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This special issue of INPRECOR, devoted to an analysis of the generalized recession
now striking the international capitalist economy, represents the first attempt by
Marsxists since the 1920s to analyze the conjunciural economic situation on o world
scale in such o detailed and systematic manner.

In the present phase of crisis of the international capitalist system making such anal-
yses regularly becomes imperative for revolutionaries. For this reason, INPRECOR
will publish similar special issues twice o year. The present issue is thus the first of
a series.
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The internafional capitaiist economy is now going
through its first generalized recession since the
second world war. It is the first recession fo
strike simultaneously ot all the great imperiaiist
powers. While the recession may be o surprise to
all those in bourgeois and petty-bourgeois circles
and in the workers movement who had been talen
in by the claim that the governments of Capital
endowed with neo-Keynesion techniques would
henceforth be in position fo "contral the eyele "
it was foreseen and predicted by our movement,
almest to the exact date.

The theses on the "Mew Rise of the World Revalu-
tion" adopted at the Minth World Congress of the
Fourth International in April 1967 affirmed the fol-
lowing about the long peried of pestwar expansion
of the international capitalist econamy:

"This anaiysis led to three conclusions: First that
the principal motor forces of this long period of ex-
pansion were going to progressively run down, thus
provoking a sharper and sharper aggravation of in-
terimperialist competition; second, that the delib-
erate application of Keynesian anticrisis technigues
would accentuate universal inflation and the per-
manent ercsion of the buying power of money, which
would end by provoking a very serious crisis of the
internotional monetary system; finally, that these
two factors taken together would multiply portial
recessions and would tend foward o general reces-
sion of the imperialist economy, different, to be
sure, in breadth and duration from the great crisis
of 1929-32, but nevertheless hitting all the impe-
rialist countries and largely exceeding the reces-
sions of the past twenty years in scope. Two of these
conclusions have already been confirmed; the third
promises to be confimmed in the early 1970s. " {Qua-
trigme Internationale, May 1959, p.1%9.)
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Four years later, the general political resolution
adopted ct the Tenth World Congress of the Fourth
International in February 1974 explaoined:

"The 1949-71 recession hit most of the imperialist
countries, even if to varying degrees and without
pronounced simultaneity. This was followed by a

new accelerated expansion of production beginning
in 1972, except in ltaly. But it was a typical in-
flationary boom, marked by an cccelerafion, dis-
turbing for copital, of inflationary processes and by
o soaring of speculative fever, especially in raw
materials, gold prices, and real estate. As predizted,
this inflationary boom was of only short duration,

and the recession that will follow it In 1974 or 1975
will be all the more synchronized in that the 1572~
73 upswing also drew nearly oll the imperialist coun-
tries in its wake." (Quatridme Internationale, new
series Mo.16-17, July-August 1574, p.8.)

Scope of the recession

In the fourth quarter of 1974 industrial production
ond,/or gross national product were on the ébb in
all the great imperialist countries, as the following
table illustrates:

INDUSTRIAL PRODUCTION IN THE FOLRTH
GHUARTER. OF 1974

Japan -2.6%
United States -2,5%
Britain -1.5%
West Germany ~1.5%
ltaly -1.2%
France =1.0%
Canada -0.5%
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The only exceptions to the rule are a few small
European countries; ltke Norway, Finland, Austria,
Switzerlend, and Sweden. But each of these coun—
tries represents o porticular case, and it is possible
ia draw prognostications bosed on the exceptional
situation of each country.

MNorway's situation seers determined by the excep-
tional influx of capital and investment projects at-
tracted by Morth Sea cil. Finland's depends on 1t
greater exporfs to the noncapitalist economies of
the bureaucratized workers states. These two coun-
tries, then, are in better position to escape the
generalized recession for nonconjunctural recsons.

In Sweden, Switzerland, and Austria, on the other
hand, we are dealing with countries whose foreign
trade is super-specialized, either in ferms of the
products exported, or in terms of geographic orien-
tation (the tight integration of the Austrian econ-
omy inta the West German economy, for example].
This gives these countries a greater margin for ma-
neuver, provided that generalized recession does
not lost too long and that the West German economy
remains in better shope than the other great impe-
rialist powers.

The generalized ebb in industrial production in the
imperialist countries is not yet accompanied by an
aksolute decline in the volume of world trade (in
terms of fixed prices, eliminating the effects of
rising prices on the world market). But there has
already been o very clear deceleration of the
growth of international exports. For the post bwenty
years; international exports have been expanding
more rapidly than industrial preduction.

Between 1953 and 1963 the volume of industrial
production of the capitalist countries increased &2%,
while their exports grew 82% in volume. Between
1943 and 1972 indusirial production increased 45%
and exports 1119, In 1974-75, while industrial
production will decline 2-43¢, exports might still
increase, by about 2-3%9¢. But if the recession con-
tinuves and deepens, and especially if the trede war
is stepped up and the international monetary system
breaks down further, it is not excluded that the vol-
ume of world trade will decline absolutely (abstract-
ing from the exchanges among noncapifalist coun-
tries).

It is striking to observe the gap between the still
modest reduction in industrial production and the
already considerable spread of unemployment.
There were 10 million unemployed in the imperial-
ist zountries during the 1969-71 recession. At the
beginning of winter 1974-75 unemployment stoed
at about 15 million (if partial unemployment is in-
cluded), with the following geographical distribu-
tion:
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7.5 million unemployed in the United States,

1.5 million in ltaly,

1 million in Jopan,

1 million in West Germany,

nearly 1 million in France,

nearly 1 millien in Britain,

1 million in the small imperialist countries
of Europe (mainly the Benelux countries,
Denmark, and Spain),

1 millien in Canada, Australia, and New
Zealand combined.

These figures may swell even further in all counfries
during early 1975. Then they will follow the curve
of the anticyclical policy of the governments, which
we will analyze further on.

The fact that unemployment is much more pronounced
than the fall in production can be explained essen-
tially by two factors:

*Industrial activity in the imperialist countries re-
mains strongly marked by the third technological
revolution, that is, the infroduction of semiauto-
matic or automatic technigues of production. The
consequence is a rapid increase in the physical pro-
ductivity of labor, especially in capitalist Europe
and Japan (the United States had experienced the
same phenomenon during a previous phase; the
sources of increase in productivity there have be-
gun to dry up). If productivity increases 5%, o
similar increase in production iiself is necessary

if the volume of productive employment is to be
maintained, all other things being equal. A fall
in production of 2% occompanied by o growth in
productivity of 496 results in a 63 increase in un-
employment.

“In order to reconstitute the industrial reserve army
during the long period of postwar expansion, Cap-
ital incorperated into the mass of wage earners o
great number of married women, youth, and immi-
grant workers, who were poorly paid, marginally
utilized, and more rapidly expelled from the pro-
ductive process whenever a downturn occurred . 5o
it is not astonishing that the rate of unemployment
among these three cotegeries of proletarians is much
higher than it is among male, "native," family
hzads.

Place of the recession in the

history of capitalism

The generalized recession will be the most serious
recession of the postwar period, precisely because
it is generalized. The lack of synchronization of
the industrial eycle during the 1948-68 period re-
duced the breadth of recesions. Each time, a fall
in production and internal demand in the countries
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hit by the recession (for example, the United States
in 1960, Japan in 1965, or West Germany in 1986~
&7) was compensated for by on expansion in exporfs
to countries that hod escaped the crisis. This fime,
on the contrary, the infernationol synchronization
of the conjunctural ups and downs in the main impe~
rialist eauntries is intensifying the decline in eco-
nomic activity.

This synchronization is not an accidental feature,
It results from the deeper economic framsformations
that occumed during the long period of expansion
that preceded the recession.

Internationalization of production took new leaps
forword, marked by odvances in the international

division of labor among all the imperialist countries.

From the standpoint of the organization of capital,
this reflected itself in the rise of multinational firms
which produced surplus value in a great number of
countries simultoneously, not only in the sphere of
raw materials but alse in that of manufoctured in-
dustry. This internationalization of production
{which under the capitalist system has to take the
form of international concentration and centraliza-
tion of more advanced capital) inevitably cuts
across the attempts of "national" imperialist states
to apply "anticyclical" policies limited to national
frontiers.

The principal method by which bourgeois govern-
ments sought to slow down crises of overproduction

i I I||i
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after 1945 (they were no more able to prevent the
outbreak of such crises than they hod been in the
past] was the expansion of credit, thet is, of paper
money, that 1s, of inflatien. Each bourgeois gov-
ernment was able to apply "its own" credit policy,
with successive phases of expansion and contraction
tied in a "flexible” manner to the world market
through the ups and downs of the belonce of pay-
ments of the countries in question.

But as soon as inflation is cccelerated in all the
imperialist countries — an inevituble result of
twenty—five years of essentially inflationary “anti-
cyclical" techniques — and o soon as the collapse
of the internotional monetary system led to the sys-
tem of floating exchonge mtes, that is, os soon os
it become impossible to resort to sharp devaluations
fo boost exports, all govemments were obliged by
interimperialist competition fo apply an antiinfla-
tionary policy simultanecusly. Hence the new im-
pulsion Imvurdmolml synchronization of
the industrial eycle.

Finally, to the same extant that the long phase of
pestwar expansion reoched its end, thot the prinei-
pal motors of expansion began to run down, and
that long-term arowth in production had to slow
down, the controdictions of the capitalist economy
asserted themselves more seriously, both within
each imperialist country and among all these coun-
tries taken together (as well as betwean these coun-
tries and the semicolonial countries). "Boom" phases

5
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are becoming shorter and more artificial (the 1972-
73 boom was speculative to a large extent), The
phoses of stagnation, and even recession, are be-
ginning to be longer. Obviously, this leads o
synchronization. When they occur in a dozen coun-
tries at once, recessions that last six months ore less

easily surmounted than recessions that lost two years.

Thus, the generalized recession expresses in a sum=
mary manner the turning around of the "long wave
of expansion” (which losted from 1940 to 1566 in

the United States, and from 1945 to 1966 in copital-
ist Europe and Janan). We hod predicted this turn-
about in 1964, Cur latest book, Der Spitkapito-
lismus (Late Capitalism), published in Germen in
1570 (to be published in French and English in 1575)
was devoted to this guestion,

To be sure, while the new "long wave"” will not

see the feverish growth of the 1930s and 1980k,

this does not at all mean that it will be marked by
uninterrupted decline or stognation in production

or employment. The cyclical movement will con-
tinue to operate. But it will be marked by a succes-
sion of shorter and less repid phases of growth and
by longer ond more serious phases of contradiction
that had appeared during the previous quarter of o
century.

Above all, whot is now coming to the surfoce —
symbolized by May '68 in Fronce, by the “creeping
May™ in ltaly, ond by the new rise of workers sfrug-
gles in Europe, which tomorrow will be aceompanied
by a similar (ew rise in Japan and MNorth Americo
— s o total social crisis, a crisis of capitalist rela-
tions of production, o crisis of all bourgeesis relo-
tions that accentuates and aggravafes the effects

of the conjunctural fluchuations of the economy and
in its furn receives new stimulus from these Fluctua-
tions.

A classial crisis of overproduction. . .

The generdlized recession of 1574-75 is a classical
crisis of overpraduction. This must be stressed all
the more cotegorically in that many circles are fry-
ing to lay the blame for the generalized recession
on the "oil sheikhs" or even on the trade unions —
and not for reasons that are purely ideclogical.

The classical character of the current recession ap-
pears strikingly if two features that dominate the
longer-term ups and downs are taken into considera-
tion:

*In French; "L'Apogée du néo-capitalisme et les

lendemains" in Les Temps Modernes, August-Sep—
tember 1944; in English: "The Heyday of Neocap-
italism and its Aftermath, " in the Socialist Regis-
ter, 19564,
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*The current recession is the outcome of a typical
phase of decline in the rate of profit. This decline
clcarly antedates the pronounced increase in oil
prices after the October War of 1973. Here are
some statistics that demonstrate this:

Rate of profit {after deduction of the gains of ap-
preciation of stock values) on the net heldings of
industrial and commercial companies in Britain

Year Before foxes After taxes

19250-54 16.5% &. 7%

1955-59 14.7% 7.0%

1940-64 13.0% 7.0%

1 965-69 11.776 5.3%
1948 11.6% 5.2%
1949 11.1% 4.7%
1970 9.7% 4.1%

Rate of profit (after elimination of the gains of ap-
preciation of stock values) on the capital of non-
financial companies in the United States

Year Before toxes After taxes
194850 146298 8.6%
1951-55 14 3% &, 485
1954-80 12,295 &, 255
1241-45 14, 1% B 3%
1966-70 12.9% 7.7%
1270 9. 1% 5.3%
1971 9. 626 5.7%%
1972 9.92% 5.6%
1973 10, 5% 5.4%

For West Germany, experts calculate that the gross
income of companies {minus fictitious "salaries of
entrepreneurs") divided by the net holdings of these
companies declined by about 209 between 1960

and 1948 (the year of the economic upturn, with o
strong new rise of profits after the recession of 1966-
&7) and by 25% between 1968 and 1973.*

*The present recession is marked by o pronounced
underutilization of productive capacity in the prin-
cipal imperialist country, the United States, as is
shown by the following table:

*Sources: For Britoin: Andre Glyn and Bob Sutcliffe:
British Capitalism, Workers, and the Profit Squeeze,
Penguin Bools, 1972, p.66. For the United States:
Williom D. Nordhaus: "The Falling Share of Profits”
inA.M.Okun, L, Perry, et.al. (ed.}: Brooking
Papers on Economic Activity, No. 1, 1974, The
Brookings Institution, Washington, D.C. For West
Germarny: Sachverstindigenrat zur Begutrachtung
der Gesamtwirtschaftlichen Entwicklung: Johresgu-
tachten, Bonn, 1974.



hducﬁun in the Manufacturing Industries as o
Percentage of Capacity

12464 « 92
1987+ B9
1968 : B7.7
1969 .« 84.5
1970 . 78
1971 : 75
1972 :+ 7B.&
1973 : 83

1574 : 78 (fourth quarter)

This lorg-term deterioration is all the more pro-
nounced if account i taken of the enormous share

of American production wasted on militery or para-
military goals. The result is a virtuelly permanent
nonutilization of nearly a third of productive capac-
itydirected toward civilian productive goals. The
scurce of the current crisis as a erisis of overproduc-
tion could not be better expressed.

The turnabout in the lang=term economic frend of
development is also perfectly clmsical. Nurtured
by the war and reconstruction and by the increase
in the rate of exploitation of the working class that
foscism and the war allowed international capital
to carry aut; amplified by the third Tndustrial revalu-
tion and a strong increase in productivity (of pro-
duction of relative surplus value), the prolonged
expansion hos been exhausted by the combined ef-
fects of the increase in the orgonic composition of
capital (o result of the third technological revolu-
tion 1kelfl and the stagnation or decline in the rate
of surplus value {a result of the long pericd of full
employment). The rate of profit has been whittled
down. Accumulation of capital hos slowed,

.. .but with particularities

Every crisis of averproduction in the history of cap-
italism combines general features revealing basic

contradictions Tn the copitalist mode of production
with particular features that result from the precise
histerical moment of the development of this mode

of production in which the crisis cecurs. The gen-

eral economic recession of 197/3-74 is no exception
te this rule.

Two particular features of this recession ocught to
be stressed.

The capitalist econemy has possed from permanent
inflation stimulating economic activity to 5F$gf[u~
tion in 1970-71 and then fo slumpflation in 1974~
75, sliding from one to the other down the slope of
the occeleration of the inflation. Inflation ond
price increases are now persisfing during o period
of outright reduction in preductive activity and of
increases in urnemployment. The focts on the accel-
eration of inflation speak eloguently (and the in-
creases in the price of oil account for an inflation
rote of no more than 296 in the imperialist coun-
tries!). (See table at bottom of page. ]

The inflation is nurtured by the cumulative effects
of more thon three decades of inflationary proctices.
It is amplified by the unbridled speculation of 1972-
73 {in gold, lond, construction, diamonds, jewelry,
and objets d'art, and above all in raw materials,
that is, all the "real values" and "refuge values"
that appreciate all the more as poper money depre-
ciotes). The inflation wos strengthered by the "man-
aged prices” imposed by the menopolies. It was ac-
centuated by the colessol military expenditures that
have not ceased fo expand and to which every bour-
geols saciety has become aceustomea. (It is signif-
icant that with all the innumerable denunciaticns

as to "who is responsible” for inflation, the 3250
thousand million worth of military expenditures in
the capitalist countries is never mentioned!) But

the main cause of inflation is incontestably the in-
flation of credit in the private sector, that is, the

ANNUAL RATES OF CONSUMER PRICE |NCREASES

ACCORDING TO OFFICIAL STATISTICS

1970 1971 1972 1973 1574
e g

half) (3

Country 1960-45 1958 1749
(average)
United States 1.3% 4.29  5.4%
Japan &. 25 5.5% 5.2%
Britain 3.6  4.8% 5.49%
West Germany 2.8% .65  1.9%
France 3.8% 4.8%  6.4%
Iraly 4,99 1,396 2.6%

Ln Ln L2 g >l Ln

quarter)
96  A3%  3.3% . 10.2% ).k
&6 6.3% 4.3% 23.09, 23.49%
4%  9.5% 7.0% 4.2, 17.03
A9, 5.9 589 7.3%  7.0%
3% 5.5% 5.9% 12.5% 14.6%
0% 5.0% 5.5% 14.8% 20.8%
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bank loons and poper money that served as the main
prop for the preceding "boom." The Western econ-

omy sailed toward expansion on @ sea of debis whose
cumulative effects necessarily occelerated inflation

{see table at bottom of page).

Moreover, the recession has been accompanied by
several particular bottlenecks. There have been
phenomena of shortage in some sectors coinciding
with the general overabundance of commodities.
5uch coincidence commeonly occurs on the eve or
at the beginning of a crisis of overproduction. Such
a crisis always begins by breaking out in a few sec-
fors and then gradually expands to the whole of
production or fo most of ifs cectors.

Thus, the recession began in 1974 in the automobile
and corstruction industries. I+ then spread to the
textile industry, to meat, to electrical oppliances,
and to building materiols (glass, bricks, cement),
finally to hit the petrochemical industry. Steel wos
spared until the end of 1974; now the recession s
striking there too. The same con be sgid about
wood.

The sectors of machine-toals, ceal, oil, cereals

and some other food products are still in a good sit-
uation. But the sugar industry has just experienced
an especiolly spectacular turn (a fall in price of 3095
in the space of a few weeks). The volume of sales

of machine tools may also go down if the general-
ized recession continues, Already orders in the tele-
communications industry, which were expected to
continue to expand, are on the decline in Europe
and Japan. Virtually the only sector that will most
probably maintoin iself in a situation of shorfage
throughout the recession will be cereals, and that

is because of the famine in several key areas of the
semicolanial world.

There is no better indication of the irrational ond
inhuman character of the copitalist system than the

foct that millions of men, women, and children
are gravely undernourished and threatenad with
starvation while enormous resources in machinery,
raw materials, and labor remain unutilized — re-
sources with which troctors, fertilizer, irrigation
canals, and electrical pumps could be produced to
ropidly increcse food production and thus feed the
hungry.

Not yet galloping inflation

Under o "normal" copitalist economy a turn in the
economic cycle expressing generalized overproduc—
tion of commodities and overcapitalization of the
economy (that s, the foct that the total mass of
surplus value produced no longer permits the assur-
ance of a "satisfactory" returmn on all available cap-
ital) resulls in price reducrions,

The fact that there is "creeping” or even “"occel-
erated " inflation does not prevent these declines

in prices from oecurring. The characteristic feature
is the continual increase in the genemal level of
prices. But o whaole serfes of prices (those uver
which the monopolies hove the least control, in
arecs in which competition asserts iself more freely)
begin to drop. On the other hand, in an atmesphere
of galloping inflation all prices go up ceaselessly
(although not necessarily at the same rate; the law
of volue continues to rule here tool). Completely
depreciated money remains in circulotion constantly.
Mo one wonts to hold onto it any longer. Everyone
ceaselessly exchanges it for commodities. Such was
the atmosphere in Germany in 1923 or at the end

of the second world war; it was also the atmosphere
in the countries occupied by the MNazis on the eve
of their liberation.

I the imperialist countries today, we have not yet
seen an atmosphere of galloping inflation. Sore
prices are still declining. Such haos been the case

DEBT IM THE UNITED STATES

(in thousands of millions of current dollars)

B: Public
Debt

A: Gross Mational
Product

C: Private
Debt

265.4
239.4
265.8
301.0
367.6
380.0

208.3
284 .8
398.0
5037
£84.9
932.1
9
0}

i
- ™
ﬁrﬁ
-
A

T

153.4
274.8
L2
566.1
g870.4
12473
+1,800.0
42,000.0




with shares on the stock exchanﬁ; which have ex-
perienced their worst depression since 1940 and
evan since 1931, (See table af bottom of page ]

The same was true for the price of brilding lots, at
lecst in some countries in which real estate specula-
tion had gone on in the most unbridled fashion.
Thus, in Britain in the summer of 1974 the price of
building lots was 405 lower than it wos in the sum-
mer of 1973, Many real estate companies and real
estole eredil companies fell with the prices,

Finally, such wos the case with most raw materials,
as the fallowing figures demonsfrote:

INDEX OF RAW MATERIALS PRICES
{according to The Economist)

December 19,1573 compared with
mid-December 1572

Food =38 556
Fibers +&56 3%
tetals +90.85%:
Cither +892 T

December 11,1974 compared with
mid-December 1573

Food =32, 5%
Fibers =36.25¢
Metals -36.95%

Certain prices have dropped even mare than this.

In mid-December 1974 copper was selling for 405
less than it was af its peak in April 1974, Rubber,
hit more strongly by fthe crisis in the outomaobile
industry, suffered price declines on the order of
52%; cotton declined 579, zinc 4576, And this de-
clining trend is far from having ended.

Even the price of oil may drop. I is known that
sales cartels connot resist a long decline in sales
if the number of sellers increases and if their in-
ferests are divergent. Between the oil-exporting
countries thet want to make maximum gains in the
immediate future (like Iraq, Nigeris, Indoresia,
and Algeria) and the less-populated countries that
con permit o ceaseless reduction in praduction (like
Kuwait, Libya, Saudi Arabia, and the emirates of
the Arab-Persian Gulf) these divergences are nh-
vious,

Prospects of the recession

Will the recession last through the mediun term
{until the third or fourth quarter of 1975, say) or
will it be of longer duration? Much depends on
government policies, that is, on poiitical decisions.
Will the governments "refloat” the ecanomy or not?
That is the crucial question.

STOCK EXCHANGE INDEX"

1973
highest lowest

1974 level on
highest lowest Dec. 18,1974

Lendon 5095 305.9
MNew York 1051, 7B8.3
Toronto 2375 200.4
Tokyo 422 2B4.7
Hong Keong | T 423.%
Paris o8. 0.7
Brussels 142. 112.8
Frankfort 120, 85.0
Amsterdam TZ): 1133
Milan 147 . 3
Stockholm 389, 2
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*The Economist, December 22,1973, and December 21, 1974, The German index
was modified between June 29 and July & by The Economist, 93.2 on the old
index equaling 609.2 on the new index. The 1974 minimum thus represents ap-

proximately 79.5 on the old index.
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If abandoned to its own internal logic, every crisis
of overproduction has o tendency to worsen through
cumulative effects. That remains true today, in

the epoch of capitalism in decline, just as it wos
true before the first and second warld wars. In Marx-
ist Economic Theory, we reported the following ef-
fects of the first nine months of the recession of
1957-58, very much comparable to these of the

first nine months of the crisis of 1929-32:

CHANGES |N ECONOMIC ACTIVITY PROVOKED
BY THE FIRST NINE MONTHS OF THE CRISIS 1N
THE UNITED STATES

1926-32  1957-58
Nenagricultural employment -6.5% -4 2%,
Gross Mational Product -5.5% -4.1%
Industrial production -15.9%6 -13.1%
Velume of retail sales -6.1% -5. 1%
Orders for durable goods -26.5% -20.1%

The situation in the sectors in which the present
erisis has broken out scarcely locks any better than
1957-58, far from it. The unemployment rate in
Detroit, center of the American automobile indus-
try, is reported to be 25%. The number of new
housing units built in Britain and the United States
fell nearly 50% in autumn 1974 (The Economist,
MNevember 30,1974). The demand for cerfain petro-
chemical products has dropped 20-309 during the
post few months. These are percentoges that incon-
testably recall 1929-32.

Mevertheless, all this presupposes that the bour-
geois governments will remain possive. The reces-
sion is precisely o crisis of overproduction whose
breadth and duration are limited by an injection

of inflationary buying power. Thus, if the economy
is refloated by mears of such injections during com-
ing months — first of all in West Germany, then in
the United States and Japan — the international
capitalist economy will avert a grave depression
this time.

It is true that a massive dose of inflation will be
necessary to obfain on economic upturn. The cumu-
lative development of inflation is explained ex-
actly by the foct that during each recession greater
and greater inflotion is needed fo avert o grove
depression; the 1969-71 recession, with the emer-
gence of stagflation, confirmed this ina striking
manner.

Since there is a time gop between the moment when
the money supply expands at an accelerated rate
and the moment when this reflects itself as o

new rise in prices, the most likely scenario is the
following: locsening of the credit policy at the
beginning of 1975; moderation of inflation (which
will not ot all disappear!) in 1975; new upturn in
the West German economy toward the end of 1973
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and of the U.5. economy sometime later; serious
new acce leration of inflation in 1977 (or perhaps
aven earlier), followed by a new recession that
will threaten fo be even more serious than the cur-
rent one.

This scenario is also the most probakle one in that
the existence of bottlenecks in the food and energy
sectors (as well as in other raw materials sectors)
will stimulate feverish investment in certain sectors,
The conversion of "petrodeliars, " money-capital
placed as short-term investments in industry, will
likewise stimulate a supplementary demand for in-
vestment goods. All this con foster @ new upturn

in the economy; but it will be of relatively short
duration, for it will be dried up at the source by
unbridled speculation, accelerated inflation, and
an even more pronounced long-term decline in the
industrial rate of profit.

MNevertheless, in oddition to being conditioned by
the political choices of Big Capital, this scenario
presupposes that the international banking system,
that is, the mechanisms of eredit, will beer up un-
der slumpflation. Once ogain, this is probable.
But it is not 100% certain.

On the eve of and at the beginning of the general-
ized recession, o series of bankrupteies and collapses
cccurred among financial and bonking companies:
the crash of the Herstatt Bank in Coelogne, of the
Franklin Bank in the United States ond of the Sin-
dona |talion group that controlled it, the collopse
of some “frings banks" and financial groups in
Britain (the Lyon group; the Jessel insurance
groups; London & County Securities; the Triumph
Irvestment Trust) and of the International Credit
Bank (an lsraeli bank established in Geneval, efe.

Many financial companies specializing in rea! estate
speculation have also been drawn into the same ver-
tex. There was the spectacular failure of the Sofico
group in Spain (where the crisis of tourism combined
with that of real estate), which followed the Failure
&f two of the major British real estate groups and

the inability of Continental Mortgage Investors in
the United States to pay bock on time a loan of 80
million Eurodollars that had been advanced by o
consortium of big Eurepean banks.

Between 1949 and 1972 some & thousand million
common stocks in real estate were sald in the United
States. They have now lost 70% of their value.
Even a firm as solid as the Chase Manhattan Trust

— backed up by the bank of the same name, that

is, by the Rockefeller group — has seen the value
of its shares plummet from 570 each to §4.

To this must be added the Churchill Forest scandal
in Canada and some resounding industrial bankrupt-



cies in Japan. Germany, Britain, ltaly, the United
States, Japan, Spain, Canada, lsreel, Switzerland.
The beat is decided|y intemational. The much more
advanced internationalization of praduction and
copital obviously involves the risk of chain recc-
tions once big bank crashes begin. If an appreciable
part of bourgeois and petty bourgeois clients simul-
tanecusly withdraw their holdings from the banks

— that is; if there is a bonk panic — the credit sys-
tem is threotened with paralysis. In that case, the
recession would be trarsformed into o grove depres-
sion. The international bourgecisie is perfectly con-
scious of this. After the crash of the Herstatt Banle,
governors of the central banks and heads of the hig
deposit banks concluded a firm agreement no longer
to tolerate the collapse of any bank of any impor-
tance. The payment difficulties of Continental
Mortgage |nvestors were covered by an immediate
intervention of American financiers whe furnished

a loan of more than 3130 million. The British
“fringe banks" have bzen saved (up to now) by the
injection of what must amount to 33 thousand mil-
lion from the big British banks.

All this has prevented a panic. And Tt can prevent
it so long as the holes that have to be plugged are
nat too big, But what will happen if one of the prin-
cipal deposit banks gets in trouble, if the deficit
to sock up s no longer 550 million or 5100 million
but instead several thousand million dellars, with
all the consequences that such a sum iwwvolves?
Already the big deposit banks in Britain are strain-
ing to collect the 5250 million that is apparently
needed to save the "fringe banks." {The Times,
December 13, 1974,] Will the banking system be
able to withstand such a test? Will the test come
during this recession or during, or even on the eve
of, the next one? That is a mystery that no econo-
mist, no minister, and no capitalist entrepreneur
or banker will be able to solve. That is the cloud
that continues to hang over the "pump-priming”
operation. It is a good-sized cloud, even allowing
for inflation, ond it can enly get bigger as the
pump-priming itself goes on.

Economic crisis and social crisis

It could be answered: But doesn't the economic
crisis Hself have an objective function to fulfill

for the capitalist system? Couldn't @ policy of
monetary restriction "break” inflation? Wouldn't
massive unemployment weigh heavily on wages,

that is, increase the rate of surplus value and there-
by the rate of profit? lsn't the elimination of less
solid and profitable capitalist businessmen through
the bankruptcies provoked by the crisis a healthy
thing for the capitalist system in that it incregses
the profitability of the system os o whole? The mas-
sive devaluation of capital precisely permits the
increase in the rate of profit for the surviving cap-

itals and therefore permifs the new rise of cccumu-
lation. Why then should the bourgeoisie relaunch
the economy in the short ferm?

All this is perfectly comrect. But for the bourgeoisie
to content itself with passively wotching the purely
economic mechanisms of the crisis it is not enough
for these mechanisms fo begin to operate. What s
also necessary is that there exist social and polit-
ical conditions that de-not entail too high a price
for such passivity.

These conditions da not at all exist today . What
makes the current situation grave for capitalism is
the combination of the generalized economic reces-
sion and an exceptionally high level of organiza-
tion, numerical s!rengfh and combativity of T’hﬂ
Eﬂleturrar___\gb_lch i in turn combined with an ex-
ceptiona ripmnwncg_cl_Eullf!cu| weakness of the
bourgeois system.
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This combination is not fortuitous. It is the result

of the overall worldwide economie, seeial, ond
political evolution during the post quarter of o
century. The worldwide relationship of forces has
manifestly deteriorated for Copital. In the imperial-
ist couniries the long period of expansion has objec-
tively strengthened the weight and force of the
working class. The new rise of struggles in West
Europe since May 1968 has subjectively strength-
ened the combativity and anticapitalist conscious-
ness of the workers in many countries. Nowhere hos
i7, . -~orgeoisie been able to inflict on the working
class wtfeots so grave that the workers would be un-
able to respond to o considerable increase in unem-
ployment.

Under these conditions, the big bourgecisie, or at
lecst the decisive sectors of it, caleulotes that 15-
20 million unemployed in the United States, 5 mil=
lion unemployed in West Germany, Japan, and
ltaly, and 3 million unemployed in France and
Britain would immediately provoke a secial and
political erisis of such scape that the very survival
of the system would be in danger in the short term.
That is the fundomental reason why it will very
probably react os it did during previous recessions,
through massive meosures aimed ot inflationary
"oriming” of the economy.

The big bourgeoisie is perfectly conscious of the
long=term risks it is courting in octing this way.

But it has no choice. Berween on immediate threat
ond = threat three or four years in the future, the
bourgeoisie must obviowsly react fo the more pressing
threat. Such is the dilemma and such is the fate of
all ¢lasses condemned by history.

Extension of workers struggles

Will the rise in unemployment by itself be sufficient
tc hold down workers combativity, thus facilitating
the most "orthodox" optiors for the bourgeoisie?

In view of the still limited extent of unemployment
this question deserves o generally negaiive response.
In view of what hos hoppened in the past, of the
state of consciousness of the proletariat, and of the
evolution of the social relationship of forces now
going on, the most likely variant is that the work-
ing class will attempt to refuse to bear the costs of
the recession, just os it has tried to refuse to bear
the costs of inflation., We will therefore see an out-
break of struggles, defensive at the outset, against
layoffs, factory closings, and unemployment which
will be mombined with struggles ogainst the high
cost of living; these struggles will tend to become
generalized, will lead to the raising of a series of
clearly anticapitalist transitional demands, and will
tend to squarely pose the question of the govern-
ment, the quesiion of power.
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To be sure, this tendency is not universal, since it
results not simply from the economic conditions but
also from @ whole series of subjective factors creafed
by developments during preceding years. In West
Germany the first effect of the recession has been

a decline and not an increase in workers combat-
ivity. A new rise of workers struggles in the United
States is probable — it has undoubtedly already be-
gun — but it is still slow and fragmented. Will this
new rise in turn be tramsformed into @ brush fire?
What will be the recetion of the Jopanese workers
to Big Capital's attempts to impese an incomes pol-
icy? These questions have to be resolved by revolu-
tionaries and worker militonts in each country be-
fore o detailed prognostication can be formulated
on an international scale.

Mevertheless, as o whole, for most of the countries
of West Europe, and for Australia, Canada, and
Japan it is probable that the present extent of un-
employment will not be sufficient to "calm down™
or demaoralize the werking class and that the reces-
sion will therefore exacerbate class struggles. That,
at least, is alse the hypothesis under which Big
Capital is operating. We have no reason to doubt
the we ll-foundedness of its analyses on this point,
so long as the recession does not last too long ond
5o long as the reactions of the workers are rapid.

The main threats under these conditions derive from
the bourgeois maneuvers, supporfed or tolerated by
the reformist and neoreforniist leaders, aimed at
fragmenting and scattering the reactions of the
workers, at playing on the feors of unemployment
in order to "moderate! wage demands, at reabsorb-
ing the workers' rejection of unemployment by pay-
ing big bonuses to those who are laid off, at canal-
izing the will for rodical pelitical change on the
part of the workers into reformist solutions or inte
governmental collaboration with the bourgeoisie —
solutions that are compatible with the survival of
the system.

The response of revelutionaries must be to fight for
transitional demands that cémespond both to the
most pressing needs of the workers and to the his-
toric need to orient the workers mobilizations in

a pronounced anticapitalist direction: radical re-
duction of the work week (to thirty-five or thirty-
two hours): integral and automatic sliding scale of
wages; opening of the companies' books; national-
izotion without compensation and under workers
control of the key industries and banks; nationaliza-
tion without compensation and under workers con-
trol of all enterprises that elose down or are saved
from bankruptey by state subsidies; for a workers
government that formulates a plan of economic de-
velopment based on the satisfaction of the needs of
the masses and guaranteeing full employment.



Aggravation of interimperialist
competition

Interimperialist competition alwayz tends to inten-
sify when the economic cyele is on the decline.
At such times “socred egoism" comes to the fore.
Each "national" capitalist class seeks above all to
save ikelf by exporting its difficulties and unem-
ployment to its neighbors and competitors.

The imperialist bourgecisie of the United States

hos lost its obsolute hegemeny over the capitalist
world (which it had acquired in 1943) during the
1960s, which were marked by a spectacular rise

of West European (especially West German) and
Jopanese imperialism. Toward the end of the 15405
the U.5. bourgecisie sought fo react, first ofall
on the monetary level. The cascading devaluation
of the dollar was supposed to improve the American
bourgeoisie’s position on the world market. Then
the increase in oil prices appeared to the American
bourgecisie as an excellent point of departure for
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striking ot its European and Jopanese competitors,
who had previously paid a lower price for energy
but who depended on oil imports much more than

U.5. imperialism

Incontestably, ot the beginning of 1974 U.5. impe-
riglist hegemony appeared better assured than it
had been several years earlier. How does LI.S.
hegemony stand today? The least that can be said

is that the guestion has scarcely been settled.

In the area of frade the year 1974 was marked by
a sensational counteroffensive of West German
and Jopanese exporis that reduced even further the
share of American products on the world market.
(To this must be added the fact that the still rela-
tively fovorable position of American exports is
due in large part to the increcse in prices of raw
materials — and food! — exported by the United
States). For the first time in history, West Germun
exports alone have surpessed those of the United

States, as these figures demonstrate:

EXPORTS IN THOUSANDS OF MILLIONS OF Us$

(in annual rates)

exports.

1570 1973 1974 974 July-Aug.

7 quarter) (277 quarter) 1574

United States 43,2 77.3 91 .0 032 g3

West Germany 34.2 G258 BO.1 1.2 =i

Japan 19.3 3r.u 41.3 55.0 527

France 18,1 36.7 42.7 43 .1

Britain 12.3 30.5 307 40.4

Canada 14.8 26:3 29.5 35.4

Metherlands 118 pe | 28.8 34.2

Belgium 114 225 24 .6 30.6

Italy 1332 22,7 25.0 29.0

"At the exchange rate of 2, 5DM per USS. At an exchange rate of 2.4DM per USS,
German exports reached an annual peak of 396 thousand million; at o 2.3DM per
U5$ exchange rate the annual peck is $100.4 thousand millien, surpassing U.5.

On the monetary level U.5, imperialism's plan to
eliminate the gold standard and definitively insti-
tutionalize the inconvertibility of the devalued
dollar a5 the basis of the intermational monetary
system through the system of Special Drawing Rights
hos less chonce than ever of being occepted . The
more inflation spreads and is prolonged, the less
owners of commodities and holders of credit notes
con be obliged to accept inconvertible paper money
outside the borders of a single state. In the final
analysis, o world paper money of obligatory usage
presupposes o world state, a world government,
that is, the disappearance of interimperialist com-

pefition, that is, superimperialism. We are further
from that than ever.

It iz on the military-political level that the pre-
dominaonce of Amerjcan imperialism remaines most
prorounced, not because of but rather Tn contradic-
tion with its relative financial and economic de-
cline. The inability of the European bourgeocisie

to make new progress toward financial and political
integration within the Common Market, to tronsform
the EEC from a confederation of states into o fed-
erol state , consolidotes the stotus quo and costs

the Eurcpeon bourgeoisie very dearly from the finan-
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cial point of view. These internal confradictions
make themselves felt, as do those of Joponese im-
perialism. Japanese imperialism is threatened with
supplementary military costs. It is threatened with
having to bear the costs of some spectacular changes
in trade. When these changes are thrown into the
balance against the more serious recession in the
United States, the existing balance of forces is on
the whole preserved.

The capitalist world as @ whele, while escaping
from American leadership, hos been unable to re-
place that leadership either with an American-
European-Japanese alliance based on equality of
power or with the hegemony of some other country;
it s thus being racked by a crisis of political lead-
ership sharper than in previous years. There is noth-
ing ta suggest that there will be any decisive change
in this regard in coming months.

Petrodollars and the underdeveloped

countrias

The effects on the generalized recession of the in-
crecse in the prics of oil and the supplementory
income obtained by the oil-exporting cocuniries his
been comsiderab |y exaggerated. The total amount
of supplementary income cbtained by the oil ex-
porters has been folsely identified with the sum of
the balance of payments deficits of the importing
countries. But this ignores the fact that a not neg-
ligible part of this income has been placed as short-
term deposits for long-term investments in the impe-
rialist oil-importing countries themselves, This in-
come thus creates neither a problem of balance of
payments deficit nor o problem of deflation of total
demand. O the contrary, it can be considered that
the swelling of Eurcdoallars through the massive in-
flux of petrodollars hos expanded the money supply
and thereby fostered inflationary phenomena s o
whole rather than having the epposite effect.

It is true that it is somewhat misleading to consider
the question in global terms, for the deficits and
surpluses are not shared equally among all the impe-
rialist powers. West Germany and the Benelux coun-
tries have a surplus. Japan hos been able to reduce
its gross deficit of 1973 to o considerable extent
thanks to the huge rise of its exporfs. The deficits
of the United States, and especially of Fronce,
Britain, and lfaly are consequently greater. The
preblem of "recycling" petrodollars is thus in the
final analysis a problem of redistributing the short-
and long-term investments of the oil exporters amang
the various imperialist countries in order to elimi-
nate these too pronounced distortions. The end of
the West Germon and Jopanese export boom, which
can be predicted for 1973, will likely make some
contribution toward this redistribution.

=

INCOMES OF OIL-EXPORTING
COUNTRIES 1M 1974
(estimates in millions of §)

Saudi Arcbia 29,500
Iron 21,000
Venezuela 10, 600
Migeria 9,232
Kuwait @,000
Libya 9,000
Irag 7,000
Abou Dhaki 5,300
Algeria 5,000
ii 10 thousand million®
Division of incoms

Imperts 30 thousand million
Aid to semicolonial

couniries 4 thousand million
Short-term deposits

in L.5, 10 thousand million

In Europe

Deposited as Eure—

dollors 15 theusand million
Depesits in Britain 10 thousand millien
Irvestad 5 thousand million
Hoarded 114 thousand million

“Le Monde, December 29,1974

In the longer term, petrodollers will be less ond
less “volatile For two reasons: First becouse they
will serve in grewing propertions to finance invest-
ments within the exporting couniries themse lves,
which will gothrough an undeniable industrializa-
tion because of this supplementary capital. (This
industrialization will go on within the framewark
of a secial system that will leave a good part of

the people of these countries outside the “economic
prosperity, " at lecst in the more densely populated
countries, and this will in tum limit the internal
market and the future base of the industrialization
iself: it will accentuate technolegical dependence
and will thus not fundamentally modify the semi-
colonial nature of these countries.) Second becouse
in the imperialist countries themselves petrodallars
will be increamsingly converted from shori=term de-
posits info long-term investments,

The disappointments they have suffered with their
pound sterling holdings and the successive devalua-
tions of the dollar have tought even the most obhuse
"oil sheikhs” (ot to mention those exporters who
are advised by bourgeois and petty-bourgeois tech-




nicians who are well schooled in economic matters)
that liquid deposits are an excellent way of losing
money through successive slices. Long-term invest-
ments, which will increase their ¢ slidarity with the
imperialist system and integrate them info the inter-
national beurgeoisie, will bring their particular in-
terests into line with the overall interssks of inferno-
tional Capital. Things will move in this direction

so long as the toiling masses of the producing coun-
tries do nof force a halt.

The generalized recession of the international cap-
italist economy hos struck the semicolonial coun-
tries differently according to whether or not they
are exporfers of oil (or, secondarily, of other row
materials whose prices hove gone up). The ofl ex-
porters can escope the effects of the recession pro—
vided it does not lost too long ond does not wersen
to the point of causing a collapse in the price of
ail. These countries that are not oil exporters have
suffered the cruelest fate since the end of the "Keo-
rean War boom. " Countries like India, Bangladesh,
Pakistan, most of the countries of East and equato-
rial Africa, and some Lotin American countries thot
have deficits in oil have been struck simultanecusly
in four ways:

*The increase in the price of oil hos aggravated
the chronic-deficit of their balonce of payments
and absorbed o good part, if not all, of the "aid
to the third world" thot they have received.

*The increcses in the prices of foodstuffs and chem-
ical fertilizers on the world market hos made them
lose even more resources than hos the Tncrease in
oil prices. The cost of food and fertilizer imporks
to the semicolonial countries increased by $5 thou-
sand million in 1973, |t will most likely increase
by the same figure in 1974. The cost of their oil
imports went up only $1.2 thousand million in 1973
and will go up by §7 thousand million at the most
in 1974,

*The collapse of row materials prices, the reduction
in the volume of their export of these products, and
the reduction of their industrial exports because of
the effects of the recession will reduce their cur-
rency reserves just at o time when their expenses
are increasing significantly.

*The cumulative effect of all these factors is pro-
veoking @ regression in the productivity of labor in
agriculture, combined in several coses with a re-
gression in absolute production as well as a stogna-
ton if not decline in industrial preduction (because
of the impossibility of importing all the necessary
raw materials, the decline in demand on the inter-
nal market, the decline in éxports, ete.),

For the Indion subcontinent, it is catastrophe, as

for the countries of the Sahel inAfrica. The catas-
trophe may extend to other parts of the semicolonial
world .

Economic recession and the
decline of capitalism

The generalized recession of the international cap-
italist economy confirms in a sttiking manner the
correciness of the revolutionary Marxist analysis

of the noncapitalist nature of the ecenomies of the
Soviet Union, the workers states of East Europe,
Cuba, the Peoples Republic of China, North Korea,
and Merth Vietnam. While the recession is hitting
all the capitalist countries, imperialist and semi-
colonial alike (although fo different degrees and
with varying intensity), the countries with noncap-
italist economies are escaping the overall effects
of the recession. In 1974 and 19735 they will expe-
rience their usual growth rate, which will appear
all the more prenocunced when counterposed to the
stagnation or decline in production n all the impe-
rinlist counfries.

A planned economy based on collective property

in the means of production and the elimination of

a bourgeois ¢lass owning important economic re-
sources can guarantee continuous economic growth,
even taking cccount of the enormous waste and im-
balaince proveked by imational bureaucratic manage~
ment. The superiority of the property relations is-
suing from the overthrow of copitalism Tn these
countries is now moking itself felt once again, de-
spite all skeptics and myopic observers.

But the capitalist economic recession also confirms
the petty-bourgeois viopion chorocter of the thesis
of the possibility of achieving the "construction of
socialism In one country. " The bureaucratized work-
ers sfates — societfies in transition between capital-
ism and socialism — are not and connot be immune
o the repercussions of grave fluctuations of the
world market. The socially different chorocter of
their economies and the monopaly of foreign trade
effectively protects them against the threat of being
drawn into the recession. But nothing con prevent
the international econemic conjunciure from having
repercussions within their economies. We will not
insist on this point any further, for other articles

in this issue of INPRECOR ore devoted to this sub-

ject.

The generalized recession is dealing o grave blow
to all neoreformist and neogradualist illusions about
the allegedly infinite capacities of "adoption"
possessed by the copitalist system. 1t confirms what
our movement had been proclaiming ceaselessly
throughaut the years of the strongest expansion.
The leopard has not changed his spots. Capitalism
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is still capitalism. lts intermal contradictions re—
main insoluble. If a return to unemployment, fo
graver and grover recessions, to galloping inflation,
to famire throughout the semicolonial world, to
misery that can reappear on a grand scale even in
the imperialist couniries Is fo be avoided, it is not
enough to try fo moke the market economy function
better or to daydream dbout setting up an impossible
"mixed economy." The capifalist system and the
bourgeois state must be overthrown. The regime of
the workers must be established {and in the semi-
colonial countries, the regime of the workers and

peasants).

By an apparent alchemy whose mechanism has long
since been exposed by Marcism, ruling ideclogy
follows objective developments like a shadow,
sometimes even anticipating them. After the opti-
mistic decade of "guaranteed growth, " it Ts now
the hour of the pessimists of "zero growth, " of the
“irremediable crisis of technological civilization. "
We reject both these myths, which have been con-
cocted in the imoge of a ruling class in decline.

Uninterrupted growth is impossible under the cop-
italist systems, which carries with it the economic
cyele as surely as the cloud carries the storm. Cap-
italist growth is always unbalonced and unbalancing
growth. It is always o combination of development
and underdevelopment, growth and social inequality
on the naticnal and international scale, exactly

a function of the grovith Trself. But this is not due
to the nefarious charocter of science or technology.
It cannot e solved by a Malthusion return to prim-
itive forms of production that would condemn thou-
sands of millions of human beings fo misery.

The ccuse of the evil is exchonge volue become
independent, self-enrichment become the goal of
economic octivity, company profit become the
criterion and final aim of growth. The cause
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of the evil is private property and competition,
that is, the market economy and capitalism. All
the catastrophes, including the irrational and in-
human roads that technology is led down, derive
from this social base and from it alone. The caotas-
trophes can be averted if the profit system is abol-
ished, if the workers manage their own enterprises
in o planned manner, if growth is regulated and
subjected fo the imperatives of satisfying the needs
of all the inhabitants of the earth.

The generalized recession of the infernational cop-
italist economy confirms that the system is sick,
that it is in its historical death agony. But we know
that death agony does not mean automatic disap-
pearance, that the economic crisis does not in it-
self produce a victorious social revelution. The
generalized recession has broken out in o historical
context infinitely more favoreble to the proletariat
than that of 1929-32. But if the crisis of revolution-
ary leodership is not resolved; if the revolutionary
workers party is not built in time; if the class con-
sciousness of the toiling masses does not rise to the
heights of the historic requirements; ond if the
economic contradictions meanwhile become mare
and more explosive, then it is possible that the im-
perialist bourgeoisie during the next several years
may for o second time have recourse to the "reme-
dies” with which it "resolved” the crisis of the
1930s. 1t will then seek fo inflict a very heovy de-
feat on the waorking cless, to raise the rate of prof-
it through superexploitation of the workers, fo sho-
bilize this system through a "strong state or even
through a ferocious dictatorship. It would once
again take the course of war. These would be "rem-
edies” infinitely more caotastrophic during the epoch
of nuclear ond biological weapons than they were
during the epoch of Hitler. Thus, the generalized
recession also recalls the timeliness of the burning
alternative: socialism or barbarism.C

December 31, 1974




BRITAIN

FREE
FALL

by B. SUTCLIFFE

1.Depth of the recession

Throughout the postwar period Britain hos been the
least successful of the major imperialist economies

in terms of the growth of ocutput ond productivity,

For this reason the present recession, which began

in early 1973 after the short-lived six-month "boom, '
is less dramatic in reiotion to the preceding years
than the recessions in Japan or the United States,

for example.

The recession is nonetheless auite marked. In Merch
1973 a year of quite ropid exparsion i industrial
production came to an abrupt end. Since then the
monthly production total hos stagnated, except dur-
ing the period of the three-day week from December
1973 to March 1974 which the Tory government im—
posed in response to the miners' work-to-rule Indus-
tria| production has not recovered to ik level before
the miners' dispute. The gross national praduct for
1574 will probably be about 256 below its level in
1953

A number of industries, howewver, have fallen into

o more acufe state of recession. The most important,
of course, is the motor industry. Monthly production
of motor wehicles hos fallen by about 209 compared
with 1973, The construction industry alse has plunged
into o very deep slump. Steel production in the first
six months of 1974 was 1656 down from 1973, Other
industries badly hit are timber and furniture, bricks
and cement, and textiles, especially oil-based arti-

ficial fibers. In addition agriculture (especially
cartle breeding) has been meeting a mounting erisis
due to rising feed costs, and this is sharply reducing
the purchase of naw stock.

The likelihood of on intersification of.the recession
in output; regardless of what hoppers to the capital-
ist economy intemationally, is shown by the sharp
decline in orders for most of the maior industries.
Ower the lost twelve months for which figures are
available, these fell by about a quarter in the en-
gineering industry, 159% in the textile industries

and clothing industries, 909 in shippuilding, and
nearly 4074 in construction.

The official figures for the number of warkers unem-
ployved hos not yet risen as much as expected insuch
a recession. Unemployment continued to fall until
the end of 1973, Since then it hod risen by Octo-
ber 1974 to 622,000 in Britain and encother 22, 000
in the MNorth of Ireland. This Ts 2,79 of the labor
force, compared with 2.2% in late 1573, Unemploy-
ment would undoubtedly have risen faster already

if it were not for the capitalists’ real fears of mili-
tant factory cccupations, which have spread with
extraordinary speed in Britoin in the lest four yeors
in response to redundancies. As a result, especially
in the industries hardest hit by the recession, short—
time working has become much more eamman.
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2. Fall of capital accumulation

The decline in labor productivity, evidenced by the
combination of staanant or falling output and rising
unemployment, is partly the result of the decline

in capital accumulation that is associated with the
ecenomic crisis. Over the past year private fixed
investment has dropped by nearly 1056 and public
investment hos continued the unbroken decline that
began os long cgo as 1948. The slight rise for manu-
facturing investment in the first half of 1974 was
canceled by a further fall in the third quarter of
the year. The total is now much less than 7t was in
1970. The fall in public investment arises.ouf of
the long=term financial crisis of the nationalized
industries, which ikelf results from the charging

of neneconomic prices so that the nationalized in=
dustries con subsidize the private capitalist sector
and act as a temporary control of inflation. All the
nationalized industries except steel are now oper=
ating at a huge loss, which the Labour government
has now said it will correct.

There is one element of expenditure generating de-
mand in the economy that has fallen much faster
than investment: housing construction. The comple=
tion rate of new howsing has follen by nearly 209
since 1973, But more important, the rate of new
orders for housing received by contractors has fallen
by about half, producing a growing number of re-
dundancies and bankruptcies in the comstruction
industry,

Consumer spending also shows clear signs of the re-
cession. Retail sales have remained almost completely
stagnant since the end of 1972, and the recent fall

in real wages described below can be expected fo
make thea decline further. A sharp decline has
already shown up in car sales, which dropped by
more than 209 in 1974 compared with 1973, The
present level of consumption is being maintained
anly at the cost of a fall in personal savings from
11% of disposable income in 1973 to % this year.

3. Balance of payments

As far as the effects on expenditure are concerned,
the British economy is still in a period of "phony
war, " because no serious efforts hove yet been made
by the government to correct the extremely large
balance of payments deficit. Part of the deficit,

of course, results from the oil crisis, and it remains
true that a large section of funds from the oil-pro-
ducing countries continues to flow into London, so
the necessity to correct the deficit is avoided, ot
least in the short term. Even so, the British govern-
ment has been forced to borrow huge sums directly
from countries like Iran and from the Eurodsllar
market.

1B

The reason the problem js so serious &
ish deficit consists not only of highs
oil but also of a huge deficit on the
which began in mid-1972, long before
The total deficit is expected to ba about i
million in 1974, of which £2,400 million & scecunted
for by oil. The elimination solely of the part of the
deficit not attributable to oil would imply the e
duction of total consumption by about 5%. The bal-
ance of poyments deficit, therefora, simply expresses
the extremely strong pressures towards further reces-
sion that still remain in the British EConomic situe-
fion.

4. Budget deficit

The same potentiol is reflected in a different way
in the immense size of the financial defieit of the
central and local govemnments. The public sector
deficit has grown from £2,525 million in 1972-73
to £4, 497 million in 1973-74 and an esfimated

E&, 300 million in 1574-75, Cnly the printing of
money to cover these giganfic deficis of present
stops the huge potential for further recession from
materializing. The lacal governments, which can-
not print money, have fallen info a state of very
serious crisis, and the result s growing expendibure
cuts, especially in education, but dlso in all the
fields in which local government operates (trans-
port, health, etc.). The immediate crisis was stoved
off in November 1974 with a huge new grant from
the central government .

5. Inflation

These gigantic state deficits are closely related to
the rate of inflation. The central govemmant defi-
cit has appeared partly s a result of desperate wf-
forts by the state to stifle inflation through food sub-
sidies and the necessary grants to cover the deficits
of the nationalized industries and the locgl author-
ities. And the local authorities' deficits cppeor be-
cause of the steep increose in costs that they face

in providing all their services.

The rate of inflation in Brifein has now risen to
about 18% o year. Aside froma brief reduction as
a result of the cut in volue—odded b in July, the
inflation rate hos now baen increasing more or less
continuously since 1572 The effect of the price
code, which has been in effect since 1973 and whick
limits allowable price rises o cover certain recog-
nized costs, hos probably been to limit a little the
inflation thot would otherwise have occurred. In
the November 1974 budget the cade wias consider-
ably relaxed. This relaxation, combined with the
recent new occeleration in industrial cosfs, means
that inflation is very unlikely to decline in the near




future. But in addition, the serious balance of pay-
menfs situation began once again in lote 1974 1o
reflect itself in the exchonge rate of the pourd,
which fell by about 4% between /.ugust and Decem-
ber 1974. That will give a further sharp twist to the
inflaticnary spiral.

&. Profits

The recession in output and the rate of inflation in
Britain are serious enough, but they are not excep—
tional compared to some other imperialist countries.
What makes the British crisis exceptionally intense
is the extraordinary deterioration in the economic
position of capital that has taken place over the
past ten years but has very fiercely intensified in
the past two. One of the most readily available
measures of this is the share of profits in the total
value odded of industricl and commercial companies.
This rate fell from 155 in 1964 4o about 1056 in
1970. There it remained for.about three years, pre-
vented from falling further by the short boom of
1972-73 and by the Tory government's incomes pol-
icies. In 1974, however, it fook o new nosedive:

in the first quarter of the year, when the three-day
week pushed output sharply down, the share of prof-
its was negative; and in the second quarter it had
only recovered to 4%5. This represents a tall in prof-
its of over 809 between the first half of 1973 and
the first half of 1974.

These figures are adjusted to exclude stock apprecia-
tion, the unrealizable profit that resulls from the
effects of inflation in pushing up the value of nor-
mal assets in the form of stocks of materiak and fin-
ished goods. The position is now one in which huge
sections of British capital are {ailing to moke real-
izable profits at all even before the payment of
toces. After taxes are paid the situation is worse,
since under the British tax accounting system corpo-
ration tax normally has to be paid on the unrealiz-
able copital gairs in the form of stock appreciation.

The draostic recent decline in profitability has been
one of the things that have influenced the collapse
in liquidity that has offlicted large sectioms of Brit-
ish capital in recent months. A good part of this col-
lapse, however, is not the result of outside forces

of which capital is an innccent victim, as the Con-
federation of Brifish Indusiries continually suggests,
but is the result of conscious planning by the firms
concerned in order to reduce their liquidify so os

to raise their profifs in an inflationary situation.

The three-day week, in which wages were main-
tained at relatively higher levels than output, placed
a heavy burden on firms that were already illigquid
through choice and then were forced to do more
short-term bomowing. That is one of the reasons

Heath's provocation in declaring the three-day week
did not meet with wholehearted support from capital.

The collapse of liquidity has produced a spate of
bankruptcies or near bankrupteies. The total number
of company liquidations rose by 15%5 in 1974, Among
the first to hove been forced into complete liquida-
tion in 1974 are Court Line (heliday tours), G.
Stibbe {knitwear machinery), London Indemnity and
General Insurance, and Nation Life {insurance).
Among those that hove been saved from bankrupicy
cnly by injections of cash from the government are
Ferranti (major elecirical engineering firm), Alfred
Herbert (major machine-tool firm), and Aston Marfin
(specialized mofor manufacturing). And among those
which dgre in o sufficiently parlous liquidity situa-
tion to be threatened with bankrupicy or near bank-
ruptcy are British Leyland and many others.

The liquidity crisis is particularly severe among cer-
tain sections of financial capital ond in the property
companies. Rumors of liquidations of insurance com-
panies and property companies are an almost daily
occurrence on the stock exchange, and several of
them have materialized. Significant irsurance com-
panies and property companies have gone bonkrupt;
several "secondary banks" have been subjected to
rescue operaticns by the big banks, organized by
the bank of England; one of these (Triumph Invest-
ment Trust) has gone into liquidation. Most of the
banks in difficulty have been in the Euradollar mar-
ket and were hit by a steep rise in the rate of infer-
est they had to pay for deposifs during the semipanic
that followed the collapse of the Herstatt Bark in
Germany .

The most dramatic single indicator of the ocute wor-
sening of the economic health of copital is the re-
cent behavior of the stock market. The value of
shares has now fallen in nominal terms by over 7094
since mid-15972; when adjusted for inflation, this
represents a fall in the fofal market value of shares
by well over 8035, Saudi Arabia, for irstance,
could new buy a controlling interest in all public
companies in Britain with something like six months
of oil revenves!

7. Wages

That the deterioration of capital's position has con-
tinued so rapidly shows how woefully insufficient
have been the measures so far taken by bath Tory
ond Labour governments fo redress copital’s eco-
nomic difficulties. These governments have failed
so far because they have feared the consequences
of the confrontation with the working class that
would be necessary os o prelude to impesing the
needed economic solutions. Instead, both Tory and
Labour governmenis have pumsued a course of steady
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pressure against wages as well as a whole host of
measures to siphon economic resources fo capiial
through the financial mechanisms of the state.

The ability of the working cless fo resist the con-
tinval pressure on wages hos been limited, o= wage
mavements in the recent period show. Over the
whole period since 1964 there hos been.an increcse
of enly 115 in the level of average real toke—home
pay (money wages adjusted for inflation and toxo-
tion). In 1973 this level was static and has fallen
by about 496 during 1974.

The Labour government's abandonment in July of
the Tories' statutory incomes policy has led in the
short term fo an improvement in the movement of
money wage rafes, which in October were rising

at 23% a year. Some of the gains, however, were
the result of the final raund of increases under the
threshold agreements (limited cost of living compen-
sation) that were introduced under Phase |1l of the
Tories' incomes policy and ended in October. It is
still too early to say how much these thresholds (now
worth £4.40 a week to the 10 million workers who
received them) are being incorporated info basic
wage rates under new agreements.

8. Social confract

It is too early to determine the results on wage agree-
ments of the "advice” offered to union negotiators
by the Trades Union Congress {TUC) under the so-
cial contract — the formal expression of the efforfs
by the Labour government and the trade-union bu-
requcrocies to impose nonstatutory wage confro Is

on the working class. The content of the advice is
that wage claims should be made no more than once
a year, that they should be for an increase no mare
than the rate of inflation in the past year or the ex-
pected rate in the coming year, and that if threshold
+ creases have been received, then the claim should
be equivalently reduced. The TUC also suggests

that the claim should be raised to take account of
the extra proportion of any increased wages faken

in tax, though this last point has been very ambiv-
alently presented. Additional claims may be made
in respect of especially low-paid workers and wom-
en workers, and in producivity deals. The nat effect
of these regulations, if inferprefed fo the letter, is
that at least half of all workers wou Id be asking

for wage cuts during the period of the agreement —
very sizable woge cuts for all workers if the rate

of inflation were to accelerate.

9 Welfare state

The decline in standards of health, education, and
housing is occurring at an even sharper rafe than
20

the fall in the real value of wages. Hit by inflation
and rapidly rising interest rafes (local authorities
depend on loans to finance their spending, includ-
ing outlays for education), most sectors of the wel=
fare state are alsa being eroded by direct cuts in
government expenditure. Previously rising at a rote
of 7% (allowing for inflation), public spending is
now to be cut by 5% in Chancellor Healey's latest
budget. There has been no restoration of the £182
million worth of cufs made inspending on education
by the Tories in 1973. The rude shattering of welfare
state Britain is most dramatically seen in housing.
Some 18.29% of British housing units are described
as "unfit dwellings." The reality behind this state
euphemism is that over 1 million Families live in
slums. Housing construction (combining both public
and private investment) reached a total of 425,853
units in 1968, This level hod dropped to 304,118 in
1973, and figures released for the first part of 1574
irndicate a further slump of a possible 100,000 units
from the 1573 figure. Meanwhile housing prices are
rising foster thon inflation. Secondhand housing that
in 1570 sold for an overage price of £4, 946 would
sell in 1974 for £10,043.




Against the background of the recent large jump in
the rate of eresion of social welfare, sections of
workers hove taoken action to protect thase services.
Recently, miners in Yorkshire, one of Britain's ma-
jor coal fields, struck for increases in nurses' pay.
They justified their action in ferms of the profection
of the Health Service. Meanwhile, workers ot one
hospital bonned servicing of private patients during
actions fo win pay increoses. The big decline in
the quaiity of life in all the city centers (teacher
turnover rate is 309 in some London boroughs, many
Glasgow children have had only three doy a week
education for several months, over 1.5 million peo-
ple in London have no inside toilet, or hot water,
or bath) has created direct action groups, like
squatters seizing empty property. In addition to the
immediate fight over the cost of living, the need

to protect elements of the welfare state thot foce
government "rationalization” is likely to continue
to be an important theme of the unfolding class
struggle.

10. Labor bureaucracy

A greot part of the energies of the leadeship of the
Lebour party and of the leading members of the
trade-union bureaucracy have for several months
now been devoted fo propanandizing for the social
contract form of wage control and publicizing a
danger of mass unemployment if if is not enforced .,
Many of thase who in the last few years have been
regorded os leaders of the "left" in the frade-union
movement have joined in the propagandizing. Jock
Jones of the Transport and General Workers Union,
for instance, odds to propaganda for the social con-
tract o plea that workers should not make wage de-
mands that create financial difficulties for the firms
concerned. Given that the Confederation of British
Industry is now increasingly saying that British cop-
ital cannot afford even those wage levels implied
by the social contract, this presumably means that
Jones will be advocating even lower wage claims.

The TUC hos also joined the campaign of the CBI
for higher profits, and it therefore gove o warm wel-
come in MNovember to Chancellor Healey's third
budget, inwhich he distributed gbout £2, 500 mil-
lion unconditionally to capital in various ways.
This was done first by abolishing the taxation of
stock-appreciation profits; second, by making re-
laxations in the price code on allowoble costs, thus
permitting larger price increases; and third, by or-
ganizing a £1, 000 million fund to be raised from
the banks with which the government would provide
medium-term finance fo capital.

The "lcFt" Tribune group in the Labeour party has
reacted to the financial crisis of capital and the
recessionary danger by saying thot they do not exist.
And this, as much as the right's call to restrain
wages in the interests of profitability of caopital,
could serve to prepare the way for ropid ond severe
culs in worcers' living standards, since workers can-
not prepare for o crisis that they do nof believe fo
exist.

Until recently the bureaucracies were having some
success in imposing the social contract: Numerous
low waoge settlements have been made; at the annual
conference of the TUC the halfhearted opposition

to the social confroct led by the Amalgamated Union
of Engineering Workers (ALEW) crumbled willingly
in response to a demagoegic appeal by TUC General
Secretary Len Murray; and a move inside the ALEW
to put in a woge claim that would break the socic!
contract was defeated in fovor of a vague formula
for a "substantial claim. ® More recently, however,
the rank and file hove been moking some inroads:
The series of militant strikes in Scotland in October
and MNovember, which the bureaucrocies were un-
able to control, led to some guite high woge seftle-
ments; cnd the mines' ballet in MNevember threw
out the National Coal Board's productivity deal,
opening the way for anather large wone claim not
linked to productivity.

The leaders of the Labour government are toking the
line in the foce of the growing recession that unem-
ployment is o worse danger than inflaticn, and in
international meetings they are arguing ogainst de-
flationary policies. Domestically the government
haos been prepared to see a rapidly growing govern-
ment deficit because of its subsidies on food, the
subsidies to the natienalized industries, and the mas-
sive handouis to capital. The policy, however, is
not nearly as expomsionary os it looks: The subsidies
of the nationalized indusiries are to be rapidly phased
out; and while the handouts: to capital are officially
supposed to lead to more investment and therefore
to a way out of the recession, this is scarcely likely
to happen when with the other hand the government
is doing everything it can to hold down consumption
through wage controls under the social contract.
These handouts may avoid a few bankrupicies in the
short term but are more likely to be used by capital
ta reduce debis to the bonks rather than to finance
investment. They will probably do little, therefore,
to offset the growing recessionary pressure that was
reemphasized early in December by an ominous rise
in industrial stocks. )
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CERMAN CADITALISM

by WINFRIED WOLF

Eor some Hime now, West German Chancellor Hel-
mut Schmidt's refrain has become infernational:
Everywhere people are insisting on the "strength®
and "health” of the West German economy. The
various capitalist countries are seeking fo get ma-
terial aid from West Germany in order to straighten
out their own economies, which are going through
crises. There is good reason for them to hope that
West German capital will bend to their pressure,
for West Germany is extremely dependent on the
world market and on exporfs.

During a speech delivered June 29,1974, to o
gathering of functionaries of the SPD (Sozialdemo-
kratische Partei Deutschlands — German Social
Democratic party), Helmut Schmidt outlined his
demagogic campaign: "Wherever one speaks, it

is very important fo demonsirate clearly to oneself
and one's audience that the dislocated state of the
world economy stands in sharp contrast to what we
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have safeguarded here in this country, what we
have been able to succeed in and create.” And in
the same speech Schmidt observed: "For the moment,
employment in Germany is essentially guoronteed.

. . . We must create conditions such that our wage
earners will continue aiways to toke home a little
more, in net and real figures." Sixth months later
he was singing a different tune. All official bodies
were confirming that there would be @ million un-
employed during the winfer of 1974-75 {mot count-
ing immigrant workers sent back fo their home coun-
tries, women forced back into the home, ald work-
ers forced into premature retirement, and youth un—
able to find apprenticeships). And in view of the
virtual stagnation of indusiry and the new rise in

the rote of inflation becouse of o deliberate stimula-
tion, Helmut Schmidt foday says quite openly that
“in the long run” o fall in real wages will be neces-
sary, even in the Federal Republic of Germmany. It
i with that in mind that the cumrent wage contracts




are being worked out, especially those contracts
overseen by the government and the Sachversttindi-
genrat (Councils of Experts), bodies composed of
five professors of economics who present annual sur-
veys fo the government.

Taken in isolation, cloims about the "strength” of
West German capital are pure demagogy. Even the
cbservation of o "relative strength, " which is closer
to comrect, distorts reality. It is mora correct to
speak of o relative weokness of the other capitalist
economies compared with West German copital, o
assert that the West German economy is "less sick”
than the economies of ifs "neighbors and partners. "
At least since the crisis of 1966-67, West German
capitalism has demorstrated that it s no exception
to the general trend of deteriorating international
conditions for the realization of copital. And the
current economic recession demonstrates that the

i 966~47 crisis was not a unique "fluke, " that it
was not political in origin {provoked by the Chris-
tian Democrats, os the SPD and the frade unions
often claim}). This point is important above all for
the consciousness of the West German working class
and for developments within the unions and the
5PD. We have now reached a decisive economic
and political paint in the evolution of West Ger-
man capitalism. In this article we will analyze the
economic sitiation in some detail. (For the polit-
ical situation, see "The End of Stability" in INPRE-
COR Ne.5-6.)

Part of the world economy

Today more than ever it is not enough to consider
only the "internal ecaonomy” of a national copital-
ism. This is even more true for West German cap-
italism than it is for the other Imperialisms, For
some fime there has no longer been any gquestion of
all countries riding the boom fogether os they did
during the "golden oge" of the 19505 or the begin-
ning of the 1960s; but there remains the question

of the danger of a generalized slide toward an acute
economic crisis. The crises that the other capitalist
countries are going through have direct conssquences
for West German capital that in the event of serious
protectionist measures, for example, could take on
catastropnic dimensions. The Organization of Eco-
nomic Cooperation and Development estimates that
the West German balance of payments surplus for
1974 will hit the record figure of 7 thousand mil-
lion Deutschemark; all the other countries of the
Common Market (with the exception of the Nether-
lands) will have balance of payments deficits.,

The tendency toward integration into the werld
economy has deepened continuously since the found-
ing of the German Federal Republic, In the 1950s
and 1980s exports grew at a greater rate than gross

national product (except in 1958 and 1962), often
by fantastic proportions. The growth rate for exports
was 50% in 1951, about 309 in 1953, and more
than 2056 in 1957 and 1959. During the 196667
crisis it was precisely the strong expansion of ex-
ports that provided the most solid support for the
declining production within the country, This de-
velopment has continued since 1949. Thus, between
January 1969 and August 1974 the fotal number of
domestic fransactions by West German industry grew
by scarcely 6095, while the growth of foreign frans-
actions during the same peried was nearly twice as
high (132.5%).(1)

In this process of export expansion West German
copitalism aimed above all at the countries of the
Commen Market and the states oriented to the Com-
mon Market. The pattern of West German exporfs
and invesiments obroad makes that clear. |n 1973,
of the total volume of German exports (whose value
totaled about 177.7 thousand million DM}, 489
was sent to Common Market couniries and 6436 to
members of the Common Market and of the European
Free Trade Association (EFTA}. The figure for ex-
ports to the United States ond Jopan combined was
only 10%:. Moreover, the growth rate of exports to
the EEC countries was 20.4%; that of exporis to the
United States only #96. (The growth rate of exports
to Japan was 36.8%. But that is explained by the
very low volume of exports to Japan up until 1974
and the consequently broad room for expansion.
Japan's share of West Germany's exports in 1573
was only 1.5%.) OF total imperts inte West Ger-
meiny, 70.8% came from Commen Market and EFTA
countries and only 12,295 from the United States
and Jopan.

Likewise, if we consider direct West German in-
vestments shrood, we find that of a total of 32,235
million DM (up to the end of 1973), nearly &054
went o counfries in the Common Market or to coun=
tries tightly linked fo it, like Switzerland, Austria,
and Spain.

On the other hand, only 169 of capital invested
abroad went to the United States ond Canada (but
229 to Brazil). The distribution of investments flow-
ing in the other direction Is rather different. OF

the total amount of foreign capital invested in

West Germany os of the end of 1972 (35, 442 mil-
lion DM), some 435 came from the United Stotes
and only 509 from Common Market countries,
Switzerland, and Sweden.(2)

The picture that emerges from all these figures is
unequivocal: The economy of the German Federal
Republic is oriented in large part toward the prin-
cipal European couniries. That s where the most
important markets and spheres of capital investment
are found. Such is the background to the "pro-Euro-
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pean orientation” of West Germany ever since the
world recession of 1957-38. It is above all o ma-
terial background.

Despite everything, it is a contradictory image of
"European unity" that West German capitalism con-
templates. First of all, it is only during periods of
clear German economic superierity that West Ger-
many has aimed at economic and pelitical union
{and it thus often came info conflict with Gaullist
France). At the beginning of the 1970s, whean Brit-
ish entry into the EEC was discussed and finally
carried out, the West German capitalists were much
less sure of themselves. They feared that close co-
operation emong important European countries (espe-
cially France) and Britain could challenge West
German hegemony over West Europe. In the present
situation, in view of the "relative strength of West
German capital,” the crises that are shaking what
remains of the British empire, the agony of lfaly,
and the political weakness of France, West German
capital seems to be pursuing a new strategy. S5PD
President Willy Brandt indicated what it is in his
speech in Paris: strengthened integration of the
“strong " European economies; increased "depen-
dence” of the wedk ones, especially Italy. It is
certain that West German capitalism is tied o a
matter of life and death to the European market.
Any protectionist measure token by o "Eurcpeon
partner” will be painful; every loss by important
European couniries of their spheres of export and
investment will have cotastrophic repercussions on
the West German economy. That is what explains
gl the "friendly” help the West German govern-
ment offered when it granted o 81, 000 millien lcan
to Italy; it also accounts for Helmut Schmidt's anx-
fousness to get involved in the "internal offairs”
and political wedkness of France,

The end of 1974 marked the end of the sixth indus-
trial cycle of West Germaon capitalism since 1948.
The year 1974 wos one of bitter disappointment for
the "growth theoreticians" who had projected future
industrial growth rates as high as those of the 1950s
and the early 1980s.

Thus, the average annual growth of industrial pro-
duction during the first cycle wos as high as 249
during the second cycle it was 8.6%; during the
third (1959-63) it was &.3%; during the fourth
(1964-57) it was 3.2%. From 1969 to 1971 the
growth rate was 4.5%, and for the period 1972
through the third quarter of 1574 it fell fo 2.4%.
While the 1966-67 crisis resulied in an absolute
decline in industrial production for the first time
since the second world war, the figures for the
third quarter of 1974 were nearly as bad: less than
2.2% growth for the whole of West German manu-
facturing industries.
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In one respect the West German employers are much
better off than their European colleagues: The West
German working cless remains calm in face of the
sconomic recession; the trade unions are bending
to the "Social Contract, " which exists practically
although not formally, and do not present "exag-
gerated " economic demands — or if they do, they
fold rapidly in face of the Diktat of the employers
(the most recent example being the minimal results
obtained by the metalworkers).

Up to now, the West German werking class has had
little tradition of strugale . There is ne strong clos-
sical reformist or Stalinist party. In this country

the trade unions have always played the role of
"ypholders of order” rather than instruments of class
struggle. Up to now the struggles of the West Ger-
man working class (wildcot strikes in 1969 and 1973,
new initictives in the frode uniors ond more cccen=
tuated trade-union struggles from 1970-71 to 1973~
74) have led only to breaks in practice with the
trade-union buregueracy. There has been very little
political differentiation. Consequently, the West
Garman revaolutionary left remairs isolated from

the working closs, even though it has retained a
certain guantitative strength since the student re-
volt of 1965-68,

Today, in contrast to the 1949=73 period, this work-
ing class is confronted with a fundamentally new
situation. The specter of massive unemployment has
been odded ta the high rate of inflation. In foce

of this new situation, the West German working
class is disarmed; that explains the present shift by
the West German Social Democrocy under Helmut
Schmidt toword a course that openly favors the mar-
ket economy and simultaneously rejects “reforms
thot are costly. " Reduced to ifs economic aspect,
this political quiescence in the class struggle means
that West German capitalism s able to olan on

and accept long-term delivery dates in international
trade, for there are few strikes of any scope. At

the same time, the "wage factor” in the cost of
production can be set in advance — and af @ level
beneath that of the annual growth of productivity.

It is here, af the level of class politics, that the
"strength” of West German capital really lies; it

is a strength that is o weakness for the working
class. This makes the dangers of the present situa-
tion — the crisis, the unemployment, the disorien-
tation of the West German workers movement — all
the greater. And it also makes the tosks of revolu-
tionaries in this country cll the more important.

West Germany is now experiencing a "divided con-
juncture. " It is divided among the rare economic



sectors that are still recording positive economic
growth (like steel and some export indusiries), those
sectors whose production has declined absolutely
(like the construction indusiry), and ¢ great num-
ber of sectors that are stagnating.

In 1972 the average growth of industrial production
("manufacturing industries") was still 8%; in 1973
it was only 4.6%, and in 1574 the “growth figures”
of West German manufacturing industries were os
follows: first quarter, less than 1.1%9%; second quar-
ter, O: third quarter, less than 2.2%.

Between the third quarter of 1573 and the fourth
quarter of 1974, production in the industries manu-
facturing basic products and means of production
dropped 2.8%; production in the investment goods
indusiry dropped 3.4%; in the consumer goods in-
dustry it dropped 4.995; it was only in the foodstuffs
industry that slight growth took place (1.3%).

If the picture of the present conjuncture is broken
down still further and we lock ot preduction in
given industrial branches, we get the following
yiew: During the period indicated cbove, growth
in the chemical industry (which exports heavily)
was 0.7%; in metallurgy, which benefited from
the boom in steel, there was alsc (minimal) growth:
0.5%. Cn the other hand, in the elecirical indus-
try production is stagnating and in the course of
the pust several weeks hos tended foward an abso—
lute decline {even though this branch is strongly
oriented toward export). The sifuation is similar
for the machine-tool industry, which is also ori-
enfed foward export.

In the automobile industry production dropped by
nearly 10%, in line with the world crisis of this
sector. For the textile industry the fall in produc-
tion was nearly 5%.

For the cormstruction industry, which is particularly
sensitive to crises and is oriented almost exclusively
toward the domestic market, production has had a
downward tendency almost from the first quarter of
1973; by the end of 1974 the industry will have
suffered an annual ovemge decline of more than
10%.

That exports are the decisive "props” in the present
conjuncture in West Germany is proven by the fact
that between the second quarter of 1973 and the
second quarter of 1974 the foreign tramsactions of

the investment goods industry rose 15.8% and those
of the basic goods and means of production industry
rose 53.9% (above all because of the steel boom). (3)

On the whole, the picture is unequivocal and al-
lows of no illusions, contrary to the claims of

Schmidt and many international commentatars:

The West German economy is experiencing an in-
ternal economic crisis whose impact has been at-
tenuated only thanks to the "divided conjuncture";
the main positive fuctor hes been the growth of ex-
ports up fo the middle of 1974,

Historic reserves

West German capital today is still feeding on its
particular historic development. It is here that we
find the real core of what Schmidt s falking cbout
when he says that "we must be proud of what we
have been able to sofeguard, succeed in, dand
create, "

From the end of the war, West German capital
benefited from two foctors.

The first was a working class that had been very
much wedkened by fascism, the world war, and

the defeats of the postwar peried (1947-52), Cap-
ital could consequently impose especially low wages
on the working closs. (As late as 1955 wage costs

in the United States were four times os high a5 they
were in West Germany; they were 5096 higher in
Switzerland, 13% higher in Sweden, 14% higher

in France, 7% higher in Belgium, and &% higher

in Britain.) The West German workers got back up
to their 1938 wage levels only in the middle of the
1950s; at the same time, the average work week
was more than 50 hours in twelve industrial branches
out of twenty-four.

Second, the West German economy was stimulated
by the Marshall Plan and was able to recover its
old positions on the world market through @ big ex-
port offensive during the Korean War beom.

These advantages brought on o favorable evolution
for West German capitalism up through the middle
of the 1960s. Before the 196667 crisis, West Ger-
man capitalism had not at all been forced to intro-
duce new technology into the process of production
(automatically controlled installations, automa‘ed
or semiautomated processes, nuclear energy, efc.).

This meant twe things on the economic level:

1. At g time when infermational growth rates were gen-
erally declining, "contrary" tendencics were as-
serting themselves in West Germany because of the
belated technological renovation, which softened
the decline in average growth rates. |t was possible
to realize special profits through a wave of big in-
vestments in rationalization and through the process
of concentration. The economic branches that went
through important technological renovation expe-
rienced an especially strong growth. Out of this
there come a so-called "structural effect. "
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