,”, Op, Cit.

4Angus Maddison, Zeonomic Growth in Japan and the UBSR, iew York: Norton, 1969,
P. 59,

5Avera¢e hours worker per year SCB, 3/72, P. 24, times percent of productive
workers in manufacturin;, Emplovment and Zarninzs, Table 5, times full time equivalent
workers July SCB, Table 6,4
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The rate of profit can be calculated as the rate of return of the mass of
surplus value on the total capital. The total capital is composed of the fixed
capital at current replacement costs, inventories, the wages of non-productive
in one turnover period of the circulating capital and the wages of productive workers
in one turn. The rate of profit then was 32.9% in 19483, rising erratically to 34.6%
in 1972, When the total capital and surplus value in current dollars is converted
to soclally necessary labor time by dividing by output per man-hour the rate of profit
stays the same,

LABOR)

RATE OF PROFIT - LABOR TI!E fRtfuoNg OF MAN-HOURS SOCTALLY NECESSARY
Dollaxrs Fixed ‘ Wages R 5 - IGrowth
Produced _Capital Inven- Non- ‘Total ] : ! iin
.Per Man- iYean Socially toriesg Produc- ECapi—a s pt st Q@ in {Fixed
Hout of | ‘NeGessary =~ itive I ital ‘ |Capi-
Productive! Labor Time . Labor : ; Loglog ltal :
Labor i : P Time i L; B! Lo '
$2.50 | w8l 64,3 36,1 3.9 8.3 112.6137.0 32.%% 104,9 92.6 &, 24 35.3
2,62 Y wol €63 30,8 4.0 8,41109.6134,7 31,6 105.2 92!3 3.92 3.1} 32.9
2,73 '501 71.3 36.2 3.0 " 8,6[119.2 38.7 32.5! 104.2 92,7 4,30 7.5: 37.1
3,05 51l 71,4 36.8 4,0 . 9.@’121q5§39.£ 32.74 110,64 92.3 3,82 0.1! 35.9
3.16 '52)  73.3 | 34.6 L,0 . 9,04120.9!38.9 32.2} 107.6 92,4 4.01; 2,7 36.2
3.28 '530 94,3 0 33,6 4.2 i 9.6 121.6?38.f 31,9 103.7 92,1 3.91 1.4} 34.4
3.46 'Skt 73.5 1 31.00 4,0 © 8.L4)116,847.1 31.8; 110.0 92.4 4.03~1.1{ 33.8
3.6k '55. 76,2 i 30,8 3.6 [ 8,1{118.7 39.5 33.3} 113.4 93.2 4,33 3.7! 35.0
3.73 ‘56 824 32,7 4,1 ' 8.8/127,9 39.1 30.61 107.5 93.1 4,15 8,1 36.4
3,99 . f.'570 82,8 i 31,8 4,0 i 8,2/126,7.38.6 30.4{ 111.14 93.9 4,24 0.5! 34,7
h,21 | '58° 8l.,2 30,3 3.9 ¢ 7.6{123,31 37,2 30,2} 116.4 93.8 4.21-L9! 32.1
L, 4y '59°  79.6 29, 3.5 , 7+3]120,1 39.6 32,9 120.0 43,9 4.53i1-20! 33,0
L,s7 4 ‘60! 79.9 29.3 3.5 ¢ 6.91119.9 39,3 32.8] 118.8 94.q 4,81i 0,44 33,1
4,79 61 78,6 28,9 3.4 6,61117.5 39.8 33.41 123.4 4.1 4,801-L.6 31.8
5,06 ‘620 774 28, 3.2 6.5 115.7¥4o.§ 35,4} 128.% 94.4 4,931-L.5¢ 32,0
5.45 63 74,9 27.4 2,6  6,2[111.0 43,1 38.8 139.3 94,4 5.02}-3.21 31,0
o 5.49 | véul 78,6 28,2 3.2 | 6.3'116.2 43,2 37.2| 132.4 94.6 5.18]4.9! 32,6
5.79 65" 80.5 29.3 3.2 | 6.5]119.7 45,4 37,9] 136.2 94,6 5.12! 2.4 33.3
6,06 66 84,7 3.4 3.3 : 7.0{126.9 u7.E 37,71 136.9 ob. 4 4,971 5,21 34.9
6.34 | '67. 88,4 31,4 3.5 1 7,11130.4 47,4 36,41 136,94 94,6 4.9314 i 34,7
6.76 '68'  90.8 | 3L.4 3,5 | 7,0{132.7 48.4 38.5] 137,3 94,7 5.04{2.7i 35,3
7.00 | '69¢ 96,0 | 33, 3.7 i 7.2{140,0 48.6 34,7} 130.3 S4.9 5.20!5.7] 37.3
7.48 '0'  98.9 32.6 3,8 | 7.4]142,7 47.0 33.3{ 132.3 9.8 4.88]3.0{ 35.9
8.19 '71: 98.5 3.3 3.5 | 7.0[{140.3 48.§ 34,34 138.§ 95,00 4 951-0.41 34.7
8,61 | '72; 1011 ¢ 3L5{ 3.4 § 6.9]143.0 49,5 34.6] 135.9 95.4 5.25'2.6] 36.4
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Profits of manufacturingy cornorations as a nercent of stockholders
equity shows a decline, whereas total surmlus value as a percent of total
cost shows a slight increase. The Jdifference is in net interest, which
was only 1.9% of surplus value in 1242, but 2.7% in 1972, Interest is
considered an expense by corporations and this is deducted from profits,
but it is crucial in deternining the overall n»rofitability of the system.

The international comparison of thc rate of profit yields‘the following
results: .

RATIO OF GROSS PROFITS TO NET VALUZ OF FIXED CAPITAL STOCKS AND

INVENTORIES
' Germany Great Britain U.S. Japan
Average 19%50-1960 27.5% 19.2% 18.1%
13690 27.4% 17.4% 14.0%

1262-63 —_ — = 26.3%

Further, the real annual return on carital, adjustcd for the annual increase
in share prices and the annual incrcasz @ in the cost of living from 1955

to 1961 gives: Belgium 4.4%; France 9.6%: U.5. 2.8%; Great Britaig 12.1%;
Netherlands 15.8%; Italy 20.1%; J. Sermany 23.7%: and Japman 32.6%.° - Again
Japan and Germany havc higher rates of profit. The results can be secen

in U.S. short term capital flows abroad. :

Profits before Stocl Holders ' Rate of
taxes BEquity Profit

1948 . . $18.%4 billion 512.2 25.5%
1949 . , _ Lotk : 77.5 18.6
1950 , , 23.2 33.3 27.9 -
1951 . , - 27.4 98.3 27.9
1952 ) 22.9 172.7 22.1 "
1953 . . 24.4 ’ 102.2 22.6
1954 ‘ . 29.9 o 113.1 18.5
1955 28.6 . 12¢.1 23.8
1956 . 29.8 131.5 22.6
1957 . . 28.2 _ 141.1 20.0
1958 22.7 ;@7,4 15.4
1959 22.7 ' 157.1 18.9
1960 . . , 27.5 165.4 16.6
1961 . 27.5 172.6 15.9 N
1962 31.9 181.: 17.6
1963 37.9 189.7 18.4
1964 39.6 199.8 19.8
1965 ' %26.5 211.7 18.8
1966 51.8 230.3 22.5
1967 47.8 247.6 19.3
1968 55.7% 265.9 20.8
1969 53.1 289.9 20.0
1970 28.1 306.8 15.7
1971 53.2 ‘ 320.9 16.6
1972 63.3 3%/7.1 18.4

ERP, Table C~-74

/. Ibid. :
8 Economic Growth in the West, p. 55.
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Stockholders Zauitv is Lased on cuwrulative historical investment which
does not take account of inflation. ©On the other hand, it underestimates
fixed assets because of ranid Zepreciation for income tax purposes. Due
to the large percentage of assets that are circulating canital valued at
or near current prices return on stockholders equity is a close measure of
profitability. George Stigler, Capital and Rates of Return in lanufacturing

Industries, shows profits measured on book values slichtly underestimate
the rate of profit in all manufacturass. Table A-52.

JAPANESE ECONOMIC GROWTEH

Japan had the most sustained economic growth in the Post War Period,
rising to be the sccond largest capitalist country. The basis for this is
that Japan invests onc-third of its vroduct each year, the highest
proportion in capitalist history. Capital inputs grew at 14.7% a year,
and labor inputs by 3.8% a year (In iJ. Germany, waich had the next
highest economic growth, thesc inputs grew at 7.2% and 2.5% respectively).
Japan could broaden its capital base by pulling in new workers, especially
from agriculture. In the United States, whére the labor force grew much
more slowly, most of the capital investment goes for capital deepening,
the replaccment of labor with capital and cavital for capital when unit
production costs arc lower. Japan began at a much lower level of pro-
ductivity, only some 18% of the U.S. level in 1950. By using more advanced
technology, it was ablc to switch resources from agriculture, which has
a low productivity, to manufacturing with a high nroductivity. From
1950 to 1969, Japan purchascd $1.5 »illion of technolegy from the U.S.
in the form of licenses and royalties which had been pretested in the U.S.
and developed at a cost of $20 billion a ycar in Rescearch and Decvelopment.
It was able to outstrip thc pace of devclopment that, for a country , on
the fringes of the highcst technological level, such as the U.S., where
the devclopment of new innovations requircs considerable Research and
Development investment and is a break on the growth in productivity.

Japan also had cxtreomely well-trainoed work force, and had almost no
econonic wastc duc to arms cxpenditurcs.

The fast growing industries in Japan wcre chomicals, steel, shipbuild-
ing, autos, and electronics. Most invostments werc concentrated there,
and had large productivity gain. They woere able to nay substantial wagc
hikes, but sincce productivity rosc still morce ranidly unit labor costs
and hence prices actually dropped, the situation typical of 19th century
capitalism. Thc slow growing 4industries in Japan werce foods, toxtiles,
agriculture, and the serviccs. In most capitalist countries labor
mobility and migration would have force” thz capitalists in these
industries to raisc wagces or losc their workers. As 2 reosult, their labor
costs would have riscn morc rapidlyv than their productivity, their prices
would have riscn, leaving thesc industrics ooen to import competition and
a trade deficit. In fact Japancse workors raroly quit the company that
hires them and mobilityv is low so thesce industrics had low wages and were
resistant to import compcetition. ost rocently, inter-industry wage
gaps have narrowed and Japan is becoming morce vulnerable to imports.

Herc is the ratio of cxports to GNP for tho lcading capitalist countries:

Export-GHP Ratio Rate of Growth
'1965=-57 Rcal Exports
. 1960-67
Japan - 11% : T 15.7%

Francc 14% 7.0%

i
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Italy o 122 . » ‘E2.3%
Graoat Brltaln ' ' : 18¢% 3.2%
Wost Geormany 21% 3.4%
U.S. i : 33 ' 6.4%

"Trnv1s Blumenthal, "Exports.and Econonig. Growth: - Thc Case of Postwar Japan,”

The Quartcerly Journal of Econowics, Hovembor 1972, p. 619.

But this indicates cxports only as 2 pcrcent of final demand. It does
not tell us how exports ~ffcct the total output of an industry. For cxample,

no pig iron may bc exovorted, but a large amount of it may go into cars
which are cxportced. An imput-output table tells us thce total import,
direct and indirect, of the import of cxports. -

Further Japan is quite depcendant on imports of raw materials including

mincral orcs and fucl for its industrial devclopment. Exports developed
morc rapidly than tho GNP as a wholc and paccd developments. Japan is
only today r“acﬁlng the full development of its home market where indus-.
trial output in somc scctors only grows with the ponulation and improve-
ments in real wages. Previous to thoe saturation of thc home market most
sectors of industry grew at a much morc rapié rate from nothing to

the current day levels. Japan has moved out to replace the U.S. as the

dominant trading partncr of the South East A31 n countries.. In 1970, Japan

accounted for 46% of Taiwan's imports,” ‘ 2R . 42 of
South Korecas, 26% of Indonesias, 23% of Burma's, 22%. of Hong Kong, 18%
of Slngapore, and 13% of Malaysia (Now York Timas, August 22, 1972).

SHARE OF EXPORTS DIRECT AIND INDTRECT IN TOTAL OUTPUT

Japan U.S.

Coal and lignite ' _ 19.3% 16.1%

Iron ores : ‘ N : 3€.1% 16.7%

Nonferrous orcs ' ’ 28.5% 12.5%

Tobacco . 0.5% 8.1%

Apparcl ‘ - 13.4% 2.3%
Wood Products ' : - - 8.4% . 5.9% .
_Furniturc ‘ . 3.9% o 0.9%

Paper , ' ' - 1, ¢ ® 9.3%

Leather . o : e 17.4% 5.9%

Rubber products : " 28,7% 7.2%

Basic chemicals : - 25.9% 15.8%

Petrolcum Products 14.0% 7.1%
. Pig iron, sterilized 36.6% A\,

Basic iron & stecl products 32.6% A 9.0%.
-Basic nonfurrous netal products ' 27.9% 11.4%.
' Metal Products 12.0% 7.5%

Machines ' 11.1% 15.7%

Elcctrical machines 17.8% 10.2%

Transport Equipment - : 21.2% 7.9%

Precision instruments . : . 22.6% 10.3%

Transportation 17.0% 11.4%

Japan, Ibid, p. 521; U.S.: Charlcs T. Bownan, "Report on Employment
Related to Exports,” lfonthly Labor Reviow,Junc 1969, p. 17. Ietal
products, machinery, and transport cquipment arc weighted averages
with cmployment uscd as tho weights.
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THE ROLE OF PROFIT IN THE U.S.

The Arms Economy has prevented tho recassions from doveloping into
depressions in the Post War Period. At the same time by preventing massive
deflations (drop in pricces) and the destruction of capital through abandon-
ment, underutilization and devaluation as occurs in 2 depression , it was
poasible for the system to reach cver new heights of capital accumulation.
Investment occurrad at thce highest rate in the U.S. in the 20th century.
The mass of capital rosc by 165% in usc valuces in thoe Post War period,
but since productivity rose in the samec pcriod by 77% the socially .
necessary labor time to replacce the cavital stock rosc by some 57%, the
increase in its exchange value.

The rate of profit 'in the U.S. in thc postwar period stayed
esscnt1all¥ the samc. The rate of profit accordin to Ifarx can be expressed
as pl (1-Q) where pl is the ratc of profit  p S

C+ctv, )

S is surplus value, profits, intcrest, and rent, madz in onc year. C is
the fixed capital, the current roplacement cost of all plant and equip-
ment, and represcents inventorics and wagces of non-productive workers.
Inventories arc used up n times a year, the number of turns of the circu-
lating capital. The wages of non-productive workers and of productive
workers are used up at the samc rate as thc inventorics. (For example,
if a ship yard builds three ships a year, the wages that the capitalist
" lays out, just like raw materials and semi-furnished parts, arce tied up
until a ship is sold. 1In this casc the number.of turns a year is 3. The
variable capital, thc wages of productive workers the capitalist has to
have on hand at one timc is cqual_to thc total wages of productive workers
spent in a year divided by 3.) s+ is the rate of nx9101tat10n or the
rate of surplus value. _S__ » where s is the surplus value in one turn
and v the variablé capit¥l in onc turn, 0 is the organic compnosition of
capital Q = Ctc _ ,

C+ct+v. This rcprescnts the constant portion of the total

capital. 1-Q then can bo cxpressed as Ctctv Ctc v
Ct+c+v Ct+ctv.  ~ Ctctv.
ns _ S c
v - v, so pl \C+c+v> C+c+v which nroves thc formula. Profit
in other words is only made off of the variable capital v. 1-Q expresses
the ratioc of variable capital to total capital v The bigger the
‘ C+ctv .

organic composition of capital, the constant portion of the total capital,
the less the variable portion of capital, thc portion surplus valuc can
be made off of. Then if the ratc of ‘x0101tat10n stays the same, a
higher organic composition of capital means less variable capital in the
total capital and thus with a fixcd rate of surplus value, a lower rate
of profit on thc total capital. If the crganic composition of capital

is kept the same, the rate of profit: varies according to changes in the
number of turns and the ratc of cxploitation. The morc surplus value the
capitalist gets out of cach timc period worked, the higher. the rate of
profit. Given.the same rate of exploitation, the more effectively the
capitalist can usc his fixed capital, the morc sales on that capital, the
higher the rate of profit. If the amnount of surplus value grows faster
than the growth in capital, the ratc of profit will rise. The amount of
inventories was cqual to 56% of the value of fixcd capital in 1948 and
33% in 1970. The capitalists used up the inventory supply 4.24 times
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in 1948 and %4.88 times in 1979, as & result of technological change,
quicker return on sales, ctc.

Th¢ following tablc shows the following key determinants of the rate
of profit:

Pl n sl 0 1-9
1948 32.9% 4.24 107.9% 92.6% 7.%%
1972 34.6% 5.25 135.9% 95.2% 4. 8%
$ of yearly :
change 0.3% 1.1% 1.1% 0.1% -1.7%

Since pl = nsl(l—Q), the av?rage chango_in the rate of profit from
one year to another was (1.003)pl = (1.911)s1(.923) (1~Q). 1In the average
year the rate of exploitaticn rose 1l.1% and thc number of turns by 1.1%
which just outbalanced the 3.1% risc in the nrganic composition of
capital, or the 1.7% decline in the variable portion of capital off which
surplus valuc is madc. 7c can conclude then that the rise in the ratc

of exploitation and the increcasced turnover of capital were cnough to
counterbalance the risc in the organic composition »f capital and contri-
bute to a 0.3% annual increasc in the rate of profit.

How can we cxplain the slow growth in the crganic composition of
capital in reclation to thce highcst rzte of zccumulation of U.S. capitalism
in the 20th century. Is it bocause military goods, the product of the
arms ¢conomy, are cconomic waste and do nnt re-center the cycle of pro-
ductiocn as either capital goods or wages of workers? Constant capital,
made up of fixed capital and the constant position of circulating
capital, inventorics and wages of non-productive workers, grew 4.2% a year
in the post war pericd. *eanwhilc thoe number »f productive worker man
hours grew only 9.8%. Thus the tachnicnl compesition of capital or the
mass of mcans of production pcer man hour rosoe by 3.5% a year. The value
composition of capital is the mass of means ~f production valued in the
socially necessary labor time nccessary to reproduce it. Net labor
productivity, that is, cutput of new labor of nroductive workers per
man hour, rosc 3.1% & year from 1948 t~ 1972. The technical composi-
tion of capital divided by output per man hour or productivity gives the
value composition of - capital, which rosc only 9.5% a ycar. The hours
it took tc reproduce a worker's own workshop, so to speak, remained
nearly constant ver ycar, as the growth in prcductivity nearly kept up
with the increased investment per man.

Now we can rclate thce corganic compesition of capital to the value
composition of capital. We already saw that Q = C+c We will just
I C+c+v.
use C for C+c, assimilating constant norticn of the circulating capital
intoc the fixed capital to simplify the analysis. Ifultiplying any number
by an identity doesn‘t change it, so N=C . _ /L :
' C+v C(c) =
C+v‘l) I+v
FAC C.
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We want to express v in terms of the valuc coapesition of capnital whica

0l

is ¢ when C'is the total const-nt ¢2pital in socially nccassary
S+v

labor time, and S+v cquals tho total labor of productive workers in one

year. Re-arranging v and rultiplying by an identity we get v _ _(S+v)

c (o CZS+V$

. v
Now S+v _ n(s+v) _

v v - n(s1 +1). Sm=ll s is th2 surnlus valuc produced in
one turn, big S in a ycar. Substituting in, v = S+v Then

n(1+sl)

Q= 1 This formula cxpresses the ﬁrganlc composition of cap1ta1

1+ s+v

Cn(1l+sl). ,
in terms of the valuc comoﬁ31tion of capital C and in turns of the
S+v

number of turns n and the rate of exploitation sl. Putting in values
for 1948 we get Qg = 1 We have oxpressed the

. ‘ 1+ 1 :

(1.44) (4. 2”)(2 049i
. . R 1 +s
value composition of capital C as R tc put it in the denomination of
S+v
the equation. - : 1 The total product is the
Q = L
72

(l 59) (5.25) (2.39)
R n 1+s .

bottom demoninator in 1948 (1.24) (4 24)(2.049) is 12.519; in 1972 it is
(l 59) (5.25) (2.359) = 15.69, an incrcasc of 57.4%. But R, the value

Eosition of capital rose 10.4% in the vast 25 ycars, n rosc 23.8% and
1+s rose 15.1%. #Most of the change in the organic composition of capital
in thosec ycars thus was duc to an increcase in the rate of exploitation
and an increcasc in the number of turns of the circulating capital, and
only lastly because of an increcasc in the valuc composition of capital.
Since the value composition of cavital is simply the technical composition
of capital divided by nct labor preductivity, it is clear that the slight
increase in the crganic composition of capital basically did not result
from the heightened technical composition cof capital.

But at the same time that the increasc in n and sl raise the organic
composition of capital and tond to 1owoi the ratc of pronfit, they also
aft to raise the ratc of profit. For pl = nsl(1-Q) or written. fully

= nsl 1 \ Thus n and st function brth to raise and

W .
lower the iate of profit at thc same time. The cffcct of similar change
in n and s+ depends on the magnitudc of the valuc composition of capital
R. But due to the naturc of the fcrmula an increasc of n and sl will
deflnltely tend to raisc p+ more than t~ lower it. Starting in 1972
when Q .9515, n=5.25, sl = 1.359 and R = 1. 59, an increase of n and
Ig each raise Q 3 tc .9523. 1-Q falls from 5.85% to 4.77%, a
decreasi of 1.65%. Then pl,, = (1.01)n,, {1.01)sl , (.9835) (1-Q73) =
1.004 p The effcect of rglslng n an& by 1% chh is to raise the
organlc ngp051t10n of capital by 0.08% and at the same time raisc the
rate of profit by 0.
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It is usually not recognized that the number of turns and the rate of exploitation
influence the organic composition of capital, much less have a bigger influence -on
it than changes in the technical and value compositions of capital. But as soon as it
is recognized that the organic composition of capital Q = _C  relates the fixed capital
C-v
to the total capital including the variable portion in one turn, the connection becomes
clear. The number of turns relates v toV, i,¢,. V = nv, The rate of exploitation
sl = 8 relates s tov. Then'n and sl will be used to relate the value composition of
v . v
capital _C_to v, The reason why in the U,S. economy n and sl are more important than
sV :
the value composition of capital in changing the organic composition of capital is
because the value composition of capital changed so little as the increase in produc-
tivity almost kept up with the increase in technlcal composition and the organic compo-
sition of capital is measured 1n value termsa

The rate of exploitation is basically the rebult of the class struggle, but it
can also be changed by what Marx called relative-surplus value. This is when produc-
tivity rises more rapidly than real -wages, the workers share of the total product
declines and so the rate of exploitation increases. The other way the capitalists
can raise the rate of exploitaiion is to increase the length of the work day. The
work week in the U,S. for production workers in the private sector decreased,
however, from 40,0 hours in 1948 to 37.2 in 1972, From 1948 to 1972 real wages rose
2,2% a year, but gross prodvctiviir or total output per man hour rose even more
rapidly at 2,9 a year. Here we must ccasider theeffective tax rate, Workers paid
17.5% of their gross income in all taxes, dircct and indirect in 1948, By 1972,
this rate rose to 31.9%, a drastic increase, Increaszs in real wages are direct
results of the class siruzgle., Lvery worker  knows that when money wages' fall behind
rises in the cost of living real wages decline. DGt unless money wages also rise to
cover the increase in preductivity and the increased.tax burden, the rate‘of-exploita-
tion also increases, ' It is interesting .o nci> that the 5,%% formula of Nixon's New
Economic Policy assumes a 3. 0% rate of inflation and the historical average 2. 9% in
productivity. This formula, would freeze the rate of. explorl:a.tion, not increase it,
if inflation and procductivity only rose +that much. The union bureaucracy for years
accepted the same formula to freeze.the rate of exploitation when it actepted an
annual improvement factor equal to: the rise in productivity and a cost of living
escalator clause. . .

Real wages are usually expressed as money wages deflated by a consumer price
index, When real wages are adjusted for vaxatlon. the result is called spendable
income, Usual government figures include only Federal income and social security
taxes. We include all taxes, direct and indirect, and figure all worker income on
an annual per capita bteasis to measure the real standard of living, When we count
as income simply wage income, iznoring for the moment other labor income and health
and welfare and pension benefits that the working class as a whole receives, we
get the following resulis:

Working: Class S Working Class

Spendable Per ’ : , Spendable Perxr

Capita 19673 % Capita 1967% %
1948 . $2,8% ‘ ‘ 1953 $3,170 3.7%
1949 - 2,937 . 1. 5% ‘ 1954 3,185 0.5
1950 3,024 3.0 1955 3,364 5.6
1951 2;951 -2 4 1956 3,471 3.2
1952 3,057 3.6 1957 3,510 1.1
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1958 $3,526 0.5 1955 L,286 2,2
1959 3,625 2,8 1967 Ly413 3.0
1960 - 3,643 0.5 1968 4,496 1.9
1961 3,709 1.8 1969 4,491 -0,1
1962 3,818 2,9 1970 4,575 1.9
1963 - 3,848 0.8 1971 4,443 3.7
1954 kg, 061 5.5 1972 5,172

1965 4,195 3.3

478.?% 2.2% growth

Spendable income rose 425 from 1548 %0 1972, a* an average rate of 1.4% a year. 1967 was
a high, with spendable income only surpassing chat level again in 1971, For 4 years
spendable income stayed the same or declined a little bit. By the end of 1972 spendable

Ancome had only risen 5.8 atuve the 1967 level,

However another way of fijurin~s spendable income is to add in other labor
income, health and welfare and pension payments and _ovcrnment transfer payments,
including social security, uncmployment and welfare, Then instead of figuring per
caplta income on the basis of those wor-ers who are actually working we also add in
the unemployed. (Retired woziers are not included; but the dsductions come from the
checks of active workers and are paid to the retired, a redistribution of- income within
the working class, Just as we cnly figure per capita on the basis of a worker with
three dependents, the per capita income can be consicercd a family average. A
statistical averaze like this has no material reality, Ii is a conception to show us
the trends,). In ihis case worker spendablec income rose 79% from 1948 to 1972, 2.2%
on a compound basis., There was only a 0,1% cdecline in spendable income in 1969, Trans-

'fer and other labor income was 13.2% of tctal working class income in 1948 and 38.7% .

in 1972, To ignore this trcmendcus addition to income would beverely distort the
true picture of: the working class sLandard of living.
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Bourgeois income per capita rose from $9,269, 1958 constant dollars, in 1948 to
$18,067 in 1971, an incrcase of 94,9% compared to an increase of 63,9 for the working
class. The average bourgeols income was 3.2 times a workers in 1948, 3,8 times a
workers in 1971, So inequality between the classes continues to grow., The average
figure for the bourgeoisic disguises of course the vast income disparities within the
class, From the humble gas station "owner", really a tenant of some giant oil company,
tottering on the verge of bankruptcy, to a Rockefeller, therec is a world of difference,
So we should also look at total class income. Bcurgeois class income rose 144,1% from
1948 to 1971, while working class income rose 131,87%.

To complete the picture and sce the class basis of consumption we have to look
at luxury good consumption, The capitalist's necessary consumption is his proprietor's
wage equivalent which cnables him to live at the socially determined level of a worker,
Anything else he consumcs is luxury consumption, Taking capitalist income after
taxes, the capitalist invests each year a certain sum in new capital, The amount he
invests is determined by the rate of profit, and his investment decision is one of
the key determinants of the system. We can find his investment from year to year
by looking at the growth of the total capital in labor time, which includes fixed
capital, circulating and variable capital, all of which make up net investment, and
adding to this the investment that replaced capital depreciation., Replacement of
depreclated capital plus net investment or the growth in total capital from year to
year, represents gross investment, or the amount the capitalist lays out,

‘Gross investment fluctuations violently from year to year, depending on profita-
" bility, down turn in the cconony, and many other social and political factors, Gross
investment as a percent of cost flow after taxcs varied from 48.1% in 1956 to 6,4%
in 1963, 1In rccession ycars it was low., Surplus value and capital consumption
allowances after taxes minus gross investment cquals luxury goods consumption, the
necessary consumption of capitalists being thc propriectary wage equivalent, Luxury
consumption varied from 90% of cost flow after taxes in 1949 to 51.8% in 1950,

Actually the sizeable magnitude of capitalists luxury consumption has theoretical
‘importance. Some revolutionaries have argued that if workers made any considerable
improvement in real wages, that is, cut into the ratc of exploitation, they would
cut down the funds available for investnent, something the capitalists would find
intolerable due to the falling rate of profit, the slow down of growth in productivity
and severe competition from abroad, :

Marx countercd the argument that rising real wages cut into investment more than
a hundred years ago in Value, Price and Profit, and the argument bears repeating,
Assume, Marx argued, an increase in real wages across the board, benefiting workers
in all industries, such as would result from messive class struggle, The immediate
effect would be to cut the ratc of exploitation and thus the rate of profit, since the
organic composition of capital or the turnover rate does not change abruptly - also.
But at the same time the new increases in rcal wages means a considerable increase in
demand, and windfall profits arc reaped by the capitalists producing consumer goods,
In the capital goods and luxury goods sectors, there are depressed profits due to
sharply higher labor costs., Capitalists then move their capital to the consumer goods
industries where better profits can be made, As a result cven capital goods are
needed to build up capital investment in the consumer goods industry, so the capital
goods sector is stimulated., The one area that suffers ie the luxury goods sector,
that did not face increcased demand, because profits were cut into, The net result,
according to Marx, when the system returns to equilibrium, is that there is more
capital investment in the consumer goods sector, some more in the capital goods
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sector and less in the luxury goods scctor, which shrank proportionately during the
process. Workers can enjoy the fruits of their higher real wages, according to Marx,
who explains that if prices rise equally all across the board rclationships do not
change, Marx examines the changes in prices that accompany the sizeable wage increases,
and concludes that strikes and struggles are a valid way to improve the living
standards of working pcople, as against the arguments of Citizen Weston, who thought
all real improvements for workers were impossible,

Luxury consumption made up from 24, 5% of the total consumption in 1950 to 42.5%
in 1963, This amount shouldn't be surprising when we consider that capitalist con-
sumption equal to that of the average worker is necessary consumption, and that the
capitalist class lives at a standard of living several times that of the average
wotker, In 1948 workers received 57,75 of spendable income, and bourgeois spendable
income per caplta was 3.0 times that of the avcrage worker., In 1969 workers recelved
66,2% of ‘the spendable income, an increase, while bourgeois spendable income per
capita was ‘2,5 times that of the average worker, But 1969 was a year of quite ‘high .
investment, with 41.4% of funds available being invested. That year luxury consumptlon
was 24, 9% of total disposable income, Luxury consumption represents that portion of
surplus value left after gross investment, Since gross investment fluctuates con-
siderably, luxury consumption does SO inversely,

DEPARTMENTS OF PRODUCTION

. ‘The development of 1nput—output tables enables us to determine fairly precisely
the Marxian Departments of Production. These are not the same as industries such as
steel or restauranting, or even broader sectors such as manufacturing or retail trade,
Instead they indicate the entire sections of capitalist production producing for a
common goal, For example we have seen how 33.4% of the stecel industry's 1963 output
went into goods ultimately destined for consumer use, while 37,1% was. used in fixed
capital formation, 2.3% for inventory growth, 9.4% was exported and 19.6% was used
ultimately by the Government. The output destined for each of these ends makes up
the steel industries contribrtions to the respective departments of production. The
output of & given industry can show changes in the departments of production it is
destined for over the years, Thus in 1965 32,2% of steel was part of the consumer
goods department, but it dropped to 30.1% by 1969, Over the same years, steel going
for military use rose from 5,9% of total steel production in 1965 to 6,4% in 1969,

We can see that a shift of output from one department to another does not mean shifting
production out of one industry (steel) into somethlng else (e g. aluminum), but
changing destinies of. products.

Using input- output tables we can find the employmunt in each industry that is
part of each Department of Production., Again for steel in 1963, with 841,000
workers, we know that 33.4% of the output will go ultimately to consumer goods so
we can say that one third of the workers or 377,000 are employed in the Consumer
Goods Department, Likewise 445,000 or39.4% are employed in the Capital Goods
Department, etc, By figuring the employment in each of 80 industries according to the
end use of the products we get the following results for 1965:

~ EMPLOYMENT BY DEPARTMENTS OF PRODUCTION 1965

Departments v | ' ‘Total Jobs in the Private Economy
IA. Fixed Capital Goods 5+952,000 9.,2%
IB, Housing and Inventory Goods 3,913,000 6.1%
II. Consumer Goods 45,607,000 70, 7%
III, Exports 2,905,000 4, 5%
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Iv. Government - : 6,100,000 9, 5%
IVM. Military 2,500,000 3.%
TOTAL - 64,477,000 100, 0%

Jobs here include both wage and salary workers, proprietors, and unpaid family
workers, The Military is included as a sub-Department of the Government Department,
We can see that the great bulk of employment is generated by the production of
consumer goods. This says that 70.7% of all vworkers employed by private industry
were involved in producing consumer goods, dlxeculy or indirectly. Only 9.2% were
involved in capital goods production, and 3.9% for military production,

On the other hand, the 45.6 million workers producing consumer goods are kept
employed by the effective demand generated by the wages earned in all four departments

of production, as wcll as by wages earned in the Government sector, Demand for
consumer goods is also generated by profits earned in the four departments that remain

after taxes and new investments for capltallst necessary and luxury consumption,
In this scheme luxury goods production would be a subdepartment of Department II,
but is not disaggregated.

The demand generated for the output of consumer goods is roughly proportionate
to the employment in the four departments., ¥We say "roughly" because the wages
in one department may be a little higher or lower than the wages in other departments.
Thus for the sultDepartment of War Production, it accounted for 3.9% of total private
employment in 1965, but accounted for 4.9% of the wages ard salaries because military
created employment is concentrated in relatively high paying industries like aircraft,
nonferrous metals, etc. '

Further, there is a relationship between the total employment of 6 million
workers in Department IA, capital goods and the level of capital goods investment
in the various departments. Besides an Input-Output Table, we need the use of a
Capital Flow Table. This shows the capital investment made in each industry, Thus
in 1963 out of $81 billion invested in plant and equipment, $1.1 billion w wag invested
in the steel industry, $343 million in the nonferrous metals industry, etc,
the same way we. distributed employment among the Departments of Production, we can
distribute new. capital investment, Thus for the steel industry, since 33.,4% of output
belongs in Department II, Consumer Goods, so too 1/3 of the new investment of $1,1
billion or $281 million is investment in Department II. The results of capital
investment broken down in the various Departments of Production is shown in the
following table. Here Department I is shown as a whole, that is, it does not
separate out fixed capital investment from inventory growth and the housing industry,

1963 PRIVATE SECTOR

: Employment Capital Investment ($1000)
I. Gross Private Domestic ’
. Investment 7,981,000 16,2% 8,826,000 10,9%
ITI, Personal Consumption
Expenditures 33,151-000 67,3%% 61,406,000 75.5%
III, Exports ) 2,147,000 4,4%. 3,366,000 b, 2%
IV, Government ‘ 5,996,000 12.2% 7,370,000 9.1%
TOTAL 49,275,000 100. (% 80,968,000 100, 0%

ISurvey of Current Business, 8/ 71.
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None of the output of Department I is sold to the Government, since the data is
arranged that all output sold to the Governacnt is in Department IV. -So machine tools
that will be used in Government armories.are part of the output of Department IV' We
can see that in 1963 considerably more capital went for investment in Department II
than its share of. the. total employment, and a correspondingly less: share of capital
investment went to the other departments of production. The amount of investment.
in any industry fluctuates quite considerably with the rate of return on investment
(rate of profit) in each industry, so 1963 tannot be taken as typical year of any year,

Department III Exports and Department IV Government are different in that thelir
demand is determined outside of the system. Export demand is determined abroad and
Governmental demand . is determined by political decisions of the State or the nature
of Government expendi'buresn

At this point we can clarify the relationship of ihe Governmental sector to the
private sector, Back in 1948 24% of the net national product was paid in taxes,
By 1971 33.6% was paid in taxes, In 1948 the effective tax rate on the working -
class was 17,56 and workers paid 38.0% of the total taxes., In that year the effective
rate on the capitalists was 31.9% and they paid 62.0% of the total taxation, By
1971, workers were paylng an effective rate of 32.1%, almost double, and 47,2% of
the total taxation, while capitalists paid 36.4% of their income, and accounted for
50,8% of total taxationu We can see tha® labor’s weakness in the political realm
has led to a: drastically higher tax burden on working people, and- shifted the overall
balance of taxation onto thelr shoulders.

From the viewpoint of the_private capitalist system. the Government contributes
both a drag on demand and a supplement to it. New wealth created in the private
sector is removed by obligatory taxation to the extent of 30%. This cuts down
considerably on what the working class has to spend, and what the capitalist gets to

" keep of his surplus value, In this way demand that originated in the private sector

is reduced, On the other hand the wages of government workers (after they pay taxes)
is avallable as additional demand, and government purchases’ of goods and services
from the private sector supplement demand.

Not all the money paid in taxes returns to the capitalist sector in the forms
of government workers salasries or government purchases. There is the considerable
overhead of running the statei prisons, courts, administrative bureaucracy,
diplomatic corps, etc, Further government expenditures return indirectly in the form
of social capital and social services. Eighway building and the maintenance of ports
and alrports are clear examples of the government collectively carrying out operations
too unwield}y or expensive for private enterprise.- Social services include schools,

public hospitals, etc., which benefit working people as well as the capitalist class,

Conceptually it makes sense to speak of government industry, which employs Government
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workers to produce for the state, By and large in the United Statcs the Government

does not sell its goods on the market but distributes them as scrvices, They are not

free of course, since they are paid for indirectly through taxation, An exception

to this is Government enterprise, which on a federal level includes the Tennessee

Valley Authority, and on a state and local levecl various transit authorities, municipal
utility companies, etc., Thesc sell to the privatc scctor, and make what the government

calculates as a profit (or loss) which recturns.to the Government coffers or is used

to refinance the enterprise in question. DPsrt of government enterprise are extensive

armories that purchasc capital cquipment, raw materials and semi-finished products

from the private sector to which they add the labor of government workers to make

weapons for the use of the state,

The relationship between the Government and the private sector has led to con-
siderable confusion among liarxists on the question of profit production, - One school
of thought argues that since military production does not re-enter the cyecle of
capitalist production, but instcad is economically speaking waste and a drain on the
system, therefore thc output of the private sector sold to the government is non-
productive output and does not contrlbutc to profit production. :

Mllitary purchases make up 5 - 6% of the total demand of the private sector. But
the wages of workers who owe their jobs to military gencratcd cmployment make up  10%
of total wages, and thus of demand for consumer goods. Further the wages -of all
government workers and those workers in the private sector who owe their jobs to
Government purchases (workers in Department IV) make up 30% of all wages and of
consumer demand, If someone wanted to argue that all sales made by military contractors
were for nonproductive purposes, and thus could not embody profits, they could just as
well argue that wages earned in the Military Department of Private Production were
made in the course of nonproductive output, and thus the demand generated by them
could not create profit, ete,

~ In fact the argument that no profits are created in Departnent IV or in the
Military Goods Department is highly philosophical and spurious. It argues that military
goods are waste, they do not re-enter the system, and aren 't necessary., . Along the
same line of thinking consider luxury goods consumption, Marx deliniated three
Departments of Production: Capital Goods, Consumer Goods, and Luxury Goods, Luxury
Goods were consumed by the capitalist, but were not necessary to keep them alive and
functioning, but were a result of their ostentatious living and the consumption of
surplus value which could not profitably be invested. Never did he argue that no
profits were generated in Department III, although luxury goods do not re-enter the
cycle of production and are as much waste economically” as military production,

In the course of luxury goods or military hardware, surplus value is added by
productive workers, This surplus value cannot be realized for the capitalist unless
it is sold on the market, It makes no differencc to the capitalist whether it is
sold to the state or a non-capitalist purchoser (slaveowner, feudal lord, bureaucratic
collectivist trading company) as long as he gets money which can be exchanged for
commodities in return, We have already seen that the output of any industry can vary
between the departments of production it is destined for according to changes in the
source of demand, Yet nothing has changed in the productive process itself, Surplus
value is determined in the course of production; not through the course of exchange,
though it can only be realized through exchengs. It is absurd to think that the
same goods produced in the some way by the same workers contain surplus value when sold
to a capitalist who will sell them in turn to another copitalist and finally to a
consumer, but i1f the last capitalist sells them to the Government they no longer
contain surplus valuc, and suddenly become non-productive,
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The situation is that government industry itself is non-productive, non-profit
producing., Thc school systems of the country, for example, do not sell their services
on a market (private schools'do so , however) but arc run off the procceds ef taxation,
Goods and services produced in government industry by gbvernment workers are not’
commodities since they are not sold on a market and contain no surplus value and

.no profit (with the exccption of government cnterprisc, again). The asscts of govern-
ment "inddstry such as machine tools, raw materials, plants, ctc., are not.capital since
they are not used to prodiuce surplus valuc, Yet the purchases by Government-Industry
from the Private Sector arc effective demand and contribute in an important way to
maintaining the level of output in the private scctor and contribute to profits and
wages there. - ’

We want to measure Government and Military purchascs as a percent of gross private
product, We figurc the latter by taking “the income originating in the private sector
(wages and surplus value before taxes) and adding depreciation for the year, To
calculate Government purchases from the private sector we talke the figures for
purchased goods and services, which includes "scrvice” from Government Industry, and
subtract Gross Fational Product originating in Cencral Government to get-Government
purchases from the private sector. From Department of Defcnse and Atomic Energy
Commission purchases, we subtract weges of military and civilian personnel to get
purchases from the private sector. (For 1948 to 1951 estimates were made using a
fixed ratio derived from labdér yecar of total government wage and salary expenses to
the straight wages of military personnel). LB

We can see that Government Purchascs from the privatc sector reached a high

during, the Korean War.at 15,2%, and a second high during the Vietnam War of 13,%.

The long term trend is definitely upward, lMilitary expenses hit a peak in 1953 during
. the ‘Korean War of 10.,1% of the gross private product, The Victnam War years saw a peak
of only 6.6%, less than many pre-Vietnam War years. Arms purchases from the private
sector are definitely of less importarce today than a decade ago, For one thing,

. both the Johnson and Nixon Administrations were willing to Eold back on the nuclear

deterrantwhile maintaining the Vietnam Var ot o high level,

-The total impact of Government spending in the crecation of jobs in the public
and private sector can be seen from the following table. Unfortunately the same
material is not available for carlier years, The very considerable contribution of
Government and Military purchases is clear, with one out of four workers working
directly or indirectly for the Government, ' 2

YEAR| TOTAL ~ GOv'T = Gov'T ! TOTAL GOV 'T}: DOD DOD % | UNEM- | UNEM- | MILITARY
- JOBS | CREATED JOBS | GOV'T | % OF | CREATED| OF - PLOY- | PLOY-
«| .CIVIL- | PRIVATE CREATED| TOTAL| JOB3S | TOTAL |MENT |MENT
IAN & i JOBS | JOBs : % OF
MILITARY | TOTAL
LABGR
EORCE
1962| 72.8 6.1 12,2 | 18,3 {251 '6.9 9,5 3.9 5.4 2.8
1963 | 73.4 6.4 12.4 18.8 25.6 | 6.4 8.7 4,1 5.6 2.7
1964 | 75.0 6.4 12,8 |19.,2 25,6 { 6.3 |84 3.8 5.1 2,7
19651 77.3 6,1 13,2 | 19.3 25.0 1 6.3 8.2 3.4 kb4 2.7
19661 80.4 6.3 14,5 20.8 25,9 | 7.1 |8.8 2.9 3.6 3.1
1967} 82.3 7.4 15.2 | 22,6 27.5 | 7.8 9.5 13.0 3.6 3.4
1968 | 84,3 7.8 15.7 | 23.5 27.9 | 8.1 9.6 12,8 |3.3 3.5

TRichard P. Oliver, "The Employment Effects of Defcnse Expenditures," Monthly
Labor Review, September 1967, pp. 9-16.



1969 | 86.6

6.6 16,2 22,8 26,3 | 7.6 8.8 2.8 3.2 3.5
1970 | 86,1 6.9 16,1 23,0 26,7 | 6.8 7.9 4,1 L,8 3.2
1971 6.7 16,0 22,7 6.1 5,0 ° 2.8

Manpower Report of the President, 1972, p. 284; Patterns of U.S. Economic Growth. PP.
98-99; Projections of the Fost-Vietnam Economy, 1975, p. 5.

If the unemployment situation is examined since 1948 we can see that it was at its
lowest during the Vietnam War, U.S. capitalism seems to have no other method than war to
keep the unemployment levels under 4,0% (Unemployment here is figured against the
total labor force - civilian and military, The military employs at a poverty wage
those who would otherwise be seeking jobs), o

Fufther, we can go furthcr and show a direct link betwecn the cutback in arms
created jobs and recession. The Nixon Administration demonstrably admitted as much
in the Manpower Report of the President for 1971:

Overall, had there been no recduction in defénse related employment,
there would have been about 800,000 more public and private jobs in
1970 than in 1969, In fact, there were som¢ 140,000 fewer jobs,
Excluding the Armed Forces, defense cuts converted a potential in-
crease of about 500,000 to one of only 160,000, (p. 156).

, Military created jobs of course are not evenly distributed throughout the
economy, but have a big impact in a few key areas, such as o¥dnance, aircraft,
communications equipment, clectronic components, transportation, and ship building.
These six areas accounted for 45% of the jobs created in the private sector in 1970,
and are particularly dependent on fluctuations in military spending. Key capital goods
industries are highly dependent on military spending. Thus steel had 6.2% of its
employment created by military spending in 1970, the noriferrous metal industry 10.%,
the machine products industry very significant 20,4%, and the metal working machinery
and equipment industry 7.5%4. Expenditurcs on educatlonion the other hand had their
biggest impact in the furniture and fixturcs industry, where it generated 10.9% of
employment, It did however account for 6,8% of construction employment, The question
is often asked why can't capitalism build schools and hospitals instead of preparing
for war. Whose vital interests would be effected by such a move are indicated by
the following table. We can see that one billion dollars spent on arms in 1970 created
91,600 jobs all together, with 37,000 of them in the private sector. One billion
spent on education, however, created 123,300 jobs, 35% more than arms, but only 18,300
in the private sector, half as many., Those jobs mean profits too, and we can see why
those industries heavily dcpendent on military spending might oppose major shifts in .
government spending towards education, The same billion dollars spent on health,
welfare, and sanitation created 109,400 JObS, less than education, but still 19% more

~ than arms. It would create 40,000 private jobs, more even than defense, Thus we can
see why money spent on medical carc and the environment might well meet the approval

. of some sections of the capitalist class. It is further clear that arms and education

. spending, have quite different 1mp°cts on various industries, and that quite sudden

. changes in spending could throw large numbers of workers out of work. The ties of

. the labor bureaucracy and unfortunately many workcrs to such projects as the SST is

.. sad testimony to the lack of any strong altcrnatives being posed in the labor movement,
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PER BILLION DOLLARS OF GOODS AND

(Thousands)

Jobs in Jobs in Jobs in

‘ all private public

scctors scctor sector

411 sectors 83.9 69.6 14,3
Private scctor 78,7 78,7 - -——

" Public sector 100.9 34,0 : 66.9
Federal Government 89.5 37.7 51.8

' Defense 91,6 37.0 - - 54,6
Nondefense 82.7 39.9 - 42,8
State and local government - 110,4 31,0 79.4
. Education 123.3 18.3 105,0

Health, wclfare, and :

sanitation 109.4 40,0 69,4

4ll other 98,0 40,5 57,5

T Preliminary
Includes government enterprises.
Estimates by Department of Labor, Bureau of Labor Statistics;

SOURCE

Manpower Report of the President, 1971, p. 159.

One measurec of thc impact of arms expenditures is their effect on various

sectors of the cconomy.

"of direct purchases attributable to military purchases,

The following chart prepared by the Pentagon shows the percent

0f course the addition of

indirect purchases would raise the figures consideratly, but they give an idea of the
magnitude of the military impact on the cconomy.

DEFENSE PURCHASES AND GIP BY IMAJOR TYPE OF PRODUCT
($ in blllions)

Durable goods

Aircraft A1l ‘Federal,
& ord, i other Total Non- state
. (incl, durable| durable | durable | & local | Other Total
Calendar years | missiles) gocds |° goods voods- ‘payrolls Services Structures GNP
BN | .
1958 US total '|$ 16,8 62,6 | $79.4 .--$124.8 ! $35.5 $83.3 $u1.7 $364.6
Def. purchases| 14.3 5,2 | 19.5 L,5 ‘ 15.6 6.1 ' 48,7
Defense % 85,1% 8.7 2M.6% 3.6 | 43.9% 7.% 7.2% 13.4
1956 US total |$ 11.6 |$ 78.7 I'§90.3 |$135.1 | $40.7 |$101.6 | $51.5 | $419.2
. Def, purchases| 8.7 y.6°1 13,3 1 k1 15.6 5.5 - 1.8 40,3
Defense % - 75006 |, 5.8 1T ) 3,05 | 38,3 5.7 3. 55 9.6
1961 US total |$ 15.2 |$ 81.3 | $96.5 |3165.8 | $56.6 |$142.9 $58.3  1$520.1
Def, purchases|- 11.5 . 27300 018,880 . 3,5 1 17,7 5.6 o 242 47.8
Defense % 75.% 9.0%) 19.%% 2,1% | 31.3% 3.9% 3.8 9.2
1964 US total |$ 17.6 | $109.4 |$127.0 |$192.4 | $70.0 |$174.2 $68.8 | $632.4
Def, purchases{ 11.8 7.0 18.8 3.5 20,4 6.0 1.3 50,0
Defense % 67.0% 6.4 14,873 1,87 29.1% 3.4% 1.9% 7.5



1968 US total :1;25.& $149,1 | $174.5 | $255.0 l $104,7 $241,9 $88,1 $86442
Def, purchases | 17.3 11,3 28,6 5.2 30,2 13.1 1.2
Defense %‘ 55.5% A7 13.7% 1.% I 26.% b, %, 1.3%

1970 US total |$26,7 | $153.5 |$180.2 ;$288,1 i $126.5 | $283.8 $95.5
Def. purchases | 14,9 9.8 | 24,7 3.7 | 333 12.3 1.4
Defense % 55,86 6.4 13.7% g 1.3% ' 26,%% L,3% 1.

1971 US total | $25.1 | $168,6 |$198,7 |$300.5 | $140.6 | $303.1 $108.9 | $1,046
Def, purchases | 13,0 8.9 21,9 3.8 35.3 9.1 1.3 71
Defense % 51.8% 5.3 11.3% 1.% 25.1% 3.0% C1.2%

1972 US total |$24,2 | $195.3 |$219,5 |$317.2 | $155.9 | $325.1 $127.8 [$1,14

Def, purchases | 13.3° 9,4 22,7 L,s 36.5 10,6 1.5 7
Defense % 55. %‘ 408% 10.3% 15146; 230/ Zl 30% 1-%

Even when aircraft and ordnance is scparated out from durable produc*t, the impact
is quite sizeable, Consider the comparison of the percent of durables going to arms
compared to the percent of thc gross ‘private product going to arms.

Percent Gross Private Percent Durables Otherl
Products to irmy : Than Aircraft & Ordnance.
to Army ‘
1953 10,15 8.H
1956 C 6,63 5.8%
1961 6,67 9.0%
1964 6,55 6.4
1968 6.4% 7.6%
1970 5.0% 6.4
1971 - 5. 3%
1972 """ }4’- 7o

As the share of arms purchases from the privatc scctor dropped, the impact on the
non-aircraft ordnance durables rose, The overall impact in durables remains quite
considerable up to 1972 with 10,3%. Again this excludes indirect impacts.,

Towards the end of the Vietnam War some articles appeared arguing that military
spending was less profitable than commercial work, and the shakiness of Loekhced and
Grummen seem to back this-view-up.  In 1971 the General Accounting 0ffice of Congress
released a study on the profits of military contractors for 1966-1969., It covered
half of all defehsc procurment and 0% of all awards over $10,000, The study compared
the military profits of thec companies to the commercial profits of the same firms,

Here twelve firms are separated out that account for more than 535 of total
Department of Defense:contracts for aircraft, missile, and space products  during
the period studied, The total sales of these 12 companies was over $9 billion, with
80% of the sales being for aircraft, missile, and space products.

}U.S. Departmont of Defense, The Economics of Defensc Spending: 4 Look at
Realities, July 1972, p. 58, ‘ ,
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1966-69 EIGHTED xVERuGWS IF BILLIONS

Sales 12 Large Compunios Other 62 Companies Total 74 Companies

DOD $9.1 $14.6 $23.7

Commercial : 9.0 57 .
o : S 19,9 " - $73.9 L $93.8

Profit as % of Total ‘ '

Capital

DOD 12, 9% o 10.4% 11, 2%

AEG, NASA, Coast Guard 20,8% - 11,1% 19.0%

Commercial 10,0% : , 14,64 14,08

Profiﬁ before taxes ' H

% of equity

DOD . 28,08 18,% 21.1%

AEG, NASA, Coast Guard b3 2% 18.9% 27.5%

Commercial 17.8% 23.6% 22, %

Ibid, pp. 172, 173

We can see that the profitabilitybdf Military work is about equal to eommercial
work, and for the 12 large contractors it was considerably.more profitable, especially
on equity, whereas for the other contractors it was a little lgss'profitable.

The average profit before taxes on equity for all dfrable manufacturing corpora-
tions with assets over $1 billion was 23.3 for 1966~-69,~ so the military dominated
corporations did about as well as the corporations in the same size range (21.1% in
their military work, 22,9% in their commercial work),

The General Accounting Office made the following ‘significant conclusion:

The major factor causing the rates of return on contractor capital
investment for Defense and commercial work to be similar was the sub-
stantial amount of capital provided by the Government in the form of
progress payments, cost reimbursements, equipment, and facilities,
This reduced the capital investment required from the contractors for
Defense work.,

Quoted in Ibid, p. 172.

In other words, the Government puts up sizeable amounts of the capital stock the
contractors can make a profit off of, These capital stocks are called Government
Owned-Privately Operated (GOPO). In 1969, the last .year for which data 1s available,
the current replacement valuc was $11.6 billion for the net GOPO stocks, or 1,9% of
the total stocks. - But in 1948 they were equal to 7.3% of thé net stocks, but have
declined at a steady rate ever since.

We could conclude that the rate of profit for 1948 was 92.9 - 1.7,

282.7 +11.7 ~
Financlal Report fcr Manufacturing Corporations, FTC-SEC, 1st
ﬁuarterly 1970, p. 89, 68, 67, Table 5. Simple average. .
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as opposed to 32.9% if we exclude the GOPO stocks, and for 1968
327.1

987.3 + 11.6 ~ 36.0% as opposed to 36.5% without the GOPO stocks. But
the rate of profit is only figured on the capital owned by the capitalists,
not on what is contributed gratis by the government. That the government
contributed 7.3% of the capital stock in 1948 and 1.97 in 1968 only
shows ics largess to the capitalists, and at any rate only benefits a
tiny ‘number of capitalists, mainly arms contractors. It is important
to measure the impact of government spending and especially military
spending on the various sectors of the economy. Data for 1970 shows
25.7% of all jobs created by Government, with 8.17% created by the military.
92.6% of public jobs are created by government purchases, the remainder
by private purchascs from government enterprises. In agriculture,  only
3.4% of jobs are created by government, while in mining, it is 16.1%,
one out of six, with 5.5%7 created by military spending, and in construc-
tion' 30,9% with 25.1% crecated by state and local spending. 16.0% of -
manufacturing jobs are created by government spending, 3,211,000 jobs,:
or one out of six. Half of these, 8.1% of the total, are created by
military spending. In the steel industry, 16.8% or 157,000 jobs are
created, with 6.27% crecated by wmilitary spending. 2,622,000 jobs are
created in the services, 6.27 with special concentrations in transpor-
tation and warchousing, 16.0%Z and Business Services, Research and
Development, 19.60% between them one million jobs. All in all govern-
ment spending clearly has a considerable impact on the cconomy.

In the vital capital goods sector, im 1971, 56.4% of aircraft
employment was created by military spending, 20.3% of other tramnspor-
tation equipment (mainly ships), 17.7% of machine shop products, 10.4%
of scientific instruments, 8.8% of electrical industrial equipment,

6.9%2 of metalworking machines and 7.2% of primary nonferrous metals.
The capitglpgoods industrics are the most volatile in..the economy, subject

to violent fluctuations in investments, and,ﬁere military spending
provides a crucial  floor. ' , .

Government expenditures have 2 tremendous ceffect on working class
purchasing power. iilot only do the salarics of government workers add
to purchasing powcr, but government purchases from the private economy
generate wages there directly and indircctly. Finally government trans-
fer payments such as social security, unemployment insurance, and the
like add very considerably to working class income. 1In 1970 the
Government generated 29.47%7 of all wages. But when transfer payments
are added, Goverament crcecated 33.9% of worker disposable income, a
tremendous amount. In 1570 workers paid $152.5 billion in taxes, 32.3%
of the average workers gross income. The new after-tax worker income
generated was 10% greater, $168.J billion. What has happened is
_income distribution within the working class. The $168 billion in
post tax income is not generated siwply by direct government spending,
but is the result of indirect employmcnt created to supply government
contractors as well. licanwhile the working class receives ccrtain socilal
services -as a result of thesc expenditures, suclh as schools, public
hospitals, etc. HowcVer; tlie workers employed in private industry as
a result of goverument industry are exploited and contribute to the
surplus valu- of tncir capi:alists.

Ye ¢an further add that the 19. 3 of private jobs created by govern-
ment spending means 107 of .capitalist profits come from government
spending, and also 10% of capitalist consumption. The very fact that
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workers income is reduced by 32.3% shows the regressive way in which state
monopoly capitalisn can maintain the income of the working class. It

is ‘notcworthy that transfers contributc somc 30% of this new incozme,
risiangz to 32.02% in"thc roeccssion yecar of 1970. Through the ‘tremendous
floor of government purchases from private industry, cspecially the
vulnerable capital zoods scctors, the effect of goveranent expenditurcs

in adding 40% to total working class purchasing power, and the role of
such nm2chanisms 28 unemployument insurance whiclhi takoe effeect in recessions
the system nas becn up to now to prevent down turns in the business cycle
fron -deepening into a depnraession.

Total
i % “Employment
Primary iroa and stcel 42,290 4.7% _ 357,260
Primary nonferrous : 27,790 7.2% ~ 7 386,600
letal containcrs 1,400 1.7% B 81,400 °
Heating, plumbing, structural 11,500 2.3% 497,000 ’
Stampings, bolts 22,400 6.8% 327,600
~ Other fab. mectals : 19,830 4.5% 439,800
Engines and Turbines : 6,600 6.1% 109,000
Arm Hachinery 900 7% ' 123,200
Construction, mining, o1l field : o
machinery 5, 80 3.0% " 191,400
Matcrials handling mach. 5, 300 5.1% 86,300
Hletal working machines 12,390 6.9 285,800
Special ind. machincs 3,129 1.7% 181,800
General ind. machines 14,400 5.5% 261,700
Machine Shop Products 36,590 17.7% 206,500
Office, Computins cquipment 10,1929 3.8% : 265,700
_ Service industry equipment 2,500 1.3% ' 135,260
Electric ind. equipment 36,7973 8.8% 415,700
totor Vehicles 12,309 1.5% ’ 316,500
Aircraft : 345,3C0 56.4% . 612,800
Other transportation A R
equipment 65,000 20.3% 313,809
Scientific instruments 29,2090 10.47% . 280,700
Statistical, photo equipment 11,009 6.9% 159,109 - -

671,590 6.8% 3,816,000



IMPACT OF GOVERNMENT ON JOBS 1970

Pora 33

Manpower Report of the President, 1971, pp. 154, 158

Fed. State Total
$ilitary Non-Military & local Total Jobs Created
TOTAL 8.17% 2.2% 15.4% 25.7% 22,260,000
PUBLIC 26.2 6.3 60.1 92.6 14,966,000
PRIVATE 3.9 1.3 5.1 10.3 7,294,000
"AGRICULTURE 1.7 -0.6 2.3 3.4 126,000
MINING 5.5 1.2 9.4 16.1 106,000
Nonferrous 12.3 2.2 - 14.5 9,000%*
CONSTRUCTION 2.7 2.2 25.1 30.0 1,229,000
MANUFACTUR-
ING 8.1 1.9 6.0 16.0 3,211,000
Lumber &

Wood 15.4 - - 15.4% 101,000%
Furniture 16.6 - - 16.6% 24,000"
Printing 12.4 - - 12.47% 147,000%
Paints 15.1 - - 15.1% 11,000+
Stone & Clay 18.4 - - 18.4% 87,000"
Primary iron 6.2 1.7 8.6 16.8 157,000
Heating, '

Plumbing  18.8 - - 18.8% 98,000%
Ordnance 67.2 18.2 - 85.4% 221,000%*
Primary non-

ferrous 10.3 1.3 So= .0 11.6% 48,000%*
Metal work=- v

ing mach. 7.5 2.0 : - - 9.,5% 33,000%
Machine Shop ot
. Prod. - 20.4 _ 4.5 - 24 .,9% - 61,000%*
Electrical

Industry . .

Equip. 11.2 2.8 ‘ - 14.0% 61,000%
Radio, TV, 5

Comm. 30.3 4.3 - 34.6% 221,000%
Electronic ' » N

Components 24.2 4.2 - 28.4% 105,000%
Aircraft 51.3 8.1 - 59.4% 425,000%
Other tranms.

equip. 14.3 3.9 - 18.2% 59,000%
Scientific & .

Control

instru. 11.1 4.3 - 15.4% 44,000%
SERVICES 2.2 1.0 3.0 6.2 2,622,000
TRANS. &

WAREHOUSIUG 7.5 1.3 7.2 16.0 459,000
WHOLESALE &

RETAIL 0.9 9.3 1.5 2.7 485,000
BUSINESS

SERVICES

R.& D. 2.6 3.2 9.8 19.6 608,000
MED. & ED.

SERVICES 2.2 2.4 1.5 6.1 385,000
* Federal only +State aad local only

.

/
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JOBS ATTRIBUTABLE TO FEDERALv?URCHASES OF GOODS AND SERVICES FOR DEFENSE

AND NONDEFENSEl}.BY MAJCR SZCTORS AND SELECTED IHDUSTRIES

" . 'Thousands of jobs % of all jobs in sector
- o or industry
. Sector &. Industry. TotallUcfensc Won- Total| Defense idon=
S L bR Lefense . Defense
. Total 8,222 7,913 1,309 | 10,3 8.1 2.2
Public Sector. 5,249 4,229 1,620 32.57 26.2 €.3
Federal Govermmant 5,213 4,212 11,001 36.0 69.5 16.5
Civilian : 2,053 1,052 1,001 70.8 36.3 34.5
Gen'l gov't. 2,008 1,020 ! 968 |130.0 ; 50.8 ' 49,2
Gov't enterpriscs 45 32 1 13 5.0 3.6 | 1.5
Military 3,160! 3,160 | - 100.0 {100.0 | -~
State & local gov't .36 17 19 0.4 0.2 0.2
Gen'l zov't . - - s - - - -
Gov't enterprises . 36 17 19 7.1 3.3 3.7
Private sector - 3,673 : 2,784 i 889 5.2 3.9 1.3
Agriculture . g 41 65 .! =24 1.1 1.7 -0.6
Mining ‘ ; 44 36 | 8 6.7 5.5 1.2
Nonferrous metal ores | 9 8 1 14.5 12.3 2.2
Construction . 202, 111 91 4.9 2.7 2.2
Manufacturing 2,011 1,626 ' 385 10.1 8.1 1.9
Ordnance & -accessories | 221 174 47 85.3 67.2 18.2
Primary iron & steel i 74 58 .: 16 §.0 6.2 1.7
Primary nonferrous = . . . ‘
‘metals : : i 48 43 .. 6 11.6 | 10.3 1.3
Metalworking mach. & : i
equipment i 33 . 26 7 1 9.5 7.5 2.0
Machine shop products . 61 ! 50 11 24 .9 20.4 4.1
Elec. indus. equip. & ¢ ' ; i
_ apparatus i 61 49 12 14.0 | 11,2 2.8
Radio, TV, & Communica- | . : 3 -
tion equipment 1221 193 28 - 134.6 | 30.3. .42
Electronic components : |
& accessories : 1057 89 16 28.4 | 24.2 4,2
Adircraft & parts | 425 367 i 58 59.4 | 51,3 8.1
Other trans. equipment 59 46 13 13.2 14.3 3.9
Scientific & controlling i !
. dnstruments... ...... 1 _h4 32 12 15.4 ; 11.1 4.7
Services 25375 ! 946 = 429 3.3 2.2 1.0
- Trams. & warchousing .. ; 25%I | 214 37 8.8 7.5 1.3
' Wholesale & retail tzia . 221 166 55 1.3 0.9 0.3
Hotels; pers. & repair - vl ; -
services, exc. auto i 108 | 72 - 36 ! 3.7 2.4 1.2
Bus. serv, research & : ! ' {
development i 304 0 204 1100 9.8 6.6 3.2
Med. & ed. scrvices & § ' ! |
nonprofit org. b 290 | 137 153 4.6 | 2.2 2.4
'y i

1Defénse includes thc Dept. of Dofemsc & the Atomlc Encrgy Commission;
nondcfense includes all other functions of the Federal Government.

5
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Gov't | avp | Gov't Gross | Gov't | DOD | poD %

Purchases | Origina- | Purchases | Private | as % of| Private . of Gross

. Goods & . ting in P from - Product |} Gross. Purchases, Private

Services Gen'l ! Private Private | Product

Gov't i Industry Product i
T S . | &
1948 31.6 17.4 ! 13,2 237.6 S5.6% N % 2,0%
1950 37.9 20.9 . 17,0 260.0 | 6,5 6.5 i 2.5
1951 59,1 274 0 31,7 296,7 | 10.7 20,5 | 6.9
1952 7947 3.2 | 43.5 309.3 | 14,1 30,1 9.7
1953 81,6 3.9 1 49,7 326,5 | 15.2 33.1 10,1
1954 74.8 3.5 42,3 324,7 | 13.0 26.3 8.1
1955 .2 3.2 | 40.0 ro354.3 | 11,3 23.3 6.6
1956 78,6 36,6 b2 0 | 373.3 | 11.3 2,7 6.6
1957 86,1 39.1 47.0 i 392.2 12.0 28.3 7.2
1958 9,2 h2,1 52.1 39L.8 | 13,2 29,6 7.5
1959 97.0 Wy, 3 52,7 Lo7,7 | 12,3 29.3 6.9
1960 99,6 47,5 ©o52 1 433,3 12,0 27.9 6.4
1961 107,6 50,9 L5670 455,2 1 12,5 30,1 6.6
1962 117.1 5,7 Po62.4 487.9 12,8 33.0 6.8
1963 122.5 58.1 6, L 512.7 | 12.6 31,8 6.2
1964 128.9 63.0 b 65.9 57,1 1 12,0 29.6 5.4
1965 137.0 67,8 ' 69.2 593.8 | 11,7 28.9 4.9
1966 156,8 76.6 . 80.2 648.8 | 12,4 35.9 4,0
1967 180,1 85.3 I 94,8 683,1 | 13.9 45,0 6.6
1968 199,6 . 94,9 . 104,7 7509 13.9 48,1 6.4
1969 210,0 103,8 , 106,2 803.2 13.2 L6,2 5.8
1970 219,0 114, 7 ; 104.3 834.9 12.5 41,6 . 5.0
1971 232,8 124,8 | 108.0 900,1 | 12.0 37.1 L1
1972 254.9 136,1 I 118.8 985,4 12,1 39.3 4,0
1.1 1,7 3.11

GOVERNMENT INTERVENTION IN THE ECONOMY -

Governments are playing an increasing role in the economies of the advanced in-
dustrial countries as the following table shows:

GOVERNMENT EXPENDITURES ON GOODS & SERVICES % OF GNP

! v : : ; Military Military
1870 1913 . 1938 | 1950 1965 | 1965 | as % of
; : Gov't »
Expenditure
, ‘
Belgium ‘ 9.8 | ‘12.8%2| 3.0% 23.4%
Canada L, &3 l 8.1% 10.9% 10.6. 13.8 3.2 23.2
Denmark 9.3 10,3 . -15.4 2.9 18.8
France i 13.0 12,9 | 13.3 5¢5 41,4
Germany 5.9 8.7 23,1 4.4 15,5 44 28.4
Ttaly 8,1 9.7 15,7 11.1 14,7 3.4 23,1
Japan 6,8 9.1 25,0 9.3 0.8 8.6
Netherlands ) ; - 11,4 12.6 15,9 3.9 . 24,5
Norway. 3,8 | 63 | 99 | 106 | 170 | 37 | 2.8
Sweden. . L7 | 5.6 10.4 Ty I%.9 19,37
Switzerland . ' : , 11,8
Great Britain L,o 7.0 13.0 15.6 16,7 5.9 35.3
USA 3.7 b,2 18, 10.6 17.4 7.6 43,7
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USSR 21,6 23.0

‘We can see that military expenditures. .meke up a large part of government expendi-
tures, especially in the largest capitalist countries, the US 447, Britain 335, France
U41% and Germany 28%, The big exception is Japan with 8,64 of its government expendi-
ture spent on arms, less than 1% of GNP,

‘EFFECTS OF WORLD COMPETITION

As the economies destroyed in World War II werc rebuilt after the war, they first
developed their home market. At that time the US was the domineering force in world
trade, Soon the formerly destroyed countries began to expand their trade with their
neighbors, Japanese imperialism took over the trade of the SouthiEast Asien countries,
Pirst the Iron and Steel Community wes formed in Burope, later.the Common Market,.

By the late 1960's the uneven development of the advanced capitalist nations began to
manifest itself in world tradec and in increasing -economic dislocations.,

From the viewpoint of US capitalism the changes have been great enough. In
1950 US auto production was 76% of the world total; by 1970 it was only oﬁeethird.
In 1950 the US produced 47% of the world's stecl,by 1970 20%. At the .end ‘of World
War II the US was the only shipbuilder, now it produces less than 2% of the new
ships, The US was for many years the number one machine tool builder in the world,
now it is number four,l In terms of its proportion of the world export market,
the US share has dropped in the last decades

WORLD EXPORT TRADE

1960 1971
‘United States 15.9% 12,6%
EEC 24,6 3042
Great Britain 8.2 6.4
Japan 3.1 6.9
Other Developed 13,4 13.9
Less Developed 22,0 18,8
Communist 12,8 11,2
Total 100, 0% 100. 0%

Trade within the EEC accounted for 34% of EEC trade in 1960, 48% in 1971. Russian
trade with Communist countries aescounted for about 6%%., International Economic
Report of the President, 1973, p. 7.

The share of Britain in world trade also dropped, while that of Japan and the
Common Market rose, US manufacturing exports showed an even more dramatic decline,
They were 27.7% of world manufacturing exports in 1958 and went down to 19.9% in 1971,

The late 60's wgsfa period of uncqual rates of inflation in the advanced in-
dustrial countries which influenced their price competitiveness on the world
market. Pirst we can examine how the US stood compared to its major competitors

. in 1964, : o
Iﬁ;élfﬁﬂitinationalsz The Dimning of America, AFL-CIO Maritime, Trade Department,
1973, p. 65. : ¢ o

2
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(vs = 100)
US Great Britain EEC W. Germany Japan
Iron and Steel 100 82 78 78 .70
Nonferrous lMetals 100 98 a9 .100
Misc. Metal Manufactures 100 92 91 90 73
Nonelectrical Machinery 100 91 92 93
Electrical Machinery 100 106 95 97 9
. Transport Equipment 100 93 98 93
. TOTAL 100 93 92 92 . 78

We can see that US prices are generally the highest and Japan's the lowest, Yet
many foreign purchascrs prefer US made goods even when they are more expensive either
because they are custom built and are unique or superior, they are US made in general
or carry a well-known brand name, they receive faster deliveries, better after sales
service, tied grants or locans or in general there is no close foreign substitute,
However, prices do make a difference and for this reason we will compare the changes
in prices from 1964 to 1972, Here arec the changes in export price levels with all
prices cqual to 100 in 1964,

EXPORT PRICE CHANGES SINCE 1964° -

1964 1965 1966 1967 1968 1969 1970 1971 1972
USs 100 103 106 109 110 114 120 124 126
Great Britain 100 103 108 108 99 103 120 124 140
W. Germany 100 103 104 103 101 105 114 122 140
Japan 100 100 100 100 101 103 109 113 127

We can see that up to 1969 US prices had risen faster than the three other countries.
Britain's prices had risen almost to the US level, but the devaluation of the pound
near the end of 1967 puts its prices below the other threec countries. Only with the
first dollar devaluation in the second half of 1971 did US export prices rise less
rapidly than the other countries, We can now show price changes relative to the

US = 100 in 1964, .

EXPORT PRICES RELATIVE TO US = 100 in 1964

1964 1965 1966 1967 1968 1969 1970 1971 1972
Us 100 103 106 109 130 11k 120 2k 126
Great Britain 93 9% 100 100 92 9 11z 115 130
W, Gernany 92 95 96 " 95 93 97 105 112 129
2 7 8 78 7 B 8 8 99

. Japan

We can see here that Japan was first reaching US price levels of 1964 by 1972
following the dollar devaluation, By 1972 British and German prices were higher
than the U.S, Herg.areiprices relative to US prices for each years .

3Irving Kravis and Robert Lipsey, Price Compctitiveness in World Trade, NBER, 1971,
Appensix E, p, 20, Japan's total is a weighted average of the 3 arcas of output which
"accoupts for 58% of her total. exports.
bid., p. 153.
5International Economic Report of the President,; 1973, p. 80.
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BRITAIN, W. GERMANY, AND JAPAN AS PERCENT OF US
1964 1965 1966 1967 1968 1969 1970 1971 1972

U.S. o 100 iOO 100 100 100 100 100 100 100

Great Britain 93 -+ 93 o 92 84 8 93 93 103
W, Germany 92 92 91 87 85 85 88 90 102
Japan 78 76 7 72 72 70 71 A 79

Here we can sec particularly clearly the situation the US was in by 1969 when its
prices had moved higher than those of its major competitors, However by 1972 British
prices were ¥ higher and German 2%, while Japanese prices remained 21% below US'- ok
level;!Since the end of 1972 there has been another formal devaluation of the dollar '
and a tonsiderable slipping.in its value due to floating currencies, so the situation
of the US compared to the other countries has improved still further,

The decline in the share of US exports in the world market is linked to the activities
of US multinations operating abroad, In 1960 the US accounted for 30% of the world's
chemical exports, By 1971 ‘this had dropped to 20%, Meanwhile the book value of ‘US"
multinational'’s investments abrcad rose from $237 million in 1970 to $1.3 billion in
1971, The US supplied 28% of the world's electrical exports in 1960 and only 21% in 1971,
Multinatioral investment abroad, in electrical.goods, went from $104 million to $523
million, The US share of the Non-clectrical machinery market declined from 3% t6
26% while maltinational investment went from $192 million to $1,5 billion, Finally
the share of transportation equipment exports went from 33% to 30% while investment
abroad went from $336 million to $1 billion,t

Imports of certain important commodities have grown considerable. By 1971-1972
imports into the US accounted for 37% of TV sets, 63% of phonographs, 92% of radios,
96% of tape recorders, 18% of steel, 20% of textiles, 53% of shoes, and 60% of "~
sewing machines and calculators,? : On November. 16,.1972 50,000 garment workers in-
New!York went on strike under the slogan "Stop Exportlng Jobs - Limit Imports""

1,000 workers marched the same day in Los Angeles and several hundred struck in
Atlanta.3 " Imports account for 86% of sweaters sold here, 427 of men's and boy's woven
shirts, 28% of women's and childrens woven blouses, Other items where imports, are
heavy ‘include 76% of tennls rackets, 30% of blcycles, and 96% of motor cycles.u

It is difficult to measure the Jjobs lost by exports. Former Secretary of Labor
Schultz made one attempt, "4About 1,8 million jobs in 1966 would have been required
to produce the equivalent value of the 74% of imports that were competitive with US
made products." By 1969 he estimated that 2,5 million workers would have been rneeded
to replace competitive exports, From 1966 to 1969 700,000 more workers would have
been needed, During the same years the number of jobs generated by merchandise
exports rose by 200,000, It would appear that 500,000 jobs were lost from the new
imports job loss, outweighing the gain from exports, The AFL-CIO estimates 900,000
jobs lost from 1966 to 1971, .

o MONETARV CRISIS

U S. capitallsm is part of the world capitalist economy, It cannot be understoéd-
in isolation from its world context, 4ilthough trade has a smaller impact on the US
economy than that of most countrics, it is still quite important, In 1966 12,6% of all
jobs in agriculture, 10,13 in mining, and 6,9% in manufacturing were created by
exports, - The US has had. a balance of tradec_surplus (morc exports than imports) from
‘m'T_s Multinationals, Op..C&t., 7. 68, <Mcmo from COPE, Apr. 30, 1973, World Trade
In the 1970s AFL-CIO, p. 6., 3 New York Tinmes, 11/17/73 b U S, Multinationals, p. 69.
5Chs, T. Bowman, "Report on Employment Related to Exports", MLR, June 1937, Pe 17,
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the end of the 19th century until 1971, Butvthere has becn a deficit in the balance
of payments sincc 1950, .

Since the dollar was established on the reserve currency of the capitalist
world at the Bretton Woods Agreemcnt, other capitalist powers used it for their
commercial transactions and the US could meet persistent balance of payments deficits
with dollars instead of gold or other tangible assets such as every other nation had -
to pay out. The US earned a surplus from its trade, but its outflow of funds to
maintain military bascs throughout the world and the investments of capitalists
abroad gave rise to the balance of payments deficit As long as the other advanced
capitalists countries wemained indebted to the US for bailing them out at the end
of the war they had to accept dollars to meet US debts to them, But by the early
1960's France felt strong enough to request gold in exchange for the dollars it held,
The US had to pay out gold from Ft, Knox since the dollar was convertible, Even-
tually the dollars held abroad by central banks, foreign corporations and individuals
became threer times as blz as the gold in the hands of the US, The gold in Ft,
Knox was $22,8 billien in 1954, By 1971 it was $10.2 billion. This dollar
overhang as it has been called has reached some $78 billion, It remains the albatross
. around the neck of the capitalist system, a claim on a fantastic amount ‘of assets
that seems increasingly unrealizable, ' .

Some economists have suggested converting this dollar overhang into interest
bearing notes to be funded by the US tax payer, Others have suggested repegging
the dollar to gold at around $200 an ounce so the . U.S, gold supply will cover
the entire dollar overhang, Thc qusstion is intimately linked to the exchange
rate of power relations between the capitalist currencies.

Currenc1es floating one against another, two types of exchange rates for a
country, financial and commercial, Jjoint floats, all of these are mechanisms for trying
to re-establish currency parities which only exaccerbate the problems, Part of the
problem is the vast funds held by multinations and private individuals abroad, some

$268 billion, double the liquid assets of the central banks and other official monetay
institutions, If these institutions arc stuck holding a weak currency during a
devaluation they stand to lose the percentage of their holdings equal to the de-
valuation, Therefore it becomes a matter of necessity for them to move into a strong :.
currency thus fueling speculation and pressure for a devaluation, ‘Be Achilles Hesl -
of the joint floats, split exchange rates, special drawing rights, etc., is that

they are all unstable and all threaten to disrupt world trade. Once shipments are
made a change in exchange rates can wiper out the profits of one of the trading
partners, The day may come soon when the Arab oil companies may refust to accept

the dollar in trade but demand gold or.other tangible assets. For what good is the
dollar if other goods are cheaper than B goods and no one wants to get stuck holding
dollars since they are no longer convertiblc.

The big threat to the 1nternatlonw1 capitalist order from the 1nternationa1
trade and monetary crises is the interruption of world trade and the consequent
industrial depressions in each of the countries, - The monetary crisis may lead to a
slowing down instead of expansion of world trade, or even its contractlion, The
increasingly sharp competition battlc with the threats:of trade and tariff wars will
lead to the same thing.' . ‘

When countrles are faced w1th a flood of imports they usually turn towards
tariffs, quotas, and other rostrictive devices, .lrcady the US' has negotiated
_voluntary import ‘qotas for textil s and stegl with 1gs.ma30r competitors,., The period
following World:-War II was one of tremendous expansion~of world trades....Briffs
were reducéd and free trade was the proclained, “thotgh unrealized goal, of the nations

(1]



joining in the General Agreement on Tariffs and Trade (G ATT) In general trade
restrictions did go down and trade became mcre free, This is now coming to an end
though it is the proclaimed gecal of the *ixen administration, Trade wars involve
dumping zoods abroad below their cast cf r“oiuct on, zovernment subsldies of exports,
etc. ulready a mild trade war was recently fnu*nt in textiles,

The pressures are buildirz in the U3 for restrictive - trade -measures on the part
®f those capitalists whese industries are hurt ard the respsetive unions. In this
regard the AFL-CIO yith its Burke-Hartley bill is mcie in the léad than the capitalists,
The consequence of restrictinz imperis is 1nev1tally retaliation, US farmers are -
increasinzly devendent on Japan and the Commen Market feor exnerts, for example,

If the U3 cut backon Japarese steel, shiwns, cars, televisions, textiles, etc., Japan
is not just zoing to keep buyinz U3 gocdse, Trade has to be a two way street., a
country cperating autonemously (self-sufficiently) with hish unemployment will -
become more inefficient economically, less competitiVve and the basis will be laid

for predatory wars, However, if tariffs cr quotas are not erected the effect will be °
further import penetration and more economic dislecatior, jobs lost, etc, There is
no way out of the dilemma, JZither restrictive measures are taken which invite re-
taliation and cut down US exports, throwinz workers out of work, or trade remains
free and workers in industries effected by imports are thrcwn out of work. In either
eventuality, forces at work outside the US, i,e, competitive capitalist countries,
will have pushed the US economy out of equilibrium ané sziven rise to new and wilde-
spread unemployment

It is wise at this point to consider the irpact of a disruption of exports.

INDUSTRIES WITH OVER 104 OF EMPLOYMENT C"N RATED BY EXPORTS 1966

Jobs

Fon-livestock agricultural products £ 18,97 408,000
Agricultural, forestry, & fishery services 12,8 23,000
Iron mining 16,7 5,000
Nonferrous metal mining 12,1 7,000
€oal mining 15,9 23,000
Chemicals 16.2 71,000
Plastics & synthetic materials 13,1 27,000
Primary nonferrous metal manufacturing 11,0 L4y, 000
Engines and turbines 18.2 18,000
Farm machinery.{ equivment i1.3 17,000
Construction, mininz & oil field equipment 2,6 L7,000
Metalworkinyi machinery 10.8 38,000
Special industry machinery 16,8 35,000
Genéral indistry machinery -~ . 12,8 37,000
Scientific & contrclling instruments 104 30,000
Optical & photo equipment - 10:3 ‘ 15,000
Transportation and warehou31n” 11,4 318,000
Amusements 10,0 __ 72,000

1,240,000

Charles T, Bowman, "Report on Zmnloyment Related to Ixmorts" Monthly Laboxr Review,
June 1969, p. l/.

These are the ndustrips ,hat Tlll be hit kaldost Ty the disruntion of world trade
caused by trade or menetary crisis,
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Here is a table showing Net Transactions in US Private issets, which 1s the export

of capital as they appear in the Balance of Payments iAccounts, We are not interested
in balancing them with foreign flows into the US since we are interested only in the
behavior of domestically produced surplus value,

Net Private Gross : Foreign | Met Private| Gross Foreign
Capital © Domestic | as % of || = " Captial Domestic| as % of
Flows Invest~ ¢ Domestiq Flows Invest- Domestic
Abroad ment Invest- Abroad ment Invest-
ment ; ment
1949 | 0.6 7.9 7.0% 1959 | 2.4 20,4 11.6% *
1950 1,3 L3, L 2.9 1960 3.9 35.2 11,0
1951 1,0 26.8 3.9 1961 4,2 25,4 16.5
1952 1.2 19.9 5.8 1962 3.4 28,8 11.9
1953 Ok - 25.3 Te 5 1963 b,5 13.6 32,8
1954 1,6 2.8 i P 1964 6.6 ~ 69.7 9.4
1955 1.3 32,8 3.8 1965 | . 3.8 64,3 5.9
1956 | 3.1 63,0 4,9 1966 | - 4,3 89.1 L9
1958 17 2,9 20,3 14,5 1968 Sl . 723 7ol
: 1969 Seb 119.7 b.5

We can see that ‘in those years when domestic investment is low, particularly
recession years, that foreign investment shoots up proportionately, This was
particularly the case in the years preceeding the Vietnam War buildup,.

The ‘accompanying chart shows the rate of return on book values abroad and
domestically, Book values record capital investment at the historical year they were
made with no adjustment for inflation to bring them up to current replacement costs,.
Further they show accelerated depreciation for tax purposes, For this reason the
investment they show is less than the current investment, and since the amount of profit
is the same when compared with book or current replacement costs, return on book
values show an inflated rate of profit, However, comparing book values to book values-
will show trends, As can be seen since 1964 the domestic rate of .return for manu-
facturers has been higher than that for investment in manufacturing abroad, Further,
for all industries, the rate of return in underdeveloped countries is considerably
higher than for investment in developed countries, Yet investment in underdeveloped
countries is only 28,3 of total investment abroad, It is just too risky, despite
possible gains, :

DIRECT INVESTMENTS ABROAD 1969

{ Book Value - |lNet Capital Total Royalties | Earnings
- Outflow EBarningst & Fees as % of
Book

Value
All Areas $70,8 Bil.| 100, 0% $3,1 Bil, 7,148 1,369 10,1%
Canada 21,1 29.8 0.6 1,523 268 7.7
Europe 121.5 © 30,4 1,2 1,361 588 6.3
Japan 11.2 1.7 0.1 164 13.7
Austrailia, ¥Z, Sh | 3.9 5,5 0.2 319 8.2
Latin America & 13,8 19,5 0.3 1,576 239 11,4
Other Underdeveloped 6,2 8,8 1,867 ) i 30,1
Unallocated 3.1 8.8 0 7 236 275 Gl

Sources survey of Current Buskiness, Oct, 1970, David Devlin and George R. Kruer, "The
International Investment Position of the U,S. Developments in 1969, ", p. 3l. 1 Earnings

{0
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include funds retaincd abroad and rcinvested, and dividents, preferred dividends,
branch profits, and interest returned to the United Statss,

Royalties and fees supposedly cover research and administrative expenses incurred
in the U.S. on behalf of the foreign affiliate, They alsc include super profits, They
are not included in the rate of return figure.

PRELIMINARY 1970 DaTA OX U.S, DIRECT INVESTHENTS ABROAD

Total, all imdustries

2 Book Total Ratc of | % of % of
Area and country Value Barnings Return Total Total
at Year Book Barnings
Endl Value
All areas . 78,090 8,911 17,47 100, 0% 100, 0%
Developed countries 53,111 4,796 9.0 68,0 53,8
Canada 22,801 1,763 7e7 29.2 19,8
Europe 2k, 471 25332 9.5 31.3 26,2
Japan 1,491 213 14,3 1.9 2,4
austrailia, New Zealand.ﬂ
& South Africa 4,348 483 11,2 5.6 55
South Aifrica i 864 130 15.0 0,2 15
Developing Countries 21,417 3,690 17.2 27.4 41,4
Latin American Republicdg

& other Western ]

Hemispherc i 14,683 1,483 10.1 18.8 16.6
Other Africa [ 2,612 707 27,1 3.3 7.9
Middle East 1,645 1,181 71.8 2,1 13,3
Other Asia & Pacific 2,477 319 12.9 3.2 3.6

.International, unallocated 3,563 L25 11.9 L,6 4,8

1Phe value of investments in specified industries and countries is affected by
capital flows among foreign affiliates,

2Does not mean that all countries grouped in an “other" or regional category have
US direct investment at any glven tine,

SOURCE: Survey of Current Business, October 1971, p. 32,




